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HOUSING AMENDMENTS OF 1957 


MONDAY, MARCH 18, 1957 


Unitep States SENATE, 
ComMMITTEE ON BANKING AND CURRENCY, 
SUBCOMMITTEE ON HovsINe, 
Washington, D. C. 

The subcommittee met, pursuant to call, in room 301, Senate Office 
Building, at 10:10 a. m., Senator John Sparkman (chairman of the 
subcommittee) presiding. 

Present : Senators Sparkman, Douglas, Monroney, Clark, Capehart, 
Ives, Bush. 

Also present : Senators Beall and Bible. 

Senator SparKMAN. Let the subcommittee come to order. 

I understand some other Senators will be present later, but we will 
get started and not wait for them. 

The Subcommittee on Housing begins hearings this morning on bills 
that have been referred to date. These hearings will be devoted to a 
full discussion of the bills before us which for the most part contain 
amendments to various housing acts over which the subcommittee has 
jurisdiction. 

The bills to be considered are as follows: 

S. 88, by Senator Humphrey, to amend title III of the National 
Housing Act to provide that the Federal National Mortgage Associa- 
tion shall exericse its special assistance functions by purchasing mort- 
gages securing loans which are guaranteed under the Servicemen’s 
Readjustment Act of 1944, and for other purposes; 

S. 467, by Senator Chavez, relating to additional financial assist- 
ance in connection with public projects made necessary by certain 
activities related to the national defense ; 

S. 726, by Senator Johnson and others, to provide that 25 percent 
of the national service life insurance fund may be invested in making 
direct home loans to veterans; 

S. 912, by Senator Johnston, to enlarge the special assistance func- 
tions of the Federal National Mortgage Association ; 

S. 929, by Senator Langer, to protect borrowers against excessive 
cash requirements and minimum terms in the case of home loans guar- 
anteed under title V of the Servicemen’s Readjustment Act of 1944; 

S. 1090, by Senators Bush and Purtell, to extend the time for dis- 
posal of a certain war housing project to the housing authority of the 
town of Wethersfield, Conn. ; 

S. 1230, which I introduced, to authorize the Housing and Home 
Finance Administrator to provide urban planning fellowships; 

S. 1479, by Senator Douglas, to authorize the transfer of certain 
housing projects to the city of Decatur, II1.; 

S. 1515, by Senator Dirksen, for the same purpose ; 
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S. 1531, by Senator Long, to provide for the conveyance of certain 
property to the State of Louisiana; 

S. 1553, by Senator Fulbright, to increase by $200 million the bor- 
rowing authority of HHFA for ‘making college housing loans; 

S. 1 568 ), by Senators Bible and Malone, to provide for the convey: ance 
of certain property to Las Vegas, Nev.; 

S. 1609, by Senator Capehart and me, both of us by eS that 
is the administration’s bill, which is just in—to amend the National 
Housing Act; 

Any additional bills that may be referred while the hearings are in 
progress may be added to this list. 

S. 1618, by Senators Bush and Purtell, to authorize the Public 
Housing Commissioner to enter into contracts for shelter for disaster 
victims; 

S. 1633, by Senator Sparkman and others, to amend section 221, 
National Housing Act, to further assist in providing housing for 
persons of moderate means; 

S. 1679, by Senator Long and others, to increase the special assist- 
ance authorization available to FNMA : 

S. 1694, by Senator Clark and others, relating to the provision of 
housing for moderate-income families and for elderly persons; 

S. 1711, by Senators Sparkman and Capehart, to provide for the 
establishment of a Commission on National Housing Policy 

S. 1737, by eiaine Clark, to increase the number of new ’ public 
housing units; and 

Ei. Ee 4602, to encourage new residential construction for veterans 
housing in rural areas and small cities and towns, raise direct loan 
amount from $10,000 to $13,500, to authorize advance financing com- 
mitments, and to extend direct loan program for veterans. 

The bills, and reports of agencies, will be inserted in the record. 

(The bills referred to follow :) 

{[S. 88, 85th Cong., Ist sess.] 


A BILL To amend title III of the National Housing Act to provide that the Federal 
National Mortgage Association shall exercise its special assistance functions by pur- 
chasing mortgages securing loans which are guaranteed under the Servicemen’s Read- 
justment Act of 1944, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 305 of the National Housing Act 
is amended by adding at the end thereof the following new subsection: 

“(g) (1) Notwithstanding any other provision of this Act, the Association 
is authorized and directed without delay to make commitments to purchase and 
to purchase, service, or sell, in the total amount of $1,000,000,000, mortgages 
securing loans which are guaranteed pursuant to section 501 of the Servicemen’s 
Readjustment Assistance Act of 1944. 

(2) Notwithstanding any other provision of this Act, the Association, when 
authorized by the President to do so, may make commitments to purchase, and 
may purchase and service or sell, additional mortgages securing loans which 
are guaranteed pursuant to section 501 of the Servicemen’s Readjustment Act 
of 1944; but the total amount of purchases and commitments authorized by this 
paragraph shall not exceed $1,000,000,000 outstanding at any one time. 

“(3) The price to be paid for any mortgage purchased by the Association under 
paragraph (1) or (2) shall be the unpaid principal balance thereof plus accrued 
interest.” 

Sec. 2. With respect to housing built or sold with assistance provided under 
the National Housing Act, as amended, or title III of the Servicemen’s Readjust- 
ment Act of 1944, as amended, the Federal Housing Commissioner and the Ad 
ministrator of Veterans’ Affairs, respectively, are hereby specifically authorized 
and directed to issue such regulations, applicable uniformly to all classes of mort- 
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gagees, as they determine desirable for the purpose of limiting the charges and 
fees imposed upon the builder, veteran, or other purchaser in connection with 
the financing of the construction or sale of such housing, whether or not such 
charges were or are imposed in connection with the financing assisted by the Fed- 
eral Government, and no loan shall be insured or guaranteed under such Acts 
unless the mortgagee certifies that it has not imposed upon the builder, veteran, or 
other purchaser any charges or fees in connection with the financing of the 
construction or sale of such housing in excess of the charges or fees permitted 
under such regulations for such purposes as are applicable to the housing 
involved. 

Sec. 3. (a) The Secretary of the Treasury is hereby authorized and directed to 
invest and reinvest not in excess of 25 per centum of the National Service Life 
Insurance Fund by purchasing, and making commitments to purchase, loans 
which are guaranteed pursuant to section 501 of the Servicemen’s Readjustment 
Assistance Act of 1944, as amended, in order to stabilize the price at which such 
loans generally will be salable to investors. The price to be paid for any such 
loan shall be the unpaid principal balance thereof, plus accrued interest. No 
such loan shall be purchased hereunder except from the original mortgagee prior 
to any other sale thereof. Loans will be eligible for purchase hereunder only 
if guaranteed on or after the date of the enactment of this Act, and loans so 
purchased may be sold for an amount not less than the unpaid principal balance 
plus accrued interest. If any loan acquired under this section by the Secretary 
of the Treasury shall default, and the Secretary determines such default to be 
insoluble, such loan and the security therefor shall be assigned to the Adminis- 
trator of Veterans’ Affairs, who shall pay to such fund (in the matter provided 
by the first proviso in section 506 of the Servicemen’s Readjustment Act of 1944) 
the entire unpaid principal balance of the loan plus accrued interest. 

(b) The Federal National Mortgage Association shall act as the agent of the 
Secretary of the Treasury with respect to the purchase, servicing, and sale of 
such loans. The Secretary shall reimburse the Federal National Mortgage Asso- 
ciation for expenses incurred by it in carrying out its functions under the pre- 
ceeding sentence from the income derived from such loans; but such reimburse- 
ment shall not exceed an amount, payable from the interest portion of each 
monthly installment applicable to principal and interest collected, equal to three- 
fourths of 1 per centum per annum computed on the same principal amount and 
for the same period as the interest portion of such installment. 


[S. 467, 85th Cong., 1st sess.] 


A BILL To amend title II of the Housing Amendments of 1955 (relating to public facility 
loans) to authorize additional financial assistance in connection with public projects 
made necessary by certain activities related to the national defense 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That (a) the first sentence of section 208 (a) 
of the Housing Amendments of 1955 is amended by striking out ‘“$100,000,000, 
notes and other obligations’’, and inserting in lieu thereof the following: “‘$200,- 
000,000, notes and other obligations, of which not to exceed $100,000,000 shall 
be issued to finance activities under section 206 of this title’’. 

(b) Section 203 (b) of the Housing Amendments of 1955 is amended to read 
as follows: 

“(b) Funds borrowed under this section (1) for the purposes of section 202, 
and any proceeds therefrom, shall constitute a revolving fund which may be used 
by the Administrator in the exercise of his functions under section 202, and (2 
for the purposes of section 206, and any proceeds therefrom, shall constitute a 
revolving fund which may be used by the Administrator in the exercise of his 
functions under section 206.” 

Sec. 2. The second sentence of section 204 of the Housing Amendments of 1955 
is amended to read as follows: ‘Funds obtained or held by the Administrator 
in connection with the performance of his functions (1) under section 202 shall 
be available for administrative expenses of the Administrator in connection with 
the performance of his functions under section 202, and (2) under section 206 
Shall be available for administrative expenses of the Administrator in connec- 
tion with the performance of his functions under section 206.” 

Sec. 3. Title II of the Housing Amendments of 1955 is amended by adding at 
the end thereof the following new section: 
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“FEDERALLY IMPACTED AREAS 


“Sec. 206. (a) In furtherance of the purposes of this title, the Administrator, 
acting through the Community Facilities Administration, may make loans and/or 
grants to any municipality or political subdivision of a State (including any 
public agency or instrumentality thereof) to finance the construction of specific 
public projects (under State or municipal law) in any federally impacted area. 
As used in this section, the term ‘federally impacted area’ means a locality which 
has sustained a substantial and rapid increase in population as a result of activi- 
ties of the Atomic Energy Commission or any licensee of the Atomic Energy 
Commission. 

“(b) The powers granted in subsection (a) of this section shall be subject to 
the following restrictions and limitations: 

“(1) No financial assistance shall be granted under this section unless the 
Administrator shall determine (A) that the project for which assistance is 
requested under this section is necessary as a result of the locality, in which such 
project is proposed to be constructed, becoming a federally impacted area, and 
(B) that such project cannot be undertaken without an unusual and excessive 
increase in the tax burden or debt of such locality, if assistance is not provided 
under this section. 

*(2) Loans made under this section shall bear interest at such rates, not in 
excess of 4 per centum, and have such maturity dates, as the Administrator shall 
determine. The interest rate and maturity date for any particular loan under 
this section shall be fixed by the Administrator with due regard to the ability 
of the affected locality to repay such loan from tax revenues. The amount of 
any such loan shall be fixed with due regard to the debt limit, if any, of the 
locality incurring the obligation. 

“(3) Grants, defraying such part of the cost of any project as the Adminis- 
trator shall determine, may be made under this section if the Administrator 
determines that such assistance is necessary to the construction of such project, 
giving due consideration to the ability of the affected locality to finance such 
project without such assistance. Nothing herein shall be construed to prohibit 
the making of grants suflicient to pay the full cost of constructing any project 
if the Administrator shall determine that such project would not be constructed 
without such assistance, and that such project is of particular importance from 
a national defense standpoint.” 





[S. 726, 85th Cong., Ist sess.] 


A BILL To provide that 25 per centum of the National Service Life Insurance Fund may 
be invested in making direct home loans to veterans; to increase the maximum loan 
entitlement of veterans under section 512 of the Servicemen’s Readjustment Act of 1944, 
and to expedite action on certain applications of veterans for direct home loans 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That (a) section 605 of the National Service 
Life Insurance Act of 1940 (38 U. S. C. 805) is amended by adding at the end 
thereof the following new subsection: 

“(e) (1) The Secretary of the Treasury shall invest and reinvest not more 
than 25 per centum of such fund by advancing to the Administrator such amounts 
as the Administrator may from time to time request for the purpose of making 
direct loans under section 512 of the Servicemen’s Readjustment Act of 1944. 
Loans made with amounts advanced under this subsection shall be a part of 
such fund. 

“(2) (A) At the end of each fiscal year, the Administrator shall determine 
the total amount derived during such fiscal year from loans made by him out 
of amounts advanced to him under this subsection, and subtract therefrom the 
sum of— 

“(i) the portion of such total amount which represents repayments of 
principal on such loans; and 

“(ii) a reasonable reserve for payment of losses on such loans arising 
during such year. 

“(B) If the amount determined under subparagraph (A) exceeds the amount 
obtained by multiplying— 

“(i) the average amount of advances outstanding under this subsection 
during the fiscal year involved; by 

“(ii) the average return on the other invested portion of such fund for 
the fiscal year involved ; 
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then such excess shall be used to pay the expenses of administration of this 
Act otherwise payable by the United States under section 606 for the next 
fiscal year, and any remaining excess shall revert to the Treasury and be covered 
into miscellaneous receipts. 

“(C) If the amount determined under subparagraph (A) does not exceed 
the amount obtained under subparagraph (B), then the United States shall 
pay to the fund an amount which, when added to the amount determined under 
subparagraph (A), will make the total of such amounts equal to the amount 
obtained under subparagraph (B).” 

(b) Section 5138 of the Servicemen’s Readjustment Act of 1944 (38 U. S. C. 
694m) is amended by adding at the end thereof the following: 

“(e) This section (except the last sentence of subsection (c) shall not apply 
to any loan made pursuant to section 512 out of amounts advanced from the 
National Service Life Insurance Fund.” 

Sec. 2. Section 512 of the Servicemen’s Readjustment Act of 1944 (38 U. S. C. 
6941) is amended by striking out “$10,000” wherever it appears in subsections 
(b) and (f) and inserting in lieu thereof “$14,000”. 

Sec. 3. (a) The Administrator of Veterans’ Affairs shall commence the process- 
ing of any application for a direct home loan received by the Veterans’ Admin- 
istration under section 512 of the Servicemen’s Readjustment Act of 1944 upon 
the receipt of such application, and shall continue such processing notwithstand- 
ing the fact that the assistance of a regional subcommittee of the National 
Voluntary Mortgage Credit Extension Committee, established under title VI 
of the Housing Act of 1954, has been requested by the Veterans’ Administration 
for the purpose of ascertaining whether or not such loan can be placed with a 
private financing institution. 

(b) If the assistance of any such regional subcommittee has been requested 
by the Veterans’ Administration in connection with any such application for a 
home loan, and the Administrator of Veterans’ Affairs is not notified by such 
regional subcommittee within (1) twenty days after such assistance has been 
requested, or (2) twenty days after the date of enactment of this Act, whichever 
is the later, that it has been successful in enabling the applicant to place such 
loan with a private financing institution, the Administrator of Veterans’ Affairs 
shall proceed forthwith to complete any part of the processing of such appli- 
‘ation remaining unfinished, and to grant or deny the application in accordance 
with the provisions of section 512 of the Servicemen’s Readjustment Act of 1944, 


[S. 912, 85th Cong., Ist sess.] 


A BILL To enlarge the special assistance functions of the Federal National Mortgage 
Association to include the purchase and the making of commitments to purchase of 
insured or guaranteed mortgages securing loans not exceeding $14,000 in principal 
amount which bear interest at a rate not in excess of 44% per centum 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 305 of the National Housing 
Act is amended by adding at the end thereof a new subsection as follows: 

“(g) (1) Nothwithstanding any other provision of this Act, the Association 
is authorized to make commitments to purchase and to purchase, service, or sell 
mortgage (or participation therein) which (A) is insured under title II of the 
National Housing Act, or (B) secures a loan guaranteed under title V of the 
Servicemen’s Readjustment Act of 1944, the proceeds of which are to be used 
for the purchase or construction of a house (including a farmhouse), if— 

“(i) such mortgage is insured or the loan secured by such mortgage is 
guaranteed after the date of enactment of this subsection; 

“(ii) the original principal obligation of the loan secured by such mort- 
gage does not exceed $14,000; and 

“(iii) the interest on such loan (exclusive of premium charges for 
insurance, if any) does not exceed 41% per centum per annum on the 
amount of the principal obligation outstanding at any time. 

“(2) The Association shall not require a credit investigation with respect to 
any mortgage purchased or to be purchased under this subsection if such an 
investigation has been required previously by either the Federal Housing Ad- 
ministration or the Veterans’ Administration in connection with the insurance 
of such mortgage or the guarantee of any loan secured by such mortgage. 

“(3) The total amount of purchases and commitments authorized by this 
subsection shall not exceed $3,000,000,000 outstanding at any one time.” 
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Seo. 2. (a) The second sentence of section 305 (b) of the National Housing 
Act is amended to read as follows: “Notwithstanding any other provision of this 
section, the price to be paid by the Association for mortgages purchased in its 
operations (1) under this section (except subsection (g)), during a period of 
one year from the date of the enactment of the Housing Act of 1956, shall be 
not less than 99 per centum of the unpaid principal amount thereof at the 
time of purchase, with adjustments for interest and any comparable items, and 
(2) under subsection (g) shall be not less than 100 per centum of the unpaid 
principal amount thereof at the time of purchase, with adjustments for interest 
and any comparable items.” 

(b) The third sentence of section 305 (b) of such Act is amended by in- 
serting before the period a semicolon and the following: “except that the fees 
or charges required of the seller of any mortgages purchased or to be purchased 
under subsection (g) of this section shall not exceed 1 per centum of the unpaid 
principal amounts of such mortgages”. 





[S. 929, 85th Cong., Ist sess.] 


A BILL To protect borrowers against excessive cash requirements and minimum terms in 
the case of home loans guaranteed under title V of the Servicemen’s Readjustment Act 
of 1944, or secured by mortgages insured under section 203 of the National Housing Aet 
Be it enacted by the Senate and House of Representatives of the United States 

of America in Congress assembled, That no loan the proceeds of which are to be 
used for the purchase or construction of a home (including a farmhouse) shall 
be guaranteed or insured under title V of the Servicemen’s Readjustment Act of 
1944, and no mortgage securing a loan for the purchase or construction of 
residential property to be occupied by the mortgagor as his home shall be insured 
under section 203 of the National Housing Act, after the date of enactment of 
this Act (except pursuant to a commitment entered into prior to such date), 
if (1) the cash payment required with respect to the purchase or construction of 
such home is in excess of the amount required, or (2) the period in which the 
loan is payable in full is less than the maximum period permitted, by the Vet- 
erans’ Administrator or the Federal Housing Commissioner, as the case may 
be, for purposes of obtaining such guaranty or insurance; unless the borrower 
certifies that the amount of such cash payment and the period in which such 
loan is payable in full are in accordance with his wishes. 


[S. 1090, 85th Cong., 1st sess.] 


} 


A BILL To extend the time for disposal of a certain war housing project to the housing 
authority of the town of Wethersfield, Connecticut 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 614 of the Act entitled “An Act 
to expedite the provision of housing in connection with national defense, and for 
other purposes”, approved October 14, 1940, as amended, is amended by adding 
at the end thereof the following new subsection : 

“(d) Notwithstanding the provisions of subsections (a) and (b) of this see- 
tion, the right, title, and interest of the United States (including any off-site 
easements) in and to war housing project CONN-6029, known as Westfield 
Heights, located in Wethersfield, Connecticut, shall not be disposed of in the 
manner prescribed in subsection (a) of this section for certain housing not 
relinquished, transferred, under contract of sale, sold, or otherwise disposed of 
by January 1, 1957, and for certain housing with respect to which title does not 
pass to the purchaser by April 1, 1957 (or within sixty days thereafter if such 
time is necessary to cure defects in title in accordance with the provisions of the 
contract for disposal of such housing), unless such right, title, and interest in and 
to war housing project CONN-6029 shall not have passed to the housing au- 
thority of the town of Wethersfield, Connecticut, pursuant to the provisions of 
section 810 of the Housing Act of 1954, as amended, by the close of business on 
July 1, 1957.” 
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[S. 1230, 85th Cong., Ist sess.] 


A BILL To authorize the Housing and Home Finance Administrator to provide urban 
planning fellowships 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That there is hereby authorized to be appro- 
priated the sum of $500,000 annually for a three-year period, commencing on or 
after July 1, 1957, to be used by the Housing and Home Finance Administrator 
for the purpose of providing fellowships in public or private nonprofit institu- 
tions of higher education for the graduate training of qualified persons in urban 
planning and related fields. 





[S. 1479, 85th Cong., Ist sess.] 


A BILL To authorize the transfer of certain housing projects to the city of Decatur, 
Illinois, or the Deeatur Housing Authority 


Be it enacted by the Senate and House of Representatives of the United Stutes 
of America in Congress assembled, That, notwithstanding any determination 
heretofore made under section 603 of the Act entitled “An Act to expedite the 
provision of housing in connection with national defense, and for other purposes”, 
approved October 14, 1940, as amended, that the North Jasper Homes housing 
projects, I11-11218 and Ill-11219, Decatur, Illinois, constitutes housing of a 
permanent character, such housing projects shall hereafter be deemed to be of a 
temporary character for the purposes of such Act. 

Sec. 2. Notwithstanding any other provision of law, the Housing and Home 
Finance Administrator is authorized to sell and convey as temporary housing all 
right, title, and interest of the United States in and to housing projects, I1l-11218 
and Ill11219, to the city of Decatur, Illinois, or to the Decatur Housing Author- 
ity. Any such sale and conveyance shall be made at a price equal to the fair 
market value, as determined by the Housing and Home Finance Administrator 
on the basis of an appraisal made by an independent real estate expert, of the 
land (excluding any improvements made thereto by the United States) on which 
such projects are situated. 

Sec. 3. The provisions of this Act shall be effective only if the sale herein au- 
thorized is made within six months after the date of enactment of this Act. 


[S. 1515, 85th Cong., 1st sess.] 


A BILL To provide for the conveyance of certain housing projects owned by the United 


States to the Housing Authority of the City of Decatur, Illinois 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That (a) in the administration of the Act 
entitled ‘An Act to expedite the provision of housing in connection with national 
defense, and for other purposes”, approved October 14, 1940, as amended, the 
North Jasper Homes projects, I1l-11218 and Ml-11219, located in the city of 
Decatur, Illinois, shall be deemed to be housing of a temporary character, not 
Withstanding any determination heretofore made under section 603 of such Act 
that such housing is of a permanent character. 

(b) Notwithstanding any other provision of law, the Housing and Home Fi- 
nance Administrator is authorized to sell and convey all right, title, and interest 
of the United States in and to such projects to the Decatur Housing Authority 
as temporary housing at a price which shall not exceed the fair market value of 
the land (excluding improvements made thereto by the United States) on which 
such projects are situated. Such value shall be determined by the Housing and 
Home Finance Administrator on the basis of an appraisal made by an independ- 
ent real estate expert. 

(c) The provisions of this Act shall be effective only if the sale is made within 
six months after the date of enactment of this Act. 

[S. 1531, 85th Cong., 1st sess.] 


A BILL To provide for the conveyance of certain property under the jurisdiction of the 
Housing and Home Finance Administrator to the State of Louisiana 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That, notwithstanding the provisions of any 
other law, the Housing and Home Finance Administrator shall convey to the 











HOUSING AMENDMENTS OF 1957 
8 


State of Louisiana all right, title, and interest of the United States in and to 
the projects identified as LA—16011 and LA—16012, constructed under the provi- 
sions of the Act entitled “An Act to expedite the provision of housing in con- 
nection with national defense, and for other purposes”, approved October 14, 
1940, as amended (42 U. 8S. C, 1521, and the following), on real property consti- 
tuting a part of the grounds of the Central Louisiana Hospital for the Insane 
leased from the State of Louisiana. Such conveyance is to be made in consid- 
eration of the payment of $300,000 by the State of Louisiana in three equal 
annual installments. 

Sec. 2. The provisions of this Act shall be effective only if the first installment 
is paid before January 1, 1958. 





[S. 1553, 85th Cong., 1st sess. ] 


A BILL To increase by $200,000,000 the borrowing authority of the Housing and Home 
Finance Agency for purposes of making loans for college housing 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 401 (d) of the Housing Act of 
1950, as amended, is amended by striking out “$750,000,000” and inserting in 
lieu thereof “‘$950,000,000”’. 


[S. 1569, 85th Cong., 1st sess.] 


A BILL To provide for the conveyance of certain real property of the United States to the 
city of Las Vegas, Nevada 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That, notwithstanding any other provision of 
law, the Housing and Home Finance Administrator is authorized and directed 
to Sell and convey to the Housing Authority of the city of Las Vegas, Nevada, 
for a total price of $452,200, all of the right, title, and interest of the United 
States in and to the housing project known as Kelso-Turner (NEV-26021) 
located in the city of Las Vegas, Nevada. Five per centum of the purchase price 
shall be paid at the time of closing and the balance of the purchase price shall be 
secured by a mortgage and shall be paid in equal annual installments within 
twenty years from the date of sale with the right of prepayment of all or any 
part thereof. The unpaid balances shall bear interest at the rate of 414 per 
centum per annum. The Administrator may impose such other terms and 
conditions as he may deem necessary or desirable. Any sale pursuant to this 
authorization shall be made within three months after the date of enactment 
of this Act. 


[S. 1609, 85th Cong., 1st sess.] 


A BILL To amend the National Housing Act and other laws relating to housing, and for 
other purposes 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That this Act may be cited as the 


ws 


“Housing Amendments of 1957. 


TITLE I—FEDERAL NATIONAL MORTGAGE ASSOCIATION—MORTGAGBE 
PURCHASES 


Sec. 101. (a) Section 3083 (d) of the National Housing Act, as amended, is 
hereby amended by striking everything following “(2)” and inserting in lieu 
thereof the following: “an amount equal to the Association’s surplus, surplus 
reserves, and undistributed earnings, computed as of the close of the cutoff 
date. In addition to the preferred stock provided for in the first sentence of 
this subsection, the Association is authorized and directed to issue and deliver 
to the Secretary of the Treasury, and the Secretary of the Treasury is author- 
ized and directed to accept, preferred stock of the Association having an aggre- 
gate par value equal to $100,000,000.” 

(b) Section 308 (e) of said Act is hereby amended by striking everything 
following “(2)” and inserting in lieu thereof the following: “the release to the 
Association of any and all rights or claims which the United States might 
otherwise have or claim in and to the Association’s capital, surplus, surplus 
reserves, and undistributed earnings, computed as of the close of the aforesaid 
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cutoff date. The preferred stock of the Association delivered to the Secretary 


of the Treasury pursuant to the second sentence of subsection (d) of this 
section shall be in exchange for a note or notes of the Association aggregating 
$100,000,000 in principal amount (and upon which the accrued interest shall 
have been paid through the date of delivery) held by the Secretary of the Treas- 
ury pursuant to authority contained in section 304 (¢).” 

(c) Section 304 (c) of said Act is hereby amended by striking the second 
sentence thereof, and inserting in lieu thereof: “The Secretary of the Treasury 
shall not at any time purchase any obligations under this subsection if (1) 
all of the preferred stock of the Association held by the Secretary of the Treas- 
ury has been retired, or (2) such purchase would increase the aggregate prin- 
cipal amount of his then outstanding holdings of such obligations under this 
subsection to an amount greater than $1,700,000,000, or an amount greater than 
$1,350,000,000 if such purchase is made prior to July 1, 1957.” 

Sec. 102. Section 305 (b) of said Act is hereby amended by striking the 
second sentence thereof, and inserting in lieu thereof “Subject to the provi- 
sions of this section, the prices to be paid by the Association for mortgages pur- 
chased in its operations under this section shall be established from time to 
time by the Association.” 

Sec. 103. Section 305 (c) of said Act is hereby amended by changing the colon 
immediately preceding the proviso to a period, and by striking the proviso, and 
by striking “‘$200,000,000” and inserting in lieu thereof ‘“$450,000,000”. 

Sec. 104. Section 309 (c) of said Act is hereby amended by changing the 
period at the end thereof to a colon, and inserting immediately thereafter the 
following: “Providing, That in computing such equivalent amount, there shall 
be deducted from the gross income of the Association, with respect to such 
secondary market operations, all expenses and other deductions which would be 
authorized by the Federal income tax laws to be deducted if the Association 
were not exempt from such taxes with respect to such secondary market opera- 
tions and any amounts paid to the Secretary of the Treasury as a return on 
his investment in the securities of the Association.” 


TITLE Il—FEDERAL HOUSING ADMINISTRATION—MORTGAGE 
INSURANCE 


Sec. 201. (a) Section 203 of the National Housing Act, as amended, is 
hereby amended by changing paragraph (b) (2) to read as follows: 

“(2) Involve a principal obligation (including such initial service charges, 
appraisal, inspection, and other fees as the Commissioner shall approve) in 
an amount not to exceed $20,000 in the case of property upon which there is 
located a dwelling designed principally (whether or not it may be intended 
to be rented temporarily for school purposes) for a one- or two-family resi- 
dence; or $27,500 in the case of a three-family residence; or $35,000 in the case 
of a four-family residence; and not to exceed an amount equal to the sum 
of (i) 96 per centum (but, in any case where the dwelling is not approved for 
mortgage insurance prior to the begining of construction, unless the construc- 
tion of the dwelling was completed more than one year prior to the appli- 
cation for mortgage insurance, 90 per centum) of $10,000 of the appraised value 
of the property, as of the date the mortgage is accepted for insurance, (ii) 
85 per centum of such value in excess of $10,000 but not in excess of $16,000, 
and (iii) 70 per centum of such value in excess of $16,000.”. 

(b) Said section 203 is further amended by adding the following paragraphs 
at the end of subsection (b) : 

“(8) In the case of a mortgagor who is not the occupant of the property, have 
a principal obligation not in excess of an amount equal to 5 per centum of the 
amount computed under the provisions of paragraph (2) of this subsection. 

“(9) Be executed by a mortgagor who shall have paid on account of the 
property at least 4 per centum, or such larger amount as the Commissioner may 
determine, of the Commissioner's estimate of the cost of acquisition in cash or 
its equivalent: Provided, That with respect to a mortgage executed by a mort- 
gagor who is sixty years of age or older as of the date the mortgage is endorsed 
for insurance or with respect to a mortgage meeting the requirements of sub- 
section (i) of this section, the mortgagor’s payment required by this subsection 
may be paid by a corporation or person other than the mortgagor under such 
terms and conditions as the Commissioner may prescribe.”. 

(c) Said section 203 is further amended by changing subsection (i) to read 
4s follows: 
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“(i) The Commissioner is authorized to insure under section 203 any mortgage 
meeting the requirements of subsection (b) of this section, except as modified 
by this subsection, which involves a principal obligation not in excess of $6,750 
and not in excess of 96 per centum of the appraised value of a property located in 
an area where the Commissioner finds it is not practicable to obtain conformity 
with many of the requirements essential to the insurance of mortgages on 
housing in built-up urban areas, upon which there is located a dwelling designed 
principally for a single family residence, and which is approved for mortgage 
insurance prior to the beginning of construction: Provided, That the Commis- 
sioner finds that the property with respect to which the mortgage is executed is 
an acceptable risk, giving consideration to the need for providing adequate hous- 
ing for families of low and moderate income particularly in suburban and out- 
lying areas or small communities.’’. 

(d) The Federal Housing Commissioner, in establishing maximum loan-to- 
value ratios for mortgages insured by him under the National Housing Act, as 
amended by sections 201, 203, and 204 of this Act, shall determine that such 
ratios are in the public interest after taking into consideration (1) the effect 
of such ratios on the national economy and on conditions in the building industry, 
and (2) the availability or unavailability of residential mortgage credit assisted 
under the Servicemen’s Readjustment Act of 1944, as amended. 

Sec. 202. Section 207 (c) of said Act is hereby amended by striking “$8,100 
per family unit” in the second sentence and inserting in lieu thereof ‘$8,100 per 
family unit (or $8,400 per family unit as to projects to consist of elevator-type 
structures)” and by adding immediately before the period at the end of such 
second sentence: “: Provided further, That the Commissioner may permit single 
elderly persons to use and occupy such units’. 

Sec. 203. (a) Section 220 (d) of said Act is hereby amended by striking all of 
paragraph (3) that appears before clause (B) and inserting in lieu thereof the 
following: 

“(3) The mortgage shall— 

(A) (i) involve a principal obligation (including such initial service 
charges, appraisal, inspection, and other fees as the Commissioner shall 
approve) in an amount not to exceed $20,000 in the case of property upon 
which there is located a dwelling designed principally for a one- or two- 
family residence; or $27,500 in the case of a three-family residence; or 
$35,000 in the case of a four-family residence; or in the case of a dwelling 
designed principally for residential use for more than four families (but 
not exceeding such additional number of family units as the Commissioner 
may prescribe) $35,000 plus not to exceed $7,000 for each additional family 
unit in excess of four located on such property ; and not to exceed an amount 
equal to the sum of (1) 96 per centum (but, in any case where the dwelling 
is not approved for mortgage insurance prior to the beginning of construction, 
unless the construction of the dwelling was completed more than one year 
prior to the application for mortgage insurance, 90 per centum) of $10,000 of 
the Commissioner’s estimate of replacement cost of the property, as of the 
date the mortgage is accepted for insurance, (2) 85 per centum of such re- 
placement cost in excess of $10,000 but not in excess of $16,000, and (3) 70 per 
centum of such replacement cost in excess of $16,000: Provided, That in the 
case of properties other than new construction, the foregoing limitations upon 
the amount of the mortgage shall be based upon appraised value rather than 
upon the Commissioner’s estimate of the replacement cost; 

“(ii) in the case of a mortgagor who is not the occupant of the property, 
have a principal obligation not in excess of an amount equal to 85 per centum 
of the amount computed under the provisions of subsection (i); or”. 

(b) Said paragraph (3) of section 220 (d) is hereby further amended by 
striking the phrase “not to exceed” at the first four places it appears in clause 
(B) and inserting in lieu thereof at each such place the phrase “not exceed”. 

Sec. 204. Section 222 (b) of said Act is hereby amended to read as follows: 

“(b) To be eligible for insurance under this section a mortgage shall 

“1. Meet the requirements of section 203 (b) of this title except as such 
requirements are modified by this section ; 

“2. Involve a principal obligation (including such initial service charges, 
appraisal, inspection, and other fees as the Commissioner shall approve) in 
an amount not to exceed $17,300; 

“3. Have a principal obligation not in excess of 96 per centum of the ap- 
praised value of the property ; and 
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“4, Be executed by a mortgagor who at the time of application for insur- 
ance is certified as a ‘serviceman’ and who at the time of insurance is the 
owner of the property and either occupies the property or certifies that his 
failure to do so is the result of his military assignment, or in the case of 
the United States Coast Guard, other assignment.’’. 

Sec. 205. Section 225 (a) of said Act is hereby amended by striking the second 
proviso in paragraph (7) and inserting in lieu thereof the following: “Provided 
further, That a mortgage of the character described in paragraph 1, 2, 3, 4, 5, or 
6 shall have a maturity, a principal obligation and an interest rate not in excess 
of the maxima applicable to loans under section 203, 207, or 213, as the case 
may be.”. 

Sec. 206. (a) Section 803 (a) of said Act is hereby amended by striking “June 
80, 1958” and inserting in lieu thereof “June 30, 1959”. 

(b) Section 803 (b) of said Act is hereby amended by striking the first sen- 
tence of paragraph (3) and inserting in lieu thereof the following: “The mort- 
gage shall involve a principal obligation in an amount— 

“(A) not to exceed an average of $16,500 per family unit for such part 
of such property or project (including ranges, refrigerators, shades, screens, 
and fixtures) as may be attributable to dwelling use, less the Commission- 
er’s estimated value of any usable utilities within the boundaries of the 
property or project owned by the United States and not provided for out 
of the proceeds of the mortgage: Provided, That should the financing of 
housing to be constructed pursuant to a single invitation for bids be ac- 
complished by two or more mortgages, the principal obligation of any single 
mortgage May exceed an average of $16,500 per family unit if the sum of 
the principal obligations of all mortgages for such housing does not exceed 
an average of $16,500 per family unit ; and 

“(B) not to exceed the bid of the eligible bidder with respect to the prop- 
erty or project under section 403 of the Housing Amendments of 1955, which 
bid shall bear a reasonable relation to the Commissioner’s estimate of the 
replacement cost of the property or project when the proposed improvements 
are completed: Provided, That the Commissioner’s estimate of replacement 
cost may include the cost of the land, the physical improvements, and the 
utilities within the boundaries of the property or project less the estimated 
value of any usable utilities within the boundaries of the property or project 
owned by the United States and not provided for out of the proceeds of 
the mortgage.”’. 

OTHER PROVISIONS 


Sec. 207. Section 2 of said act is hereby amended, effective as of January 1, 
1958, by adding the following new paragraph after paragraph (f) and re- 
designating the present paragraph (g) as paragraph (h): 

“(g) Any payment for loss made to an approved financial institution under 
this section shall be final and incontestable after two years from the date the 
claim was certified for payment by the Commissioner in the absence of fraud 
or misrepresentation on the part of the financial institution which received 
the payment.”. 

Sec. 208. Section 203 (d) of said Act is hereby repealed. 

Sec. 209. Section 204 of said Act is hereby amended by adding the following 
new subsection : 

“(k) Notwithstanding any other provisions of this section and sections 604 
and 904 of this Act, with respect to any debentures issued pursuant to section 
204, 604, or 904, the Commissioner may (1) include in the debentures reason- 
able payments made by the mortgagee, with the approval of the Commissioner, 
for the purpose of protecting, operating, or preserving the property and taxes 
imposed upon any deed or other instrument by which the property was acquired 
by the mortgagee and transferred or conveyed to the Commissioner, and (2) 
terminate the mortgagee’s obligation to pay mortgage insurance premiums upon 
receipt of an application for debentures filed by the mortgagee.”’. 

Sec. 210. (a) Section 204 (d) of said Act is amended by striking, in the 
second sentence, the words “determined by the Commissioner, with the ap- 
proval of the Secretary of the Treasury, at the time the mortgage was offered 
for insurance, but not to exceed 3 per centum per annum” and inserting in lieu 
thereof “established by the Commissioner pursuant to section 224 of this Act’. 

(b) Section 207 (i) of said Act is amended by striking, in the second sentence, 
the words “determined by the Commissioner, with the approval of the Secretary 
of the Treasury, at the time the mortgage was insured, but not to exceed 3 per 
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centum per annum” and inserting in lieu thereof the words “established by the 
Commissioner pursuant to section 224 of this Act,”. 

(c) Section 803 (f) of said Act is amended by striking, in the second sentence, 
the words “determined by the Commissioner with the approval of the Secretary 
of the Treasury, at the time the mortgage was accepted for insurance, but not 
to exceed 3 per centum per annum” and inserting in lieu thereof the words “es- 
tablished by the Commissioner pursuant to section 224 of this Act”. 

Sec. 211. Section 207 (q) of said Act is hereby repealed. 

Sec. 212. Section 213 (d) of said Act is hereby amended by deleting the follow- 
ing from the last sentence of subsection (d) thereof: “, on a property or project 
of a corporation or trust of the character described in paragraph numbered (1) 
of subsection (a) of this section’’. 

Sec. 213. Sections 213 (e), 220 (f), 221 (g) (1), and 222 (e) of said Act are 
hereby each amended by striking “and (h) of section 204” and inserting in lieu 
thereof “(h), and (j) of section 204”. 

Sec. 214. Section 219 of said Act is hereby amended by striking the words “or 
the Section 220 Housing Insurance Fund” and inserting in lieu thereof “the 
Section 220 Housing Insurance Fund, the Section 221 Housing Insurance Fund, 
or the Servicemen’s Mortgage Insurance Fund”. 

Sec. 215. Section 226 of said Act is hereby amended by adding the following 
sentence: “Notwithstanding the first sentence of this section, the Commissioner 
is authorized to require, in connection with any mortgage where the mortgage 
amount is computed on the basis of the Commissioner’s estimate of the replace- 
ment cost of the property, that a written statement setting forth such estimate be 
furnished under this section in lieu of a written statement setting forth the 
amount of the appraised value of the property.”’. 

Sec. 216. Section 513 (e) of said Act is amended by striking clause (i) and by 
redesignating clauses (ii) and (iii) as (i) and (ii), respectively. 


TITLE III—URBAN RENEWAL 


Sec. 301. Section 103 (b) of the Housing Act of 1949, as amended, is hereby 
amended by striking “$500,000,000, which limit shall be increased by further 
amounts of $200,000,000 on July 1 in each of the years 1955 and 1956, respectively” 
and inserting in lieu thereof “$900,000,000, which limit shall be increased by 
$175,000,000 on July 1, 1957”. 

Sec. 302. Said Act is hereby further amended by: 

(a) changing the second sentence of section 103 (a) to read as follows: 
“The aggregate of such capital grants with respect to all the projects of a 
local public agency on which contracts for capital grants have been made 
under this title, exclusive of projects referred to in the proviso hereto, shall 
not exceed two-thirds of the aggregate of the net project costs of such non- 
excluded projects: Provided, That the aggregate of such capital grants may 
exceed two-thirds but not three-fourths of the aggregate net project costs of 
those projects which the Administrator, at the request of a local public 
agency, may approve on such a three-fourths capital grant basis. <A capital 
grant with respect to any individual project shall not exceed the difference 
between the net project cost and the local grants-in-aid actually made with 
respect to the project.”. 

(b) changing the period at the end of section 104 to a comma and adding: 
“and, with respect to projects referred to in the proviso in the second sentence 
of section 103 (a), local grants-in-aid shall not be required in excess of one- 
fourth of the aggregate net project costs of all projects of the local public 
agency on which contracts for capital grants have been made on the three- 
fourths basis.”’. 

(ec) adding before the first semicolon in section 110 (d) the words “to 
defray expenditures within the purview of section 110 (e) (1) hereof”. 

(d) changing the period at the end of the first sentence of section 110 (e) 
to a colon and adding the following: “Provided, That with respect to a project 
for which a contract for capital grant has been executed on a three-fourths 
basis pursuant to the proviso in the second sentence of section 103 (a), that 
part of gross project cost under clause (1) of this subsection shall, in lieu 
thereof, comprise the amount of the expenditures by the local public agency 
with respect to the following undertakings and activities necessary to carry 
out such a project: 
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“(i) acquisition of land (but only to the extent of the consideration 
paid to the owner and not title, appraisal, negotiating, legal or any other 
expenditures of the local public agency incidental to acquiring land), 
disposition of land, demolition and removal of buildings and improve- 
ments, and site preparation and improvements, all as provided in sub- 
sections (1), (2), (3), (4), and (6) of section 110 (c) ; and 

“(ii) the payment of carrying charges related to the undertakings in 
clause (i), exclusive of taxes and payments in lieu of taxes, but not 
beyond the point where such a project is completed ; 

but shall not comprise the cost of any other undertakings and activities with 
respect to such a project including, but without being limited to, the cost of 
surveys and plans. legal services of any kind, and all administrative and 
overhead expenses of the local public agency.”. 

(e) adding within the parenthesis in the second sentence of said sub- 
section 110 (e) after the words “or, is hereafter executed” the following: 
* other than a project on which a contract for capital grant is made on 
a three-fourths basis pursuant to the proviso in the second sentence of 
section 103 (a)”. 

Sec. 303. Section 106 (f) of said Act is hereby amended by adding the follow- 
ing at the end of paragraph (2): “Such rules and regulations may include pro- 
visions authorizing payment to individuals and families of fixed amounts in lieu 
of their respective reasonable and necessary moving expenses”. 

Sec. 304. Section 110 (d) of said Act is hereby amended by inserting in the 
second proviso of the first sentence after the words “under this section 110 (d)” 
the following: “with respect to any project covered by a Federal aid contract 
under this title’. 

TITLE IV—COLLEGE HOUSING 


Sec. 401. Section 401 (d) of the Housing Act of 1950, as amended, is hereby 
amended by striking ‘“$750,000,000” and inserting in lieu thereof “$900,000,000”. 

Sec. 402. Subsection (c) of section 401 of the Housing Act of 1950, as amended, 
is hereby amended to read as follows: 

“(c) A loan to an educational institution may be in an amount not exceeding 
the total development cost of the facility, as determined by the Administrator ; 
shall be secured in such manner and be repaid within such period, not exceeding 
fifty years as may be determined by him; and with respect to applications filed 
after March 15, 1957, the loan contracts entered into shall bear interest at a 
rate equal to the total of one-quarter of 1 per centum per annum added to the 
rate of interest chargeable by the Secretary of the Treasury as provided in 
subsection (e) of this section.”. 

Sec. 408. Subsection (e) of said section 401 is hereby amended by striking the 
second sentence and inserting in lieu thereof the following: “Such notes or 
other obligations issued to obtain funds in excess of the aggregate amount 
required with respect to applications filed prior to March 15, 1957, shall bear 
interest at a rate determined by the Secretary of the Treasury which shall be 
not more than the annual rate for each calendar quarter as determined by the 
Secretary of the Treasury by estimating the average yield to maturity, on the 
basis of daily closing market bid quotations or prices during the month of 
February or May or August or November, as the case may be, next preceding 
each such calendar quarter, on all outstanding marketable obligations of the 
United States having a maturity date of fifteen or more years from the first 
day of such month of February or May or August or November, and by adjusting 
such estimated average annual yield to the nearest one-eighth of 1 per centum.” 


TITLE V—VOLUNTARY HOME MORTGAGE CREDIT PROGRAM 
AND MISCELLANEOUS 


Sec. 501. Section 610 (a) of the Housing Act of 1954 is hereby amended by 
Striking “June 30, 1957” and inserting in lieu thereof “June 30, 1960”. 

Sec. 502. The Housing and Home Finance Administrator shall exchange data 
relating to housing and urban planning and development with other nations 
where such exchange is deemed by him to be beneficial to the programs of the 
Housing and Home Finance Agency. 











14 HOUSING AMENDMENTS OF 1957 


{S. 1618, 85th Cong., 1st sess.] 


A BILL To authorize the Commissioner of [Public Housing to enter into contracts on a 
standby or emergency basis for housing to provide shelter for disaster victims, and for 
other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That the Public Housing Commissioner is 
hereby authorized to enter into contracts on a standby or emergency basis, with- 
out regard to the provisions of section 3709 of the Revised Statutes, for emergency 
production and delivery of housing and equipment in the event of a major disas- 
ter as defined in section 2 (a) of the Act of September 30, 1950 (64 Stat. 1109), 
as amended. Such housing and equipment may be made available to local public 
agencies, the American Red Cross, or other nonprofit relief organizations, without 
charge, to provide shelter for victims of any such disaster. The Commissioner 
is also authorized and directed to prepare procedures for emergency mobilization 
of local services and property to provide emergency shelter including the prepara- 
tion of sites for emergency dwellings. 

Sec. 2. Notwithstanding the provisions of any other law except provisions 
enacted hereafter which refer specifically to this Act, the Commissioner is au- 
thorized to use for the purposes of this Act not to exceed $5,000,000 of funds made 
available by section 20 of the United States Housing Act of 1937, as amended. All 
receipts of the Public Housing Administration under this Act and any reimburse- 
ments to the Administration pursuant to the provisions of the Act of September 
30, 1950 (64 Stat. 1109), as amended, shall be applied to repayment of the note 
or notes of the public Housing Administration executed and delivered in connec- 
tion with funds obtained pursuant to said section 20, and the Secretary of the 
Treasury shall credit as a payment upon such note or notes an amount equal to 
the amount certified by the Commissioner as having been expended under this 
Act and which the Administration has not repaid out of such receipts or reim- 
bursements. 





{S. 1633, 85th Cong., 1st sess.] 


A BILL To amend section 221 of the National Housing Act in order to further assist in 
the provision of adequate housing for persons of moderate income, and for other 
purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That (a) section 221 (a) of the National 
Housing Act is amended to read as follows: 

“Sec. 221. (a) (1) This section is designed to supplement systems of mortgage 
insurance under other provisions of the National Housing Act in order to assist 
certain segments of the population to which adequate housing is not available 
under existing private financing programs to obtain adequate living accom- 
modations. In carrying out the purposes of this section, the Commissioner shall 
prescribe such procedures as in his judgment are necessary to secure a prefer- 
ence or priority of opportunity to purchase or rent dwelling units covered by 
mortgage insurance under this section to persons included within the following 
categories, and to persons within such additional categories as the Commissioner 
may by regulation prescribe: (A) persons from urban renewal areas, (B) 
persons of moderate income, (C) persons whose inability to obtain adequate 
living accommodations in privately financed housing is attributable to race, 
creed, or color, (D) elderly persons, and (E) persons having five or more 
dependents. 

(2) As used in this subsection— 

(A) the term ‘person from urban renewal area’ means an individual or 
family from an urban renewal area, as defined in section 110 (a) of title I 
of the Housing Act of 1949, as amended, in a community respecting which 
(i) the Housing and Home Finance Administrator has made the certifica- 
tion to the Commissioner provided for by section 101 (c) of such Act, or 
(ii) there is being carried out a project covered by a Federal-aid contract 
executed, or prior approval granted, by the Housing and Home Finance 
Administrator under title I of such Act before the effective date of the 
Housing Act of 1954, or (iii) there is being carried out an urban renewal 
project assisted under section 111 of the Housing Act of 1949, as amended; 

“(B) the term ‘person of moderate income’ means an individual or fam- 
ily whose income is not sufficient to rent new privately financed housing 
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with total monthly housing expenditures of 20 per centum of the normal 
stable income of such individual or family ; 

“(C) the term ‘elderly person’ means a single person sixty years of age 
or over, or a family the head of which (or his spouse) is sixty years of 
age or over; 

“(D) the term ‘dependent’ means any person who may be considered a 
dependent under section 152 of the Internal Revenue Code of 1954, including 
a spouse.” 

(b) Section 221 (d) (4) of such Act is amended by striking out “5 per centum 
per annum on the amount of the principal obligation outstanding at any time, 
or not to exceed such per centum per annum not in excess of 6 per centum as 
the Commissioner finds necessary to meet the mortgage market’, and inserting 
in lieu thereof ‘4 per centum per annum on the amount of the principal obli- 
gation outstanding at any time”. 

(c) Section 221 of such Act is further amended by inserting at the end thereof 
a new subsection as follows: 

“(j) Nothing in this Act shall be construed to prevent the insurance of a 
mortgage under this section covering a housing project containing dwelling units 
designed for occupancy by single persons, and such dwelling units shall con- 
stitute family units within the meaning of this section.” 

Sec. 2. (a) The second sentence of section 305 (b) of the National Housing 
Act is amended to read as follows: “Notwithstanding any other provision of 
this section, the price to be paid by the Association for mortgages purchased 
in its operations under this section shall be not less than 100 per centum of the 
unpaid principal amount thereof at the time of purchase, with adjustments for 
interest and any comparable items,” 

(b) Section 305 of such Act is further amended by adding at the end thereof 
a new subsection as follows: 

“(¢) Notwithstanding any other provision of this Act, the Association is 
authorized to make commitments to purchase and to purchase, service, or sell, 
any mortgage (or participation therein) which is insured under section 221 of 
this Act: Provided, That the total amount of purchases and commitments 
authorized by this subsection shall not exceed $250,000,000 outstanding at any 
one time.” 





[S. 1679, 85th Cong., 1st sess.] 


A BILL To increase the special assistance authorization available to the Federal National 
Mortgage Association for the purchase of mortgages insured under title VIII of the 
National Housing Act 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That section 305 (f) of the National 
Housing Act is amended by striking out “$200,000,000”" and inserting in lieu 
thereof “$300,000,000”. 


[S. 1694, 85th Cong., 1st sess.] 


A BILL Relating to the provision of housing for moderate-income families and for elderly 
persons 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, 


FINDINGS 


SECTION 1. While the Congress, in the Declaration of National Housing Policy 
set forth in the Housing Act of 1949, established the goal of a decent home and 
a Suitable living environment for every American family, experience has dem- 
onstrated that this goal is not being met or even approached for the millions of 
American families whose incomes are too high for admission to low-rent public 
housing but too low to afford the range of sales prices and rents required for 
satisfactory new private housing being produced under the existing Federal pro- 
grams of assistance to private enterprise in housing. Therefore, to further im- 
plement the Declaration of National Housing Policy, and consistent with the 
provision thereof that governmental assistance shall be utilized where feasible 
to enable private enterprise to serve more of the total housing need, the Con- 
gress hereby determines that there is an urgent need for a supplementary system 
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of housing finance to enable private enterprise to provide homes of sound 
standards of design and construction for families of moderate income and for 


elderly persons. 
PURPOSE 


Sec. 2. The purpose of this Act is to provide satisfactory housing in well- 
planned, integrated residential neighborhoods for families of moderate income 
and elderly persons whose needs are not now being served through existing pro- 
grams of assistance to private and public enterprise, and to accomplish this 
purpose, this Act makes financial assistance available to eligible borrowers for 
the provision of housing of sound design and construction which will promote 
such economies as will be fully reflected in reduced rents or charges. 


CREATION AND POWERS OF NATIONAL MORTGAGE CORPORATION 


Sec. 3. (a) To effectuate the purpose of this Act, there is hereby created a 
body corporate to be known as the “National Mortgage Corporation” (herein- 
after referred to as the “Corporation’) with authority, as herein provided, to 
make and service loans, issue obligations in such amounts, at such times, and 
on such terms as the Corporation may determine, and to exercise the other 
powers and duties prescribed in this Act. In the performance of, and with 
respect to, the functions, powers, and duties vested in it by this Act, the Cor- 
poration, notwithstanding the provisions of any other law, may— 

(1) adopt and use a corporate sal; 

(2) sue or be sued in any Federal, State, or local court of competent 
jurisdiction ; 

(3) enter into contracts with regard to section 3709 of the Revised 
Statutes and make advance, progress, or other payments with respect to 
such contracts without regard to the provisions of section 3648 of the 
Revised Statutes, and include in any contract or instrument made pursuant 
to this Act such other provisions as the Corporation deems necessary to 
assure that the purposes of this Act will be achieved; 

(4) foreclose on any property or take any action to protect or enforce 
any right conferred upon it by any law, contract, or other agreement, and 
bid for and purchase at any foreclosure or any other sale any project or 
part thereof in connection with which it has made a loan pursuant to this 
Act; 

(5) pay all expenses or charges in connection with, and deal with, com- 
plete, reconstruct, improve, rent, manage, make contracts for the manage- 
ment of, or establish suitable agencies for the management of, or sell for 
cash or credit, or lease in its discretion, in whole or in part, any project 
acquired pursuant to this Act and to pursue to final collection by way of 
compromise or otherwise all claims acquired by, or assigned or transferred 
to, it in connection with the acquisition or disposal of any housing project 
pursuant to this Act, notwithstanding any other provisions of law relating 
to the acquisition, handling, or disposal of real or personal property: Pro- 
vided, That any such acquisition of real property shall not deprive the 
State or any political subdivision thereof of its civil or criminal jurisdiction 
in and over such property or impair the civil rights under State or local 
laws of the inhabitants on such property; 

(6) acquire, hold, sell, or exchange at public or private sale, or lease, or 
otherwise dispose of, real or personal property, and sell or exchange any 
securities or obligations : 

(7) obtain insurance against loss in connection with property and other 
assets held: 

(8) subject to the specific limitations in this Act, consent to the modi- 
ification, with respect to rate of interest, time of payment of any install- 
ment of principal or interest, security, or any other term, of any contract or 
agreement to which it is a party or which has been transferred to it pur- 
suant to this Act; 

(9) utilize and act through, with regard to section 3709 of the Revised 
Statutes, any Federal, State, or local public agency or instrumentality, or 
nonprofit agency or organization, with the consent of the ageney or organi- 
zation concerned, and contract with any such agency, instrumentality, or 
organization for the furnishing of any services or facilities; and may make 
advance, progress, or other payments with respect to such contracts with- 
out regard to the provisions of section 3648 of the Revised Statutes; 
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(10) enter into contracts with any FHA-approved mortgagee to service 
loans made by such institutions; and 

(11) do all things which are necessary or incidental to the proper man- 
agement of its affairs and the proper conduct of its business. 

(b) The Corporation shall have power, with the approval of the Housing and 
Home Finance Administrator (hereinafter referred to as the “Administrator” ) 
to select, employ, and fix the compensation of such officers and employees as 
shall be necessary for the performance of its duties under this Act, without 
regard to the provisions of law applicable to the employment, compensation, 
leave, or expenses of officers and employees of the United States: Provided, 
That the rates of basic compensation of its officers and employees shall be com- 
parable to those established for officers and employees under the Classification 
Act of 1949, as amended. Except as provided in provisions of law relating 
specifically to mixed-ownership Government corporations, the Corporation may 
determine the necessity for and the character of its obligations and expendi- 
tures and the manner in which they shall be incurred, allowed, and accounted for. 
The business of the Corporation shall not be considered official business of the 
United States within the meaning of any statute permitting the free use of the 
United States mails. 

POWERS OF ADMINISTRATOR 


Sec. 4. The Administrator shall supervise the Corporation, shall perform the 
other duties prescribed herein, and shall have the power to adopt, amend, and 
require the observance of such rules, regulations, and orders as shall be necessary 
from time to time for carrying out the purposes of this Act and for coordinating 
the activities of the Corporation with the housing functions and activities ad- 
ministered within the Housing and Home Finance Agency, or any of its con- 
stituent agencies, and with the general economic and fiscal policies of the Govern- 
ment, and in carrying out these responsibilities the Administrator shall consult 
with the Board of Directors of the Corporation who shall, in addition to their 
responsibilities under section 3 hereof, act as an advisory board to the Ad- 
ministrator in the administration of this Act. In the performance of, and with 
respect to, the functions, powers, and duties vested in him by this Act, the 
Administrator, notwithstanding the provisions of any other law, may exercise 
any of the powers enumerated in the second sentence of section 3 (a) of this 
Act and shall— 

(a) estimate the need for housing for moderate-income families and 
elderly persons in each housing market area of the country and allocate to 
each area its appropriate share of the loan funds authorized by this Act; 

(b) appoint a director to exercise, under the direction and supervision 
of the Administrator, the functions, powers, and duties vested in the Ad- 
ministrator by this Act, and the basic rate of compensation of such position 
shall be the same as the basic rate of compensation established for positions 
of similar responsibility in the Housing and Home Finance Agency: Pro- 
vided, That the Administrator may, in his discretion, delegate any of the 
functions, powers, and duties vested in him by this Act to any officers or 
employees under his direction and supervision; 

(c) take such steps as he deems necessary and desirable to assure that 
the benefits of this program are not dissipated through speculative devices, 
to assure that the organization of any corporate borrower and its proposed 
methods of operation are such as will avoid its use for speculative purposes 
or the payment of excessive fees, salaries, or charges in connection with 
any housing project, and to encourage borrowers to adopt methods by which 
occupants of dwellings may be permitted to reduce their rentals or other 
occupancy charges by occupant maintenance and repair or other means of 
self-help and methods whereby they may acquire (subject to the right of a 
cooperative to repurchase) ownership of their individual dwellings where 
such dwellings are free standing; 

(d) prepare annually and submit a budget program as provided for 
wholly owned Government corporations by the Government Corporation 
Control Act, as amended; 

(e) maintain an integral set of accounts which shall be audited annually 
by the General Accounting Office in accordance with the principles and 
procedures applicable to commercial transaction as provided by the Govern- 
ment Corporation Control Act, as amended, and no other audit shall be 
required: Provided, That such financial transactions of the Administrator 
as the making of advances of funds and vouchers approved by the Adminis- 
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trator in connection with such financial transactions shall be final and con- 
clusive upon all officers of the Government; and 

(f) make an annual report to the President, for transmission to the 
Congress, to be submitted as soon as practicable following the close of the 
year for which such report is made. 


CAPITAL STOCK 


Sec. 5. (a) The Corporation may issue capital stock from time to time which 
shall be subscribed for by the Secretary of the Treasury on behalf of the United 
States, and payments for such subscriptions shall be subject to call in whole or in 
part by the Corporation: Provided, That the total amount of such stock sub- 
scribed for and held by the Secretary of the Treasury at any time shall not 
exceed $100,000,000. Stock held by the Secretary of the Treasury shall be pre- 
ferred as to dividends and assets of the Corporation and shall be entitled to 
cumulative dividends for each year equal to a return on the average amount, 
at par, of such stock outstanding during such fiscal year at a rate determined 
by the Secretary of the Treasury, taking into consideration the probable term 
of the stock investment and the current average rate on outstanding marketable 
obligations of the United States as of the last day of the sixth month of such 
fiscal year. The Corporation shall issue to the Secretary of the Treasury receipts 
for payments by him for or on account of such stock, and such receipts shall be 
evidence of the stock ownership of the United States. There are hereby author- 
ized to be appropriated, out of any money in the Treasury not otherwise ap- 
propriated, the amounts necessary to enable the Secretary of the Treasury to 
make payments on such stock when called. Such stock or any part thereof may 
be retired at any time by the Corporation. 

(b) The Corporation may issue capital stock from time to time for subscrip- 
tions by corporate eligible borrowers. In order to assure direct financial partici- 
pation by borrowers, each such eligible borrower shall, as a condition precedent 
to obtaining any mortgage loan from the Corporation as hereinafter provided, 
subscribe for capital stock of the Corporation in an amount equal to 5 per centum 
of the original principal amount of such loan. In the case of a borrower of the 
character described in section 11 (b) (2) hereof, such stock subscriptions shall 
be paid for in cash at the time of application for the loan, or, at the election of 
the borrower, one-fourth of the total amount payable shall be paid at the time 
of application, one-fourth shall be paid when the housing project, for which 
such loan is made, is completed and ready for occupancy as determined by the 
Corporation, and the balance shall be paid in installments within twenty years 
thereafter. In the case of a borrower of the character described in section 11 
(b) (3) hereof, such stock subscription shall be paid in installments within 
twenty years after the receipt of the first proceeds of the loan. Each borrower 
shall hold such stock in the Corporation until the value thereof shall equal, or 
be greater than, the unpaid balance of the mortgage loan, and any such unpaid 
balance shall be paid out of the proceeds of any sale of such stock. Dividends 
payable on stock paid in by a borrower shall be credited to any payments sub- 
sequently due on the stock subscription of such borrower. 

(c) After the amount of capital of the Corporation paid by such subscribers, 
other than the United States, equals $50,000,000, the Corporation shall there- 
after apply annually to the payment and retirement of the shares of the capital 
stock held by the Secretary of the Treasury, all sums paid in as capital until all 
such capital stock held by the Secretary is retired at par plus any dividends 
which shall have accrued on such stock: Provided, That no such capital stock held 
by the Secretary shall be retired if such retirement would reduce the net capital, 
reserves, and surplus of the Corporation to an amount less than $150,000,000. 

(d) Upon any liquidation of the Corporation, all stockholders (including the 
United States if any of its stock has not been retired) shall share, in proportion 
to the stock held, in any assets of the Corporation, in excess of the amount neces- 
sary to retire all outstanding stock at par, to pay accrued dividends on preferred 
stock, and to retire, pay, or settle all outstanding obligations and claims. 


BOARD OF DIRECTORS 


Sec. 6. The management of the Corporation shall be vested in a board of five 
directors appointed by the Administrator. The directors who are first appointed 
shall be designated to serve for terms of one, two, three, four, and five years, 
respectively, from the date of their appointment, but thereafter directors shall 
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be appointed for a term of office of five years except that all vacancies shall be 
filled for the unexpired term. A director shall hold office until his successor has 
peen appointed and has qualified, unless sooner removed according to this section. 
The first, third, and fifth vacancies resulting from the expiration of the initial 
terms of office shall be filled by the appointment of directors from among the 
members of stockholding corporations or other persons representative of housing 
cooperatives, and the successors to each of such directors shall also be appointed 
from among members of stockholding corporations or other persons representa- 
tive of housing cooperatives: Provided, That after all of the capital stock of 
the Corporation held by the Secretary of the Treasury has been retired as herein 
provided, all directors shall be appointed from among members of stockholding 
corporations or other persons representative of housing cooperatives, The Ad- 
ministrator shall designate a chairman from among the directors. The Admin- 
istrator may remove a director from office at any time for inefficiency or failure 
to comply with any applicable provisions of this Act or regulations issued there- 
under. The Corporation may pay its directors reasonable compensation for 
their services and necessary expenses, subject to the approval of the Admin- 
istrator. 
MORTGAGE LOANS 


Sec. 7. (a) To assist the production of housing of sound standards of design, 
construction, livability, and size for adequate family life available for families 
of moderate income, and for elderly persons, the Corporation, upon application 
of an eligible borrower (as herein defined) and subject to the terms and condi- 
tions of this Act, may make a mortgage loan (including advances during the 
development of the housing project) to such borrower, or to enter into commit- 
ments to purchase or repurchase loans or to finance the development of a housing 
project to be undertaken by such borrower: Provided, That (1) no such loan 
shall be made unless— 

(A) The Administrator shall have certified that— 

(i) the borrower is an eligible borrower of the character described 
in clause (2) or (8) of section 11 (b) hereof and that, in the case of 
a nonprofit cooperative ownership housing corporation, the membership 
thereof is comprised predominantly of families of moderate income, or 
elderly persons (or both) or that, in the case of a nonprofit corporation 
to operate such housing project, the dwellings in such housing project 
are to be made available to families of moderate income or elderly 
persons ; 

(ii) the proposed housing project will meet a need for housing of 
families of moderate income or elderly persons; 

(iii) the location and physical planning of the housing project will 
afford reasonable assurance as to the stability of the neighborhood, and 
the dwellings in the housing project will meet sound standards of 
design, construction, livability, and size for adequate family life or 
for elderly persons; and 

(iv) the housing project will not be of elaborate or extravagant 
design or construction, and suchs design and construction and the pro- 
posed methods of construction and of operation and maintenance are 
such as will promote such economies as are contemplated to be achieved 
through the nonprofit character of the borrower, increased efficiency in 
production through the use of new or improved materials and tech- 
niques and methods of construction or otherwise, increased efficiency 
in operation and management, minimum necessary operating services, 
occupant maintenance, or otherwise; and 

(B) the borrower shall have agreed with the Corporation— 

(i) that it will not ineur or pay any excessive fees, salaries, or 
charges in connection with the housing project; 

(ii) to establish an initial schedule of rents or charges for the 
dwellings in the housing project which will permit such dwellings to 
be made available for families of moderate income, or for elderly per- 
sons, and that such initial schedule of rents or charges and all revisions 
thereof shall be subject to the prior approval of the Corporation: Pro- 
vided, That the Corporation shall not approve any initial schedule of 
rents or charges unless the Administrator has certified that such rents 
or charges will permit the dwellings to be made available for families 
of moderate income or for elderly persons; 
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(iii) to give preference in the selection of tenants for the housing 
project (as among eligible applicants) first, to families displaced by 
publie clearance or enforcement action; second, to families living in 
substandard homes; and, third, to families living in overcrowded 
homes, veterans to have preference in each category: Provided, That in 
respect to dwelling units specifically designed and designated for elderly 
persons, such persons shall have a preference for the tenancy of such 
housing, without regard to the foregoing preferences. 

(iv) to maintain the housing project, including all equipment therein, 
and all appurtenances thereto, in good condition throughout the life of 
the mortgage loan, and to establish and maintain adequate reserves for 
repairs, maintenance, and replacements necessary to so maintain such 
housing project; and 

(v) to comply with such other terms and conditions as the Corporation 
finds, prior to the mortgage loan, are necessary or desirable to carry 
out the purposes of this Act; and 

(C) in the case of a cooperative ownership housing corporation, the mem- 
bers thereof at the time of making application for the mortgage loan are 
equal to at least 30 per centum of the number of members proposed to be 
served by such housing project: Provided, That, prior to the receipt of any 
proceeds of such mortgage loan, the members of such cooperative borrower 
shall be equal to at least 80 per centum of the number of members proposed 
to be served by such housing project ; or 

(2) in the case of a borrower of the character described in section 11 (b) (1)— 

(A) loans shall be made only to borrowers purchasing homes in develop- 
ments which are built with conventional Federal Housing Administration 
mortgage insurance and such loans shall not be available to more than 50 
per centum of the purchasers of homes in any development built by any 
builder under any single Federal Housing Administration mortgage insur- 
ance commitment. Downpayments of 5 per centum shall be required of all 
such eligible borrowers except those certified by a local public agency as 
being displaced. In such case the home shall be sold under a lease-option 
plan with title transferred upon accumulation of a 5 per centum down- 
payment for rent payments. Builders shall be required to make a 5 per 
centum reduction in the price of units sold under this plan: 

(B) eredit shall run with the family and not the house, and the mortgage 
lender shall be authorized to convert the mortgage to a conventional Federal 
Housing Administration insured mortgage in the event of resale by the 
borrower. In the event of default, the mortgage lender shall be authorized 
to repossess and resell the home upon the original terms to another eligible 
family; and 

(C) Mortgagees making loans under this program shall agree to service 
such loans at a servicing fee of one-half of 1 per centum. 

(b) The mortgage loan shall involve a principal obligation in an amount (1) 
not exceeding the development cost (as herein defined) of the housing project as 
determined by the Administrator, and (2) not exceeding such amount as the 
Administrator shall have determined to be the maximum within which the 
project must be constructed in order that it may be made available for families 
of moderate income at rentals or charges within their means. No loan shall be 
made under section 11 (b) (2) and (3) unless the mortgagor has agreed to certify 
the cost in the manner as provided by section 227 of the National Housing Act for 
Federal Housing Administration mortgage insurance. 

(c) The mortgage loan shall provide for complete amortization within a period 
of forty years by periodic payments upon such terms as the Corporation shall 
prescribe, and shall bear interest, on the amount of the principal obligation out- 
standing at any time, at a fixed rate, based on the cost to the Corporation of 
eapital investment and borrowings from the private market, plus 1% per centum to 
compensate the Corporation for its estimated overhead and administrative ex- 
penses in connection with such loan and for proportionate payments to required 
reserves. In the event of the refinancing of the loan (within such period as the 
Corporation shall prescribe), if the cost to the Corporation of capital investment 
and borrowings from the private market makes necessary an increase in the 
rate of interest which, pursuant to this subsection, the Corporation is required 
to charge on the mortgage loan, the amortization period may be extended to a 
date not later than fifty years after the date of the original mortgage: Provided, 
That no such extension shall be made unless the Corporation determines that 
the increase otherwise resulting in the rents or charges for the dwelling in the 
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housing project would adversely affect the stability of such housing project. The 
mortgage loan may, in the discretion of the Corporation, include provision for 
the deferment of payments of principal and interest thereunder: Provided, That 
such deferments shall not in the aggregate result in an extension of the maturity 
of the mortgage for a period of more than three years nor shall any such defer- 
ments result in an extension of the maturity of the mortgage for more than 
three years beyond the mortgage maturity otherwise authorized herein. 

(d) Subject to the provisions of this section, the mortgage loan shall be in 
such form, contain such provision as to security, repayment, and redemption, and 
be subject to such other terms and conditions as the Corporation may determine: 
Provided, That in the case of a borrower of the character described in section 11 
(b) (2), the mortgage loan shall contain provisions requiring that such bor- 
rower have, to the extent permitted by State and local law, a priority for the 
purchase of the interest of each of its members in the dwelling of such member 
in the event of sale of such interest. 

(e) The borrower may, with the consent of the Corporation, pledge the con- 
tract or commitment of the Corporation to make a mortgage loan hereunder ag 
security for a loan of construction funds from other sources. 

(f) The Corporation may charge to the borrower (in addition to any interest 
charges) an amount not exceeding 2% per centum of the principal amount of 
the mortgage loan for inspection and other services during the construction of 
any housing project. Such service charges may be included as a part of the 
development cost of the project and may be payable from the proceeds of any 
mortgage loan or advances thereon. 


OBLIGATIONS OF CORPORATION 


Sec. 8. (a) The Corporation is authorized to issue and have outstanding on 
and after July 1, 1957, notes or other obligations in an aggregate annual amount 
not to exceed $500,000,000 except that with the approval of the President such 
aggregate annual amount may be increased at any time or times on or after 
July 1, 1958, by additional amounts aggregating annually not more than $1,000,- 
000,000 upon a determination by the President, taking into account the general 
effect of any such increase upon conditions in the building industry and upon 
the national economy, that such increase is in the public interest: Provided, 
That the aggregate amount outstanding at any one time shall not exceed (1) 
fifteen times the aggregate par value of the Corporation’s outstanding capital 
stock and surplus, or (2) the unpaid principal of mortgage loans contracted for 
or held by it under this Act (without regard to amounts of prior advances on 
such loans), plus the value (as determined by the Corporation) of any acquired 
properties, the amount of its cash on hand and on deposit, and the amount of 
its investments authorized herein. 

(b) The failure of the Corporation to make any payment due under or pro- 
vided to be paid by the terms of any note or other obligation issued by the 
Corporation pursuant to subsection (a) of this section shall be considered a 
default under such note or other obligation, and, if such default continues for 
a period of thirty days, the holder of such note or obligation shall be entitled 
to receive debentures (in principal amount equal to the unpaid principal of the 
defaulted note or other obligation of the Corporation plus any interest due and 
unpaid on such note or other obligation), as hereinafter provided, upon assign- 
ment, transfer, and delivery to the Corporation, within a period and in accordance 
with rules and regulations to be prescribed by the Corporation, of the note or 
other obligation in default. Debentures issued under this subsection shall 
be executed in the name of the Corporation as obligor, shall be signed by the 
Chairman of the Board of Directors of the Corporation by either his written 
or engraved signature, and shall be negotiable. Such debentures shall bear 
interest at a rate determined by the Corporation, with the approval of the 
Secretary of the Treasury, at the time the defaulted note or other obligation 
of the Corporation was issued, but not to exceed 3 per centum per annum, payable 
semiannually on the 1st day of January and on the Ist day of July of each year, 
and shall mature three years after the Ist day of July following the maturity 
date of the defaulted note or other obligation of the Corporation in exchange for 
Which such debentures were issued. Such debentures shall be paid out of the 
Insurance Fund or out of any funds of the Corporation which shall be primarily 
liable therefor, and shall be fully and unconditionally guaranteed as to principal 
and interest by the United States, and such guaranty shall be expressed on 
the face of the debenture. In the event the Corporation fails to pay upon 
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demand when due, the principal of, or interest on, any debenture so guaranteed,, 


the Secretary of the Treasury shall pay to the holder or holders the amount 
thereof which is hereby authorized to be appropriated, out of any money in 
the Treasury not otherwise appropriated, and thereupon, to the extent of the 
amount. so paid, the Secretary of the Treasury shall succeed to all the rights 
of the holder or holders of such debentures. Debentures issued under this 
subsection (b) shall be in such form and denominations in multiples of $50, 
shall be subject to such terms and conditions, and shall include such provision 
for redemption, if any, as may be prescribed by the Corporation with the 
approval of the Secretary of the Treasury, and may be in coupon or registered 
form, and shall not be subject to the limitations prescribed by subsection (a) 
of this section. Any difference between the amount of debentures to which the 
holder of the defaulted note or other obligation of the Corporation is entitled 
under this subsection (b) and the aggregate principal amount of the debentures 
issued, not to exceed $50, shall be adjusted by the payment of cash by the 
Corporation. The Corporation may, with the approval of the Secretary of the 
Treasury, purchase in the open market debentures issued under the provisions 
of this subsection (b). Such purchases shall be made at a price which will 
provide an investment yield of not less than the yield obtainable from other 
investments authorized by this Act. Debentures so purchased shall be canceled 
and not reissued. 


RESERVES, DIVIDENDS, AND INVESTMENT OF FUNDS 


Sec. 9. The Corporation shall carry to a specific reserve account for losses, 
to be known as the Insurance Fund, semi-annually from interest receipts on 
mortgage loans amounts equal to one-fourth of 1 per centum per annum of the 
then outstanding balance of such mortgage loans. The Corporation shall make 
such chargeoffs on account of depreciation or impairment of its assets as the 
Administrator shall require from time to time. In addition to the Insurance 
Fund reserve account for losses, the Administrator shall require the establish- 
ment and maintenance of, and the Corporation shall establish and maintain, 
such reserve or reserves as he deems necessary. No dividends shall be paid 
except out of net earnings remaining after all reserves and chargeoffs required 
under this Act have been provided for, and then only with the approval of 
the Administrator. Such reserves, including the Insurance Fund, and all other 
funds of the Corporation not invested in mortgage loans or operating facilities, 
shall be kept in cash or on deposit or invested in bonds or other obligations of, 
or guaranteed as to principal and interest by, the United States. 


MAXIMUM FUNDS FOR ANY ONE STATE 


Sec. 10. Not more than 10 per centum of the funds provided for in this Act, 
either in the form of advances or loans, shall be expended in any one State. 


DEFINITIONS 


Sec. 11. As used in this Act, the following terms shall have the meanings, 
respectively, ascribed to them below, and unless the context clearly indicates 
otherwise, shall include the plural as well as the singular number: 

(a) “Families of moderate income” means families whose incomes preclude 
them from purchasing or renting conventionally financed new housing with total 
monthly housing expenditures of 20 per centum of their normal stable income 
as defined by the Federal Housing Administration. 

(a) “Families of moderate income” means families, or individuals, whose 
incomes preclude them from purchasing or renting conventionally financed new 
housing with total monthly housing expenditures of 20 per centum of their 
normal stable income as defined by the Federal Housing Administration. 

(b) “Eligible borrower” or “horrower” shall mean (1) families of moderate 
income, (2) any private or public nonprofit organization (including Cooperative 
ownership housing corporations), or (3) any private corporation, borrowing 
directly on a commitment from the National Mortgage Corporation and au- 
thorized to provide dwellings (i) the occupancy of which is to be permitted in 
consideration of agreed charges, or (ii) for sale to an organization of the 
character described in clause (2) of this paragraph. 

(c) The term “corporation” (except when used to designate the Corporation 
created by section 3 hereof) shall mean either “corporation” or “trust” and 
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references to members of such corporations shall with respect to trusts mean 
the beneficiaries thereof. 

(d) “Housing project” shall mean a project (including all property, real and 
personal, contracts, rights, and choses in action acquired, owned, or held by a 
borrower in connection therewith) of a borrower designed and used primarily 
for the purpose of providing dwellings: Provided, That nothing in this Act shall 
be construed as prohibiting the inclusion in a housing project of such stores, 
offices, or other commercial facilities, recreational or community facilities, or 
other nondwelling facilities as are necessary appurtenances to such housing 
project. 

(e) “Development cost” shall mean (1) the amount of the reasonable costs 
incurred by the borrower in, and necessary for, carrying out all works and 
undertakings for the development of a housing project and shall include the 
cost of all necessary surveys, plans and specifications, architectural, engineering, 
or other special services, land acquisition, site preparation, construction and 
equipment, interest incurred during the development of the housing project up 
to the time of completion, initial working capital for the administration of the 
housing project, necessary expenses (including any initial operating deficit) in 
connection with the initial occupancy of the housing project, and the cost of 
such other items as the Administrator or Corporation shall determine to be 
necessary for the development of the housing project, or (2) the cost, as ap- 
proved by the Administrator or the Corporation, incurred by the borrower in, 
and necessary for the acquisition of, a housing project developed with a loan 
made under this Act. 

(f) “Mortgage” or “mortgage loan” shall mean a first mortgage on real 
estate, in fee simple, or on a leasehold (1) under a lease for not less than 
ninety-nine years which is renewable or (2) under a lease having a period of 
not less than seventy-five years to run from the date the mortgage was executed; 
and the term “first mortgage” shall mean such classes of first liens as are 
commonly given to secure advances on, or the unpaid purchase price of, real 
estate, under the laws of the State in which the real estate is located, together 
with the credit instruments, if any, secured thereby. 

(zg) The term “veteran” shall mean a person who has served in the active 
military or naval service of the United States at any time (i) on or after 
September 16, 1940, and prior to July 26, 1947, (ii) on or after April 6, 1917, and 
prior to Novmeber 11, 1918, or (iii) on or after June 25, 1950, and prior to 
February 1, 1955, and who shall have been discharged or released therefrom 
under conditions other than dishonorable. The term “serviceman” shall mean 
a person in the active military or naval service of the United States who has 
served therein at any time (i) on or after September 16, 1940, and prior to 
July 26, 1947, (ii) on or after April 6, 1917, and prior to November 11, 1918, or 
(iii) on or after June 25, 1950, and prior to February 1, 1955. 

(h) The term “going Federal rate” shall mean the annual rate of interest (or, 
if there shall be two or more such rates of interest, the highest thereof) specified 
in the most recently issued bonds of the Federal Government having a maturity 
of ten years or more. 

(i) “State” shall mean the several States, the District of Columbia, and the 
Territories, dependencies, and possessions of the United States. 

(j) The term “elderly persons” means a person sixty years of age or over or 


a family the head of which or his spouse is sixty years of age or over. 


AMENDMENTS OF OTHER ACTS 


Sec. 12. (a) The sixth sentence of paragraph Seventh of section 5136 of the 
Revised Statutes, as amended (12 U. S. C. 24), is amended by inserting before the 
comma after the words “or obligations of the Federal National Mortgage Asso- 
ciation” the following: “, or notes, debentures, or other obligations of the 
National Mortgage Corporation”. 

Section 5200 of the Revised Statutes, as amended (12 U. 8S. C. 84), is amended 
by adding at the end thereof the following: 

“(12) Notes, obligations, and debentures of the National Mortgage Corpo- 
— shall not be subject to any limitation based upon such capital and sur- 
plus,’ 

(b) Section 201 of the Government Corporation Control Act (31 U. S. C. 856) 
is hereby amended by striking out the words “and (4) Federal Deposit Insurance 
Corporation” and inserting in lieu thereof “(4) Federal Deposit Insurance Cor- 
poration, and (5) National Mortgage Corporation”. 
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TAXES 


Seo. 13. All real property and tangible personal property of the Corporation 
shall be subject to State, county, municipal, or local taxation to the same extent 
according to its value as other similar property is taxed, and any real property 
shall be subject to special assessments for local improvements. Except as to such 
taxation of real property and tangible personal property, the Corporation, in- 
cluding but not limited to its franchise, capital, reserves, surplus, income, assets, 
and other property, shall be exempt from all taxation now or hereafter imposed 
by the United States or by any State, county, municipality, or local taxing 
authority. All notes, debentures, and other obligations of the Corporation shall 
be exempt, both as to principal and interest, from all taxes (except surtaxes, 
estate, inheritance, and gift taxes) by any State, county, municipality, or local 
taxing authority. 

PROTECTION OF LABOR STANDARDS 


Sec. 14. In order to protect labor standards— 

(a) any contract for a loan pursuant to this Act shall contain a provision 
requiring: (1) that not less than the salaries prevailing in the locality, as 
determined or adopted (subsequent to a determination under applicable 
State or local law) by the Administrator, shall be paid to all architects, 
technical engineers, draftsmen, and technicians employed in the develop- 
ment, and to all maintenance laborers and mechanics employed in the admin- 
istration, of the housing project involved; (2) that not less than the wages 
prevailing in the locality, as predetermined by the Secretary of Labor pur- 
suant to the Davis-Bacon Act (49 Stat. 1011), shall be paid to all laborers 
and mechanics employed in the development of the housing project involved: 
and (3) that certifications as to compliance with the provisions of this sub 
section be made prior to the making of any payment under such contract; 

(b) the provisions of title 18, United States Code, section 874, and of 
section 2 of the Act of June 13, 1934, as amended (40 U. 8S. C. 276c), shall 
apply to any housing project financed in whole or in part with funds made 
available pursuant to this Act; 

(c) any contractor engaged on any housing project financed in whole or 
in part with funds made available pursuant to this Act shall report monthly 
to the Secretary of Labor, and shall cause all subcontractors to report in 
like manner, within five days after the close of each month and on forms 
to be furnished by the United States Department of Labor, as to the number 
of persons on their respective payrolls on the particular housing project, the 
aggregate amount of such payrolls, the total man-hours worked, and item- 
ized expenditures for materials. Any such contractor shall furnish to the 
Department of Labor the names and address of all subcontractors on the 
work at the earliest date practicable. 


PENALTIES 


Sec. 15. (a) Any person who induces or influences a borrower hereunder to 
purchase or acquire property or to enter into any contract, in connection with 
any housing project to be financed, in whole or in part, with a loan made under 
this Act, and willfully fails to disclose any interest, legal or equitable, which he 
has in such property or such contract, or any special benefit which he expects 
to receive as a result of such contract, shall be fined not more than $5,000, or 
imprisoned for not more than one year, or both. 

(b) No individual, association, partnership, or corporation (except the Corpora- 
tion established under this Act) shall hereafter use the words “national mortgage 
corporation”, or any combination of words which might reasonably lead to con- 
fuse with the National Mortgage Corporation as the name or a part thereof under 
which he or it shall do business. Any such use shall constitute a misdemeanor 
and shall be punishable by a fine not exceeding $1,000. 

(c) Whoever, for the purpose of obtaining any loan under this Act, or any 
extension or renewal thereof or the acceptance, release, or substitution of secu- 
rity therefor, or for the purpose of influencing in any way the action of the 
Corporation under this Act, makes any statement, knowing it to be false, shall 
be punished by a fine of not more than $5,000, or by imprisonment for not more 
than one year, or both. 

(d) Whoever (1) falsely makes, forges, or counterfeits any obligation, in 
imitation of or purporting to be an obligation issued by the Corporation, or (2) 
passes, utters, or publishes, or attempts to pass, utter, or publish, any false, 
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forged, or counterfeited obligations purporting to have been issued by the Cor- 
poration, knowing the same to be false, forged, or counterfeited, or (3) falsely 
alters any obligation issued or purporting to have been issued by the Corpora- 
tion, or (4) passes, utters, or publishes, or attempts to pass, utter, or publish, 
as true, any falsely altered or spurious obligation issued or purporting to have 
been issued by the Corporation, knowing the same to be falsely altered or 
spurious, shall be punished by a fine of not more than $10,000, or by imprison- 
ment for not more than five years, or both. 

(e) Whoever, being connected in any capacity with the Corporation, (1) em- 
pezzles, abstracts, purloins, or willfully misapplies any moneys, funds, securities, 
or other things of value, whether belonging to it or pledged, or otherwise en- 
trusted to it, or (2) with intent to defraud the Corporation or any other body, 
politic or corporate; or any individual, or to deceive any officer, auditor, or 
examiner of the Corporation, makes a false entry in any book, report, or state- 
ment of or to the Corporation, or without being duly authorized draws any order 
or issues, puts forth, or assigns any note, debenture, bond, or other such obliga- 
tion, or draft, bill of exchange, mortgage, judgment, or decree thereof, shall be 
punished by a fine of not more than $10,000, or by imprisonment for not more 
than five years, or both. 

(f) All general criminal and penal statutes of the United States relating to 
public moneys, property, or employees of the United States shall apply to public 
moneys, property, and employees of the Corporation. No officer or employee of 
the Corporation shall participate in any matter affecting his personal interests 
or the interests of any corporation, partnership, or association in which he is 
directly or indirectly interested. 


[S. 1711, 85th Cong., 1st sess. ] 


A BILL To provide for the establishment of a Commission on National Housing Policy 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, 


DECLARATION OF POLICY AND PURPOSE 


Secrion 1. The Congress finds that the general welfare and security of the 
Nation and the health and living standards of the people require a dynamic 
housing industry and an increasing availability of residential housing and re- 
lated community development. The Congress further finds that the periodic 
discounting of Government-supported mortgages demonstrates the lack of an 
orderly mortgage market and tends to negate public policy, and that it may be 
desirable to develop new sources of investment funds to meet the housing needs 
of the Nation. It is the purpose of this section to authorize an intensive study 
to be made of ways and means of encouraging a flow of investment capital to 
provide financing, through an orderly and adequate market, sufficient to support 
a level of residential construction compatible with the housing demands and 
needs of the population and the capacities of a balanced, high-level economy. 


ESTABLISHMENT OF THE COMMISSION ON NATIONAL HOUSING POLICY 


Sec. 2. (a) There is hereby established a commission to be known as the 
ae on National Housing Policy (hereinafter referred to as the “Com- 
mnission” ). 

(b) The Commission shall be composed of eleven members as follows: 

(1) The Administrator of the Housing and Home Finance Agency, the Admin- 
istrator of Veterans’ Affairs, the Chairman of the Board of Governors of the 
Federal Reserve System, the Chairman of the Federal Home Loan Bank Board, 
and the Secretary of the Treasury, all ex officio ; and 

(2) Six persons to be appointed by the President from private life, such 
persons to be selected on the basis of their qualifications and experience in the 
field of housing or mortgage finance. 

(¢) The Chairman and the Vice Chairman of the Commission shall be selected 
by the Commission from among its members at its first meeting. 

(d) Any vacancy in the Commission shall not affect its powers, but shall be 
filled in the same manner in which the original appointment was made. 

(e) Six members of the Commission shall constitute a quorum. 
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COMPENSATION AND STAFF 


Sec. 3. (a) The members of the Commission who are serving ex Officio shall 
serve without compensation in addition to that received for their other services 
in the Government, but they shall be reimbursed for travel, subsistence, and 
other necessary expenses incurred by them in the performance of the duties 
vested in the Commission. The members of the Commission from private life 
may be paid transportation expenses and not to exceed $50 per diem in lieu of 
subsistence as authorized by section 5 of the Act of August 2, 1946, as amended 
(5 U. 8. C. T3b-2). 

(b) The Commission may— 

(1) appoint and fix the compensation of such personnel as it deems ad- 
visable without regard to the civil service laws and the Classification Act 
of 1949, as amended ; 

(2) make such expenditures (including expenditures for travel and not 
to exceed $15 per diem in lieu of subsistence for witnesses appearing at the 
request of the Commission) for personal services, printing and binding, rent 
in the District of Columbia, and for such other matters as are necessary 
for the efficient execution of its functions under this section ; and 

(3) procure, without regard to the civil service laws and the Classification 
Act of 1949, as amended, temporary and intermittent services to the same 
extent as authorized by section 15 of the Act of August 2, 1946 (60 Stat. 
810; 5 U. S. C. 55a), but at rates not to exceed $50 per diem for individuals. 

(c) Service of an individual as a member of the Commission or employment of 
an individual by the Commission as an attorney or expert in any business or 
professional field, on a part-time or full-time basis, shall not be considered as 
service or employment bringing such individual within the provisions of section 
281, 283, 284, 434, or 1914 of title 18 of the United States Code, or section 190 
of the Revised Statutes (5 U.S. C. 99). 

(d) There are hereby authorized to be appropriated such sums as may be 
necessary to carry out the provisions of this section. 


DUTIES OF THE COMMISSION 


Sec. 4. The Commission is authorized and directed to conduct an inquiry with 
respect to the current and prospective residential housing needs of the country 
and the capacity of the economy in general and of the building industry and 
mortgage market in particular to meet these needs. The Commission shall 
formulate recommendations which shall include but not be limited to the 
following subjects: 

(1) The short-term and long-term housing needs of the Nation; 

(2) The discounting of Government-supported mortgages ; 

(3) Long-term prospects for developing new sources of investment funds to 
meet the housing needs of the Nation, including but not limited to private and 
sSemiprivate pension funds and trusts; 

(4) The extent to which the resources of the Federal National Mortgage 
Association can be utilized to stabilize the mortgage market; and 

(5) Ways and means of increasing the supply of adequate housing for families 
of moderate income. 

OBTAINING INFORMATION 


Sec. 5. (a) The Commission may, in connection with its inquiries and studies 
under this Act, hold such hearings and hear such witnesses as it may deem 
appropriate. 


(b) All departments and agencies of the Government are authorized and 
directed to cooperate with the Commisison in its work and to furnish the Com- 
mission such information and assistance as it may require in the performance 
of its functions and responsibilities. 


REPORTS 


Sec. 6. The Commission may submit interim reports of its studies under section 
4 to the Congress and the President at such time or times as it deems advisable, 
and shall submit its. final report with respect to such studies to the Congress and 
the President not later than June 30, 1958. The final report of the Commission 
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shall include its recommendations (including recommendations for governmental 
action, either legislative or administrative, as it shall deem necessary) with 
respect to the matters referred to in section 4, and such other related matters 
as it shall determine to be appropriate. The Commission shall cease to exist 
ninety days after submission of its final report. 


(S. 1737, 85th Cong., 1st sess.] 


A BILL To amend the United States Housing Act of 1987, as amended, to increase the 


number of new public housing units, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That (a) section 10 (i) of the United States 
Housing Act of 1937, as amended, is amended to read as follows: 

“(i) Notwithstanding any other provision of law, the Authority may enter into 
new contracts for loans and annual contributions for not more than thirty-five 
thousand additional dwelling units during fiscal year 1957 and for not more than 
two hundred thousand additional dwelling units during each of the fiseal years 
1958 and 1959; Provided, That any balances of this authorization not utilized in 
any such year shall be available in succeeding years: And provided further, That 
no new contracts for loans and annual contributions for additional dwelling units 
in excess of the number authorized in this sentence shall be entered into unless 
authorized by the Congress,” 

Sec. 2. Section 15 (8) (d) of the United States Housing Act of 1937, as 
amended, is amended by inserting before the period a colon and the following: 
“Provided, That the public housing agency may permit any such families to 
remain as tenants in the project during any period in which it is determined by 
the public housing agency that there is an inadequate supply of decent, safe, and 
sanitary dwellings for their use in the locality involved at levels which they can 
afford, if such families pay during any such period rentals equal to at least 20 
per centum of their net incomes (less the exemptions permitted by section 2 (1) 
of this Act) or rentals equal to the rents at which comparable accommodations 
would be provided by private enterprise unaided by public subsidy, whichever 
is less.” 

Sec. 3. In order to enable low-rent housing to serve more effectively the needs 
of large families of low income, the United States Housing Act of 1937, as 
amended, is amended by deleting the second and third sentences of subsection 
(1) of section 2, and substituting therefor the following: “The dwellings in low- 
rent housing as defined in this Act shall be available solely for families whose 
net income at the time of admission, less an exemption of (a) $100 for each minor 
or adult dependent member of the family having no income, and (b) not to exceed 
$600 of the income of each member of the family other than the principal wage 
earner, does not exceed five times the annual rental (including the value or cost 
to them of water, electricity, gas, other heating and cooking fuels, and other 
utilities) of the dwellings to be furnished such families. For the sole purpose 
of determining eligibility for continued occupancy, a public housing agency may 
allow from the net income of any family, an exemption (a) for each minor 
member of the family (other than the head of the family and his spouse) of 
either $100 or all or any part of the annual income of such minor, and (b) of 
$100 for each adult dependent member of the family having no income, and (c¢) 
not to exceed $600 of the income of any other member of the family other than 
the principal wage earner.” 

Sec. 4. Section 101 (c) of the Housing Act of 1949 is amended by striking out 
“or for annual contributions or capital grants pursuant to the United States 
Housing Act of 1937, as amended, for any project or projects not constructed 
or covered by a contract for annual contributions prior to August 1, 1956,”. 

Sec. 5. Section 15 (5) of the United States Housing Act of 1937, as amended, 
is amended by striking out in the first sentence the figure “$1,750” and inserting 
in lieu thereof “$2,000,” and by striking out the figure “$2,250” and inserting in 
lieu thereof “$2,500”. 
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[H. R. 4602, 85th Cong., 1st sess.] 


AN ACT To encourage new residential construction for veterans’ housing in rural areas 
and small cities and towns by raising the maximum amount in which direct loans may 
be made from $10,000 to $13,500, to authorize advance financing commitments, to extend 
the direct loan program for veterans, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 512 of the Servicemen’s Readjust- 
ment Act of 1944 (38 U. S. C., sec. 694 (1)) is amended to read as follows: 


“DIRECT LOANS TO VETERANS 


“Seo. 512. (a) The Congress finds that housing credit under section 501 of this 
title is not and has not been generally available to veterans living in rural areas, 
or in small cities and towns not near large metropolitan areas. It is therefore the 
purpose of this section to provide housing credit for veterans living in such rural 
areas and such small cities and towns. 

“(b) Whenever the Administrator finds that private capital is not generally 
available in any rural area or small city or town for the financing of loans guar- 
anteed under section 501 of this title, he shall designate such rural area or small 
city or town as a ‘housing credit shortage area’, and shall make, or enter into com- 
mitments to make, loans for any or all of the following purposes in such area— 

(1) For the purchase or construction of a dwelling to be owned and occu- 
pied by a veteran as his home; 

“(2) For the purchase of a farm on which there is a farm residence to be 
owned and oceupied by a veteran as his home; 

“(3) For the construction on land owned by a veteran of a farm residence 
to be occupied by him as his home; or 

“(4) For the repair, alteration, or improvement of a farm residence or 
other dwelling owned by a veteran and occupied by him as his home. 

If there is an indebtedness which is secured by a lien against land owned by a 
veteran, the proceeds of a loan made under this section for the construction of 
a dwelling or farm residence on such land may be expended also to liquidate such 
lien, but only if the reasonable value of the land is equal to or in excess of the 
amount of the lien. 

“(c) No loan may be made under this section to a veteran unless he shows to 
the satisfaction of the Administrator that— 

“(1) heisa satisfactory credit risk ; 

“(2) the payments to be required under the proposed loan bear a proper 
relation to his present and anticipated income and expenses ; 

“(8) he is unable to obtain from a private lender in such housing credit 
shortage area, at an interest rate not in excess of the rate authorized for 
guaranteed home loans, a loan for such purpose for which he is qualified 
under section 501 of this title ; and 

“(4) he is unable to obtain a loan for such purpose from the Secretary of 
Agriculture under the Bankhead-Jones Farm Tenant Act or under the 
Housing Act of 1949. 

“(d) (1) Loans made under this section shall bear interest at a rate deter- 
mined by the Administrator, not to exceed the rate authorized for guaranteed 
home loans, and shall be subject to such requirements or limitations prescribed 
for loans guaranteed under this title as may be applicable. 

*“(2) The original principal amount of any loan made under this section shall 
not exceed an amount which bears the same ratio to $13,500 as the amount of 
guaranty to which the veteran is entitled under section 501 at the time the loan is 
made bears to $7,500 ; and the guaranty entitlement of any veteran who heretofore 
or hereafter has been granted a loan under this section shall be charged with an 
amount which bears the same ratio to $7,500 as the amount of the loan bears to 
$13,500. 

“(3) In connection with any loan under this section, the Administrator is 
authorized to make advances in cash to pay the taxes and assessments on the real 
estate, to provide for the purpose of making repairs, alterations, and improve- 
ments, and to meet the incidental expenses of the transaction. The Administrator 
shall determine the expenses incident to origination of loans made under this 
section, which expenses, or a reasonable flat allowance in lieu thereof, shall be 
paid by the veteran in addition to the loan closing costs. 

“(4) Loans made under this section shall be repaid in monthly installments; 
except that in the case of loans made for any of the purposes described in para- 
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graph (2), (3), or (4) of subsection (b), the Administrator may provide that 
such loans shall be repaid in quarterly, semiannual, or annual installments. 

“(5) The Administrator may sell, and shall offer for sale, to any person or 
entity approved for such purpose by him, any loan made under this section at a 
price not less than par; that is, the unpaid balance plus accrued interest, and 
shall guarantee any loan thus sold subject to the same conditions, terms, and 
limitations which would be applicable were the loan guaranteed under section 
501 of this title. 

“(6) No veteran may obtain loans under this section aggregating more than 

13,500. 

, “(e) (1) If any builder or sponsor proposes to construct one or more dwell- 
ings in a housing credit shortage area, the Administrator may enter into 
commitment with such builder or sponsor, under which funds available for 
loans under this section will be reserved for a period not in excess of three 
months, or such longer period as the Administrator may authorize to meet the 
needs in any particular case, for the purpose of making loans to veterans to 
purchase such dwellings. Such commitment may not be assigned or trans- 
ferred except with the written approval of the Administrator. The Adminis- 
trator shall not enter into any such commitment unless such builder or sponsor 
pays a nonrefundable commitment fee to the Administrator in an amount de- 
termined by the Administrator, not to exceed 2 per centum of the funds reserved 
for such builder or sponsor. 

“(2) Whenever the Administrator finds that a dwelling with respect to which 
funds are being reserved under this subsection, has been sold, or contracted to 
be sold, to a veteran eligible for a direct loan under this section, the Admin- 
istrator shall enter into a commitment to make the veteran a loan for the 
purchase of such dwelling. With respect to any loan made to an eligible veteran 
under this subsection, the Administrator may make advances during the con- 
struction of the dwelling, up to a maximum in advances of (A) the cost of the 
land plus (B) 80 per centum of the value of the construction in place. 

“(3) After the Administrator has entered into a commitment to make a vet- 
eran a loan under this subsection, he may refer the proposed loan to the 
Voluntary Home Mortgage Credit Committee, in order to afford a private lender 
the opportunity to acquire such loan subject to guaranty as provided in para- 
graph (5) of subsection (d) of this section. If, before the expiration of sixty 
days after the loan made to the veteran by the Administrator is fully disbursed, 
a private lender agrees to purchase such loan, all or any part of the commit- 
ment fee paid to the Administrator with respect to such loan may be paid to 
such private lender when such loan is so purchased. 

“If a private lender has not purchased or agreed to purchase such loan before 
the expiration of sixty days after the loan made by the Administrator is fully 
disbursed, the commitment fee paid with respect to such loan shall become a part 
of the special deposit account referred to in subsection (c) of section 513 of 
this title. If a loan is not made to a veteran for the purchase of a dwelling, the 
commitment fee paid with respect to such dwelling shall become a part of such 
special deposit account. 

“(4) The Administrator may exempt dwellings constructed through assistance 
provided by this subsection from the minimum land planning and subdivision 
requirements prescribed pursuant to subsection (b) of section 504 of this title, 
and with respect to such dwellings may prescribe special minimum land 
planning and subdivision requirements which shall be in keeping with the gen- 
eral housing facilities in the locality but shall require that such dwellings meet 
minimum requirements of structural soundness and general acceptability. 

“(f) The authority to make loans under this section shall expire July 25, 
1958, except that if a commitment to a veteran to make such a loan was issued 
v the Administrator before that date the loan may be completed after that 

ate.” 

Sec. 2. (a) Subsection (a) of section 513 of such Act (38 U. S. C., sec. 694m) 
is amended (1) by striking out “June 30, 1957” and inserting “July 25, 1958”, 
and (2) by inserting immediately before the period at the end of the second 
sentence thereof the following: “retaining, however, a reasonable reserve for 
making loans with respect to which he has entered into commitments with 
veterans before such last day”. 

(b) Subsection (2) of such section is amended by striking out “June 30, 
1958” and inserting “June 30, 1959”. 

(c) Subsection (d) of such section 513 is amended (1) by striking out “1957” 
and inserting “1958”; (2) by inserting immediately after “so advanced” the 
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following: ‘under this sentence’; and (3) by inserting immediately after the 
first sentence therein the following new sentence: ‘The Secretary of the Treas- 
ury shall also advance to the Administrator from time to time until July 25, 
1958, such additional sums as the Administrator may request (not in excess 
of the difference between the amounts advanced under this subsection after 
June 30, 1955, and the maximum amounts which could have been advanced upon 
the request of the Administrator after June 30, 1955, and before the date of the 
request).” 

Sec. 3. (a) The fourth sentence of subsection (a) of section 500 of such Act 
(38 U. 8. C., see. 694) is amended by striking out all that follows “‘in this title,” 
and inserting “is automatically guaranteed by the Government by this title in 
an amount not exceeding 60 per centum of the loan if the loan is made for any 
of the purposes specified in section 501 of this title and not exceeding 50 per 
centum of the loan if made for any of the purposes specified in section 502, 
503, or 507 of this title: Provided, That unless the loan is made for one of the 
purposes specified in section 501 of this title the aggregate amount guaranteed 
shall not exceed $2,000 in the case of non-real-estate loans, nor $4,000 in the 
case of real-estate loans, or a prorated portion thereof on loans of both types or 
combination thereof.’’. 

(b) Subsection (b) of section 501 of such Act (38 U. S. C., see. 694a) is 
amended by striking out all that follows “(b)” to the colon immediately preceding 
the first proviso and inserting: “Any loan made to a veteran for any of the 
purposes specified in subsection (a) or subsection (¢c) of this section 501 is 
automatically guaranteed, if otherwise made pursuant to the provisions of 
this title, in an amount not exceeding 60 per centum of the loan’”’. 

(c) Subsection (c) of such section 501 is amended by striking out “may 
be guaranteed” and inserting “is automatically guaranteed”. 

Passed the House of Representatives March 25, 1957. 

Attest: 

RALPH R. ROBERTS, 
Clerk. 





(The reports of agencies on the bills before the committee follow :) 


HovusiIne AND HOME FINANCE AGENCY, 
OFFICE OF THE ADMINISTRATOR, 
Washington, D.C., March 14, 1957. 
Re S. 88, 85th Congress. 
Hon. J. W. FULBRIGHT, 


Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 


Dear Mr. CHAIRMAN: This is in further reply to your request for the views 
of this Agency with respect to S. 88, a bill to amend title III of the National 
Housing Act to provide that the Federal National Mortgage Association shall 
exercise its special assistance functions by purchasing mortgages securing 
loans which are guaranteed under the Servicemen’s Readjustment Act of 1944, 
and for other purposes. 

Section 1 of the bill would make the following changes in the special assistance 
functions of the Federal National Mortgage Association: 

(1) FNMA would be directed to make commitments to purchase, and to 
purehase, service, or sell, mortgages guaranteed by the Administrator of 
Veterans’ Affairs in the total amount of $1 billion. 

(2) The Association would be further authorized, when directed by the 
President, to make commitments to purchase, and to purchase, service, or 
sell, additional mortgages guaranteed by the Administrator of Veterans’ 
Affairs in an amount not to exceed $1 billion in purchases and commitments 
outstanding at any one time. 

(3) The Association would be required to pay a uniform par (100) price 
for all mortgages purchased under the above two authorizations. 

Section 2 of the bill would require the Federal Housing Administration and 
the Veterans’ Administration to control fees and charges imposed in their 
mortgage insurance and loan guaranty programs on the builder, veteran, or 
other purchaser in connection with the financing of the construction or sale 
of FHA- and VA-aided housing. We assume that the legislation intends that 
discounts be controlled along with fees and charges. 
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Section’ 3 of the bill would direct the Secretary of the Treasury to invest 
and reinvest up to 25 percent of the national service life insurance fund in resi- 
dential mortgage loans guaranteed by the Veterans’ Administration on or after 
the date of enactment of the bill. The purchase price of the loans would be 
jixed at par (100) and the Secretary would be precluded from selling them for 
less than par. The FNMA would act as agent for the Secretary with respect to 
the purchase, sale, and servicing of the mortgages. 

A major purpose of the bill would appear to be to establish a par market for 
for VA-guaranteed loans by controlling charges and discounts on guaranteed 
loans and by having FNMA purchase either for its own account or as agent 
for the Treasury a total of up to about $3.4 billion in guaranteed mortgages 
at par. The need for the Treasury to borrow such large amounts of money in the 
tight market prevailing would raise interest rates and make private funds for 
insured and guaranteed loans at par more difficult to obtain. 

In the present money market, practically all builders and sellers of homes to 
avail themselves of the most liberal financing would seek to take advantage of 
the opportunity to do so at par. This would include practically all who sell with 
VA-guaranteed loans, which amounted to about $6 billion in 1956, and a good 
part of those who might sell with FHA-insured home loans. It is quite likely, 
therefore, that FNMA would be offered guaranteed loans in 1 year in an amount 
substantially greater than the $3.4 billion to be made available. 

The funds to be made available under the bill might be exhausted in an even 
shorter period, however, since many of the mortgages to be purchased at par 
could be 444 percent mortgages. Lenders would soon unload large quantities of 
414 percent mortgages by selling to FNMA at par. 

Furthermore, the requirement under section 3 that the mortgages may not 
be sold for less than par would obviously freeze the mortgage portfolio so long 
as VA-guaranteed mortgages were selling generally at a discount in the private 
mortgage market. Thus, there would exist no likely possibility of investing and 
reinvesting this portion of the fund to be utilized. 

It is also important to note that were section 3 to be enacted, the Treasury 
would be obliged to refinance part of its outstanding debt in the hands of the 
public to the extent the NSLI fund might be used for purchasing mortgages. 
This is true because cash would be needed to purchase the mortgages, and the 
fund has already been invested in special obligations of the Treasury. 

The higher interest rate costs for the Government and the private economy 
which would be engendered by the short-range proposal in this bill can be 
avoided by providing private enterprise with conditions which would lead to 
an adequate supply of funds for home loans to veterans. It is believed that under 
a 5 percent interest rate on VA-guaranteed loans, private lenders would provide 
the required funds at par or with small discounts in most areas. The same can 
be accomplished for small and remote communities and for minority group 
members by extending the Voluntary Home Mortgage Credit Program, and by 
raising the interest rate on VA direct loans to 5 percent. The VHMCP would 
then be able to function even more effectively in its areas of operation than in 
the past when it had to obtain 414-percent loans in a climate of rapidly rising 
interest rates. 

The foregoing objections to the legislation are directed to basic economic 
policy. There are also several other objections to the enactment of the bill. 

The uniform purchase price policy in section 3 appears to us to require the 
Secretary of the Treasury to act somewhat inconsistently in view of his role as 
trustee for the NSLI fund. His purchasing of mortgages at par, at a price 
above the market, would be advantageous to the mortgagors. However, his 
obligation as trustee of the fund appears to us to require that he not purchase 
mortgages at a price above that prevailing in the market. 

Section 3 is also defective in that the provisions for reimbursing FNMA for 
acting as agent for the Treasury do not take into account the level of expenses 
which would be involved at two stages of the operation. One stage is the initial 
period of investment when the FNMA would be rapidly acquiring a portfolio 
of some 100,000 mortgages. The other is the period when mortgage loan bal- 
ances are greatly reduced through repayments so that the rate of reimbursement 
to FNMA would be correspondingly reduced and steadily declining while the 
burden of servicing the loans would be declining only slightly. 

Before concluding this report, I would like to comment in some detail on 
practical difficulties which, on the basis of past experience, will mest certainly 
arise if section 2 of the bill were to be enacted. 
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The section would direct the FHA and VA to issue regulations to limit 
charges and fees and, we assume, discounts imposed upon the builder, veteran, 
or other purchaser in connection with FHA-insured or VA-guaranteed loans, 
Enactment of these provisions would have serious adverse effects upon the 
FHA. While FHA does not permit discounts to be charged to home purchasers 
in excess of established and permissible fees and charges, we believe that to 
limit or prohibit payment of a discount by the builder would be a serious 
deterrent to the use of the FHA mortgage insurance programs. 

In order to understand FHA’s problems when discounts in any form are 
limited or prohibited, it is necessary to keep in mind the importance of the 
secondary market in FHA mortgage transactions. While FHA can prevent the 
actual payment of discounts to the original mortgagee, who would be required 
to certify that no discount in excess of allowable charges and fees had been 
collected, FHA would be unable to control effectively direct arrangements be- 
tween builders and secondary market investors who purchase mortgages from 
originating mortagees. A large percentage of mortgages insured by FHA are 
originated by mortgage companies and small lending institutions throughout 
the country who are unable to retain the mortgages in their own portfolios. 
While FHA can prevent them, of course, from collecting discounts, the difficulty 
arises in that they must be in a position to sell these mortgages to larger 
investment companies, particularly life insurance companies and savings banks, 
if they are to continue to make home loans in their own communities. If they 
must discount mortgages in their portfolios in the secondary market and if they 
are prohibited in turn from collecting this discount from the builder or other 
person interested in the mortgage transaction, they have no alternative but to 
discontinue making new mortgage loans. 

Enforcement of the provisions proposed are impractical, as the experience 
with section 504 of the Housing Act of 1950 has demonstrated. Section 504 
limited the charges and fees imposed upon any party to the transaction. FHA 
found that when the originating mortgagees were prohibited from collecting 
discounts from any party to the mortgage transaction, the originating mortgagees 
in many instances advised builders that they would have to assume the re 
sponsibility for obtaining “‘takeout commitments” from secondary investors to 
purchase loans as soon as they were closed. This forced the builder to nego- 
tiate arrangements with secondary market investors. However, under section 
504 of the Housing Act of 1950, FHA was forced to take the position that the 
builder was in effect paying a discount when he purchased “takeout commit- 
ments.” As a result it was only natural for builders to resort to other means, 
one of the most common of which was to purchase securities from the secondary 
market investor at a price actually higher than the current market value of 
the securities. In exchange, the investor would see that the builder could obtain 
the local financing needed, The FHA attempted to prevent this avoidance of 
the spirit and intent of section 504 but realized that many such arrangements were 
being made unknown to it. 

The repurchase agreement became a common device by early 1953 in con- 
nection with VA-guaranteed loans. Under this device, the builder agreed to 
buy back the loan from the originating lender at, say, 96 to 97 percent of its 
original face amount, if the lender could not dispose of the loan in the secondary 
market at par within say 90 days. The builder also deposited 3 or 4 percent 
of the mortgage amount, and this was forfeited if the agreement was not 
carried out. 

When the repurchase agreement was expressly prohibited by VA in May 
1953, VA-guaranteed 4-percent loans became virtually unobtainable in many 
areas. Builders protested vigorously and, after extensive hearings and debate, 
section 504 was amended. As amended, it required FHA and VA to permit 
the originating mortgagee to charge a discount to the builder or other person 
interested in the mortgage transaction, but not the mortgagor, where such dis- 
count was necessary to reimburse the originating mortgagee for the loss sus- 
tained in the bona fide sale of the mortgage to a secondary market investor. 
This action amounted to a virtual repeal of section 504 except in those trans- 
actions in which the originating mortgagee was also the permanent investor, 
in which case he could not charge any discount. In view of the discriminatory 
effects of this, the Congress in 1954 repealed. section 504 entirely. 

For the foregoing reasons, the Housing and Home Finance Agency strongly 
recommends that this bill not be enacted. 

Sincerely yours, 
ALBERT M, COLE, Administrator. 
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VETERANS’ ADMINISTRATION, 
March 15, 1957. 
Hon. J. W. FULBRIGHT, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 


DEAR SENATOR FULBRIGHT: Further reference is made to your request for a 
report by the Veterans’ Administration on 8. 88, 85th Congress, a bill to amend. 
title III of the National Housing Act to provide that the I ederal National Mort- 
gage Association shall exercise its special assistance functions by purchasing 
mortgages securing loans which are guaranteed under the Servicemen’s Readjust- 
ment Act of 1944, and for other purposes. i 

The primary purpose of this bill is, apparently, to stabilize the mortgage market 
for GI loans. Section 1 of the measure would amend section 305 of the National 
Housing Act to direct the Federal National Mortgage Association, under its 
special assistance functions, to make commitments to purchase and to purchase, 
service, or sell Veterans’ Administration guaranteed home loans in the total 
amount of $1 billion, with a second $1 billion to be available subject to presidential 
authorization. Section 2 would require the regulation or elimination of dis- 
counts in connection with FHA and VA financing, and section 3 would authorize 
and direct the Secretary of the Treasury to invest not over 25 percent of the 
National Service Life Insurance Fund in VA-guaranteed home loans. These 
sections will be discussed separately. 

Section 1 would add a new subsection to section 305 of the National Housing Act 
so as to authorize and direct the Federal National Mortgage Association to exer- 
cise its special assistance functions without delay by making commitments to 
purchase, and by purchasing, mortgage loans, in the total amount of $1 billion, 
which are guaranteed under section 501 of the Servicemen’s Readjustment Act of 
1944, as amended. If authorized by the President to do so, the special assistance 
functions of the Federal National Mortgage Association could be further exercised 
by purchasing additional mortgages, but the amount of additional loans so pur- 
chased or committed for could not exceed $1 billion outstanding at any one time. 
The mortgage loans purchased pursuant to section 1 of the bill would be acquired 
at par. 

It is to be noted that the purchase authorization is not limited to those mort- 
gages guaranteed by the Veterans’ Administration subsequent to the enactment of 
the proposed subsection or held by the originating mortgagee. Thus, it would 
appear that guaranteed mortgages now being warehoused or otherwise hypothe- 
cated, as well as guaranteed loans already acquired by investors, appear to be 
eligible for purchase under the provisions of the measure. If this is so, the pur- 
pose of the measure in making $1 billion available without delay for the acquisi- 
tion of GI home loans may not be achieved since it seems reasonable to assume 
that, at least, some holders of mortgages originated prior to the enactment of the 
bill would endeavor to dispose of such loans to FNMA and utilize the proceeds of 
sale other than in the investment of new GI loans. Accordingly, it is believed 
that if the purpose of the measure is considered to be desirable, it might be advis- 
able to include the stipulation therein that loans will be eligible for purchase only 
if guaranteed on or after the date of the enactment of the subsection, and then 
only if the loan is held by the original mortgagee. 

It seems evident that the immediate channeling of $1 billion of mortgage funds 
into the purchase of GI loans at par as proposed by section 1 of this measure 
would have a stabilizing influence on the mortgage market, with the result that 
veterans would find it easier to obtain GI financing in the areas where such funds 
are made available. Notwithstanding this fact, however, the overall fiseal desir- 
ability of providing special supports, rather than of allowing Veterans’ Adminis- 
tration guaranteed home loans to find their own level in a free market, is open to 
serious question. 

Parenthetically it is noted that, on page 2, line 2 of the bill, reference is made to 
the “Servicemen’s Readjustment Assistance Act” whereas the correct statutory 
reference is “Servicemen’s Readjustment Act.” 

Section 2 of the bill would reenact provisions identical to those contained in 
section 504 of the Housing Act of 1950 (Public Law 475, 81st Cong., approved April 
20,1950), which authorized the Federal Housing Commissioner and the Adminis- 
trator of Veterans’ Affairs to limit the fees and charges imposed upon the builder, 
veteran, or other purchaser in connection with the financing of the construction 
or sale of houses built or sold with assistance provided under the National Hous- 

ing Act or title III of the Servicemen’s Readjustment Act of 1944, as amended, 
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respectively. Section 504 was repealed on August 2, 1954. Prior to its repeal, 
however, section 504 was amended on September 1, 1951, by Public Law 139, 824 
Congress, to include the regulation of fees and charges imposed against the seller 
of existing property in those cases where the seller is not the builder. It is noted 
that the provisions of the present bill do not refer in section 2 (line 23, p. 2) to 
the “seller.” 

Pursuant to the legislative requirements of section 504 approved schedules of 
allowable fees and charges were issued by the Federal Housing Administration 
and the Veterans’ Administration. As a corollary to the increase in interest 
rates on GI loans from 4 to 414 percent in May 1953, administrative action was 
also taken under section 504 which had the effect of prohibiting builders from 
absorbing fees and charges incurred by originating lenders when they disposed of 
their loans to secondary investors. As the result of many complaints that VA- 
guaranteed financing was being placed at a competitive disadvantage, however, 
Congress amended the law on June 30, 1953 (sec. 23, Public Law 94, 83d Cong.), 
to permit builders to absorb the discounts or other charges which originating 
lenders of FHA or GI loans incurred when they sold such loans in the secondary 
mortgage market. Since it was apparently contemplated by the amendment 
that builders could pay whatever discounts and charges secondary investors 
actually charged the loan originators, effective control over the amount of 
charges which could be made against builders was precluded. Originating 
lenders seeking to hold loans for their own portfolio were placed at a competitive 
disadvantage, but this obstacle was overcome through the device of having the 
builders originate loans for sale to such permanent lenders at a discount. In 
repealing section 504 by section 813 of the Housing Act of 1954 (Public Law 560, 
83d Cong., approved August 2, 1954), it appears to have been the view of the 
Congress that such repeal would leave the charges against builders to be deter- 
mined by competitive forces and that the Veterans’ Administration would confine 
itself to regulating the fees and charges which may be imposed by lenders against 
veteran borrowers. 

In view of the legislative history of section 504 of the Housing Act of 1950 
and the administrative experience thereunder, there is for consideration and 
clarification the question as to whether it is now contemplated by section 2 of 
the proposed bill that the Veterans’ Administration and the Federal Housing 
Administration shall prohibit lenders originating guaranteed or insured home 
loans from requiring the builder or other interested parties (other than the vet- 
eran borrower) to pay any discount charges, or whether it is contemplated that 
discount, commitment, and warehousing charges shall be permissible but subject 
to administrative maxima established by the Veterans’ Administration and 
the Federal Housing Administration. 

Certain aspects of section 2 of the bill would seem to deserve comment. In the 
first place, the regulation of fees and charges imposed by a lender against a 
builder in connection with non-VA guaranteed or insured construction financing 
extended to the builder would seem better left to the operation of the forces of a 
free money market. 

Secondly, except for the regulation of charges against the veteran borrower 
himself, it might also be preferable for the fees or charges against the builder 
or other parties in connection with guaranteed home purchase loans to be deter- 
mined by competitive forces of the capital market and left to the parties to 
negotiate. In this connection, it is realized that builders do endeavor to reflect 
financing costs charged against them into the price of their product when re- 
questing appraisals from the Veterans’ Administration. The veteran, however, 
cannot pay for a property more than the Veterans’ Administration determines to 
be its current reasonable value, and to the extent that the Veterans’ Admin- 
istration’s appraisal of the property is an accurate determination of its current 
reasonable value in the locality where situated, the veteran is protected against 
an inflated purchase price. During the past 18 months, increasing pressures 
have been brought to bear on the Veterans’ Administration to establish higher 
and allegedly more realistic reasonable values. Although the Veterans’ Admin- 
istration does not contend that it has been wholly successful in defeating efforts 
of builders to include discounts in the purchase price of the home, it is believed 
that Veterans’ Administration appraisals have required builders generally to 
absorb a substantial portion of the discount involved in the financing of their 
units. In the final analysis, protection of the veteran from paying more than the 
reasonable value of the property depends upon the correctness of the appraisal 
of property in the first instance, and this is so irrespective of the charges or 
fees a builder has to pay in connection with construction or permanent financing. 
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Finally, in administering the provisions of section 504 of-the Housing Act 
of 1950, the Veterans’ Administration encountered numerous serious administra- 
tive difficulties in attempting to regulate effectively the fees and charges which 
lenders were permitted to impose against parties other than the veteran obtain- 
ing the guaranteed home loan. For example, as the necessity for payment of 
discounts mounted in 1952 and 1953, builders and lenders continuously sought 
to find loopholes in the Veterans’ Administration controls. One of the most 
common procedures was for the builder to originate the loans to veterans himself 
or through a subsidiary or affiliate which he owned or controlled. The builder 
in his capacity as lender would then dispose of the loans at a price acceptable 
to himself as originator. Another common procedure was to impose a charge 
against the real estate sales broker handling the sales for the builder. Instances 
also occurred where the investor would agree to buy the loans at par but for 
his advance commitment to purchase the loans the investor would charge a sub- 
stantial commitment fee. 

The borderline nature of the varied and complex arrangements to which resort 
was had in efforts to avoid the controls resulted in counsel for numerous reputable 
investors recommending to their principals that they not purchase loans because 
of the possibility of legal or congressional action or invalidation of the loan 
guaranty. In a tight money market it is not unreasonable to anticipate that 
under the proposed bill there would again be efforts to circumvent controls on 
fees and charges, and that vigorous action to achieve effective control would be 
met by intensified efforts to develop escape procedures. 

Section 3 of S. 88 would authorize and direct the Secretary of the Treasury 
to invest not in excess of 25 percent of the national service life insurance fund 
by purchasing or making commitments to purchase home loans guaranteed subse- 
quent to the enactment of the bill by the Veterans’ Administration under section 
501 of the Servicemen’s Readjustment Act, as amended. The price paid for such 
loans would be the unpaid principal balance thereof plus accrued interest, and 
loans so purchased could be sold for an amount not less than the unpaid princi- 
pal balance plus accrued interest. Whenever the Secretary determined that any 
loan so acquired was in insoluble default, it would be assigned together with the 
security therefor to the Administrator of Veterans’ Affairs, who thereupon would 
pay the entire unpaid principal balance plus accrued interest on the loan into the 
national service life insurance fund. It appears to be intended that the money 
available to the Administrator for the purchasing of loans pursuant to section 
506 of the Servicemen’s Readjustment Act would be available for this purpose. 
The purchase, servicing, or sale of such loans would be handled by the Federal 
National Mortgage Association as agent for the Secretary of the Treasury, with 
reimbursement for expenses incurred thereunder made from loan income, up to 
three-fourths of 1 percent per annum of the outstanding principal balance of 
the loan. 

Under section 501 of the Servicemen’s Readjustment Act, loans made to veterans 
for the purchase, construction, repair, alteration, or improvement of homes 
(including the purchase of land on which there is a farmhouse, the construction 
of a farmhouse on land owned by the veteran, and the repair, alteration, or im- 
provement of a farmhouse) may be guaranteed by the Government in an amount 
equal to 60 percent of the loan, but not to exceed $7,500. The rate of interest 
on these loans may not exceed 41%4 percent per annum. 

The current assets in the national service life insurance fund are approxi- 
mately $5.6 billion, and therefore under the proposed bill around $1.4 billion of 
this amount would be available for investment in home loans guaranteed by the 
Veterans’ Administration, irrespective of whether such loans are originated in 
rural or urban areas. To the extent that the use of this amount for the purchase 
of GI loans by the fund at par would be successful in stabilizing the prices at 
which GI loans are generally salable to investors, the result would be to make 
GI mortgage financing easier for veterans to obtain. On the other hand there is 
a basic question of policy as to what extent governmental price supports for GI 
loans or similar expedients to restrict the free play of economic forces in the 
private secondary market are desirable. 

In addition to the potential effects of the proposed legislation on the mortgage 
market, there is also for consideration the question of its effect on the national 
Service life insurance fund. 

Section 605 of the National Service Life Insurance Act, as amended, provides 
for the establishment in the Treasury of a permanent national service life in- 
surance trust fund, and the Secretary is authorized to invest such fund in interest- 
hearing obligations of the United States or in obligations guaranteed as to 
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principal and interest by the United States and to sell such obligations for the 
purposes of the fund. This fund is available for the payment of liabilities under 
the insurance contract, including payment of dividends and refund of unearned 
premiums. 

The Federal securities in which the fund is invested pay 3 percent interest. 
In addition, loans with an interest rate of 4 percent are made on the permanent 
plan insurance policies, which loans are fully secured by the reserve value of the 
policy in the trust fund. Since the interest rate on Veterans’ Administration 
guaranteed home loans is currently 444 percent and the net interest earned after 
servicing would be around 3% percent, it appears that, under the provisions of 
section 3 of the bill, the return to the fund would exceed the present rate of 
return. (It would seem desirable to make absolutely clear the presumed intent 
of the bill to credit loan income to the national service life insurance fund, other 
than that used to reimburse the Federal National Mortgage Association for ex- 
penses.) In this connection, the committee may wish to consider whether it 
might not be more logical and equitable for the Government to take advantage 
of this type of investment by use of appropriated funds instead of by use of the 
trust fund. Under such circumstances, the Government (that is, the taxpayers 
generally), which underwrites the investment and assumes the risk involved, 
would enjoy the interest earnings. 

It is considered essential that the securities in which the fund is invested 
be of a type which can readily be liquidated in order to meet the obligations 
arising under the national service life insurance contracts, including the pay- 
ment of dividends. Although the bill provides for the investment of only 25 
percent of the fund in home loans, it is possible that the enactment of this 
provision might serve as an undersirable precedent for encumbering a larger 
portion of the fund in a type of investment which cannot readily be liquidated, 

If some of the national service life insurance funds are to be used to purchase 
home loans guaranteed under section 501 of the Servicemen’s Readjustment 
Act, the United States securities now held by the fund would have to be redeemed 
by the Treasury, either from present Government revenues or, if it is assumed 
that there is no surplus of such revenues at the present time, by borrowing in 
the open market. To put it another way, the Government has to raise money to 
redeem the national service life insurance securities before the fund has money 
available to be used to purchase home loans. Thus it appears that it would 
be just as simple financially for the Government to make money available 
directly for the purpose of section 3 of this bill as it would be for the Govern- 
ment to raise money to redeem national service life insurance securities so that 
the fund can make money available for such purpose. It is suggested that the 
committee may desire the comments of the Treasury Department on this and 
other aspects of the bill affecting its operations. 

The cost of the subject bill to the Veterans’ Administration would be in direct 
proportion to the number of loans that would be made as a result of the authori- 
zation that would not otherwise be made as guaranteed loans by private lenders. 
For every $1 billion of additional VA-guaranteed loans made as a result of the 
provisions of this bill, the Veterans’ Administration would be called upon 
to process approximately 80,000 loans for guaranty that would otherwise not 
be submitted. Past experience has shown that the average cost per loan is 
about $25, so the cost of processing 80,000 loans would be about $2 million dollars, 
However, if it is assumed that the loans which would be purchased with the 
facilities of this bill would otherwise be made but retained in the investment 
portfolios of private lenders, it would be improper to attribute any increased 
cost to the Veterans’ Administration as resulting from this bill. 

In view of the foregoing considerations, the Veterans’ Administration is unable 
to recommend favorable consideration of 8S. 88 by your committee. 

In connection with the objective of S. 88 to make additional funds available 
for GI loan financing your committee will undoubtedly give consideration to the 
fact that the current 4% percent interest rate on GI loans is placing such loans 
at a competitive disadvantage in the present mortgage market. As your com- 
mittee is aware the President, in his annual budget message to the Congress, 
has recommended that the interest rate on GI loans be increased to 5 percent. 
In support of such recommendation it should be pointed out that the GI loan 
activity today is a reflection of commitments arranged many months ago and 
most applications provide that the veteran has agreed to accept the loan on the 
basis of the maximum interest rate permissible at the time of loan closing. A 
survey of VA-regional offices indicates that if an increase in interest rate is not 
authorized, there will be virtually no guaranteed loans available after the 
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present commitments expire. It further appears that, should it become evident 
that. an increase in rate will not be approved, there will be a drying up of 
appraisal requests immediately and the loan applications also will decline as 
outstanding commitments are reflected in closed loans or otherwise expire. Until 
recently the Veterans’ Administration had been hopeful that the supply of 
mortgage capital for GI loans would improve and, therefore, that it would not 
be necessary for an upward adjustment in the interest rate. However, it now 
appears clear that if money for VA-guaranteed loans is to be made available so 
that veterans will be kept in a competitive position, the interest rate must be 
in line with rates on similar investments. If the rate is held at the current 4% 
percent level it will mean that veterans of World War II and Korea have a 
useless benefit of which they are unable to take advantage. Accordingly, under 
all the circumstances, it is urged your committee give favorable consideration 
to the recommendation that the interest rate on GI loans be raised to 5 percent. 
Advice has been received from the Bureau of the Budget that there is no 
objection to the submission of this report and that enactment of S. 88, 85th 
Congress, would not be in accord with the program of the President. 
Sincerely yours, 
H. V. Hierey, Administrator. 


TREASURY DEPARTMENT, 
Washington, D. C., April 10, 1957. 
Hon. J. W. FULBRIGHT, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 

My Dear Mr. CHAIRMAN: Reference is made to your request for the views 
of this Department on SS. 88. 

The Department is opposed to the provisions in the bill which would authorize 
the investment of 25 percent of the amounts in the national service life insurance 
fund in loans guaranteed under section 501 of the Servicemen’s Readjustment 
Act. In the first place, the amounts in the fund are not idle, but are currently 
fully invested in special issues of Government securities. The use of these 
funds to buy guaranteed mortgages would require the Treasury to redeem the 
present investments in the fund. To raise this cash, an equivalent amount of 
Treasury market borrowing would be necessary, thus adding to the pressure on 
available funds for private investment. We would be adding to the funds avail- 
able for mortgages with one hand and taking away with the other. 

Secondly, the Department believes that the use of the funds as provided in 
the bill would violate the established principles which have heretofore governed 
the investment of ederal trust funds, i. e., that they should be in United States 
Government securities, the world’s best investment. With this proposal as a 
precedent, pressure would be built up for similar relaxation of the investment 
policies of other Government trust funds, such as the Federal employees retire- 
ment fund, the unemployment trust fund, the Federal old-age and survivors’ in- 
surance trust fund, and the railroad retirement account. 

The bill would also direct the FNMA to make commitments to purchase at par 
$1 billion in VA-guaranteed mortgages under its special-assistance functions and 
would make an additional $1 billion available for that purpose at the discretion 
of the President. ‘The Department is of the view that any substantial expansion 
of the FNMA special-assistance function to provide for a significant volume of 
purchases of home mortgages at par runs counter to the purpose of the FNMA 
secondary market function which provides for the purchase of mortgages “with- 
in the range of market prices.” In this regard, the Department favors the pro- 
Visions of title I of S. 1609, the administration bill, which would provide flexi- 
bility with respect to the prices at which mortgages could be purchased under 
the special-assistance functions. The Department also feels that the increases 
in authorizations that would be provided under title I of S. 1609 are adequate at 
this time and that the increases that would be provided by S. 88 are unnecessary. 

The Department has been advised by the Bureau of the Budget that there 
Would be no objection to the submission of this report and that the proposed 
legislation would not be in accord with the program of the President. 

Very truly yours, 
(Signed) W. RaNpoLPeH BurcGEss, 
Acting Secretary of the Treasury. 
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COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, D. C., March 6, 1957. 
Hon. J. W. FULBRIGHT, 
Chairman, Committee on Banking and Currency, 
United States Senate. 


Dear Mr. CHAIRMAN: Further reference is made to your letter of January 14, 
1957, requesting our views on S. 88, a bill to require the Federal National Mort- 
gage Association to purchase $1 billion worth of mortgages securing loans guar- 
anteed under section 501 of the Servicemen’s Readjustment Assistance Act of 
1944. S. 88 would also authorize, but not require, the purchase of an additional 
$1 million of such mortgages. All purchases would be at the full amount of the 
unpaid principal balance plus accrued interest. 

Section 2 of the bill would require regulations to be issued by the Federal 
Housing Commission and the Administrator of Veterans’ Affairs limiting fees 
and charges made by mortgagees in connection with housing built or sold with 
assistance provided under the National Housing Act or under title III of the 
Servicemen’s Readjustment Act of 1944, as amended. 

Section 3 of the bill would direct the Secretary of the Treasury to invest up 
to 25 percent of the national life insurance fund in guaranteed veterans’ home 
loans at full par value. 

At the present time section 501 mortgages are being purchased by FNMA 
under its secondary market operations at prices “within the range of market 
prices for the particular class of mortgages involved,” title 12, United States 
Code, section 1719. Current prices range from 93.5 to 95.5 percent of unpaid 
principal plus accrued interest. Under its special assistance program FNMA 
is obligated to pay 99 percent of par for mortgages purchased during the year 
ending August 7, 1957. However, section 501 and other mortgages are pur- 
chased under this program only if they fall within certain categories determined 
by the President. Such categories include housing in Guam and Alaska, housing 
for victims of major disasters, housing in connection with defense programs 
and urban renewal programs. The requirement in section 1 of S. 88 that 
$1 billion worth of section 501 mortgages be purchased at par would undoubtedly 
result in the acquisition by FNMA of a large portfolio of such mortgages under 
its special assistance program, which could not presently be sold except at a con- 
siderable loss. The bill would thus grant what amounts to a subsidy to mortga- 
gees on section 501 mortgages in order to increase mortgage funds available 
to veterans. The desirability of such action is a matter for the Congress to 
decide. However, we believe it would be preferable, if Such proference be 
granted, that the cost thereof be borne by the agency created by the Congress 
to handle veterans’ affairs, the Veterans’ Administration. 

We have no suggestions with respect to section 2 of the bill. Any limitations 
on fees and charges imposed by regulation would, of course, have to be corre- 
lated with the price at which mortgages could be sold. 

Section 3 of S. 88 authorizes the purchase of guaranteed veterans home loans 
in an amount not to exceed 25 percent of the national service life insurance 
fund. This fund now has a balance of approximately 5.6 billion dollars, so 
that section 8 would authorize the purchase of up to 1.4 billion dollars’ worth of 
section 501 loans. The fund presently is invested in Government obligations 
paying 3 percent interest. Thus, whatever part of the fund may be invested 
in section 501 loans will have to be borrowed from the public by the Treasury. 
Furthermore, such borrowings at the present time would carry an interest rate 
in excess of 3 percent. The net result would be that the fund would earn 
41% percent on the loans, less perhaps % percent for FNMA expenses, or a net 
return of 3% percent, as compared to the present return of 3 percent. However, 
any losses on loans in default would be borne by a Veterans’ Administration 
appropriation and the Treasury would bear the cost of increased interest on the 
replacing borrowings. It seems to us that if the fund is to be used for this pur- 
pose, it should bear the risk of losses at least to the extent of the increase in 
interest earnings, and should also pay any increased interest cost to the Treasury. 

For the foregoing reasons, we do not favor enactment of 8. 88. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 
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Housing AND HOME FINANCE AGENCY, 
OFFICE OF THE ADMINISTRATOR, 
Washington, D, C., March 14, 1957. 
Re S. 467, 85th Congress 
Hon. J. W. FULBRIGHT, 
Chairman, Committee on Banking and Ourrency, 
United States Senate, Washington, D. C. 


DeAR Mr. CHAIRMAN: This is in further reply to your letter of January 15, 
requesting the views of the Housing Agency with respect to 8S. 467, a bill “To 
amend title II of the Housing Amendments of 1955 (relating to public facility 
loans) to authorize additional financial assistance in connection with public 
projects made necessary by certain activities related to the national defense.” 

The bill would amend title II of the Housing Amendments of 1955 which 
authorizes this Agency’s public facility loan program. The Housing Ad- 
ministrator’s authority under that title to borrow from the Treasury would be 
increased by $100 million in obligations outstanding at any one time, and the 
additional funds would be earmarked, under a proposed new section of title II, 
for loans and grants to municipalities and under local public agencies for the 
provision of public facilities in areas which have sustained a substantial and 
rapid increase in population as a result of activities of the Atomic Energy Com- 
mission or any licensee of the Commission. 

The proposed special aid program for AEC-affected areas would not be subject 
to the present requirements of title II that a priority be given to applications 
from localities of less than 10,000 population for such basic public works as 
water and sewer lines and water and sewage treatment plants. This change, 
along with the increased authorization, is apparently intended to make the 
special program freely available for a greater variety of public facilities in com- 
munities, regardless of their population, which have grown rapidly as a result 
of AEC activities. 

In addition, the Federal aid terms proposed for AEC-affected areas would 
be very much more liberal than those now authorized in the public facility 
loan program. ‘Thus, in the proposed program, the interest rate would be 
limited by law to 4 percent; the present 40-year maximum maturity on loans 
would not be applicable; interest rates, as well as loan maturities, would be 
required to be fixed partly on the basis of ability to repay; Federal grants would 
be authorized as a supplement to loans; and, where the Administrator finds 
that a project which is of particular importance to national defense would not 
otherwise be provided, a Federal grant could be made equal to the full cost of 
the local publie facility. 

The Housing Agency has no information which would support the need for 
the increased loan program and the grants proposed by S. 467. It may be that 
on the basis of information available to the Atomic Energy Commission or par- 
ticular communities some amendments to title II of the Housing Amendments of 
1955 should be developed in order to channel additional publie facility loan 
assistance to AEC-affected areas, as is now done for small communities. Simi- 
larly, there may be special needs in areas affected by activities essential to 
programs of the military departments and the Office of Defense Mobilization 
as well as of the AEC. However, this legislation is not primarily addressed to 
these problems. In addition, there are a number of objections to the terms of 
aid which would be authorized by the bill. 

The present statutory maximum maturity of 40 years is as long as would 
seem warranted. It is substantially longer than private lenders usually are 
willing to allow, even for localities with established high credit rating. Flexible 
interest rates kept generally in line with changing money market conditions, 
as now provided in the public facility loan program, also would be preferable 
to a fixed 4 percent maximum. 

Another objection to the loan terms proposed by the bill arises from the 
provision that the interest rate and maturity shall be fixed with regard to the 
ability of the locality to make repayment of the loan from tax revenues. 
Expected income from assessments and other charges should be considered in this 
type of loan as well as tax revenues. Also, while it is often helpful and sound 
to adjust loan maturities to ability to make periodic payments, it appears clearly 
undesirable to reduce the interest rate in order to compensate for inability to 
repay. 

The grant provisions are likewise open to a number of serious objections. 
The Housing Agency has no information indicating a need for the proposed 
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grants. However, if such provisions were to be enacted, the legislation should 
provide satisfactory criteria for determining when a grant is to be given and 
its size. Under the bill; grants up to 100 percent of the full cost of the facility 
could be made under extremely general criteria. The grant provisions also 
appear to us to be an inappropriate feature of a revolving borrowing authoriza- 
tion. Nonrepayable expenditures are more appropriately made from prior ap- 
propriated funds or by means of contract authority funded from later appro- 
priations. 

We have not attempted in this letter to comment on possible improvements to 
detailed provisions of the bill. 

Sincerely yours, . 
ALBERT M, CoLe, Administrator. 


TREASURY DEPARTMENT, 
Washington, D. C., April 4, 1957. 
Hon. J. W. FULBRIGHT, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 

My Dear Mr. CHAIRMAN: Reference is made to your request for the views of 
this Department on S. 467, to amend title II of the Housing Amendments of 1955 
(relating to public facility loans) to authorize additional financial assistance in 
connection with public projects made necessary by certain activities related to 
the national defense. 

The bill would increase by $100 million the amount that the Housing and Home 
Finance Administrator could borrow from the Treasury for the purposes of 
making public facility loans under title II of the Housing Amendments of 1955. 
The $100 million increase would be made available for loans for public projects 
in localities which have sustained a substantial and rapid increase in popula- 
tion as a result of the activities of the Atomic Energy Commission or its licensees. 
The bill would also authorize grants to defray the costs of such projects in such 
localities. 

Actual loan commitments for public facility loans, according to the 1958 budget, 
amounted to $298,000 in fiscal year 1956, and it is estimated that loan commit- 
ments will amount to $16,400,000 and $20,400,000 for the fiscal years 1957 and 1958, 
respectively. An increase in the borrowing authority would, therefore, seem un- 
necessary. Also, no provision has been made in the President’s budget program 
for either the expansion of this program or the proposed grants that would be 
authorized by the bill. 

In view of the foregoing, the Department would not favor enactment of the 
proposed legislation. 

The Department has been advised by the Bureau of the Budget that there is 
no objection to the submission of this report to your committee. 

Very truly yours, 
(Signed) W. RANportpH BurceEss, 
Acting Secretary of the Treasury. 


ATOMIC ENERGY COMMISSION, 
Washington, D. C., April 9, 1957. 
Hon. J. W. FULBRIGHT, 
Chairman, Committee on Banking and Currency, 
United States Senate. 


Dpar SBNATOR FULBRIGHT: I refer to your letter of January 15, 1957, request- 
ing the comments of this Commission on S. 467, a bill to amend title II of the 
Housing Amendments of 1955. 

As we understand the bill it would authorize the Housing and Home Finance 
Administrator to make loans or grants to a municipality or a political subdivision 
of a State to finance the construction of specific public projects in a locality 
which has sustained a substantial and rapid increase in population as a result of 
activities of the Atomic Energy Commission or any licensee of the Commission. 
The bill would provide for $100 million of notes or obligations to finance activities 
under the foregoing authority. 

This Commission has in general sought to look to the programs of other Fed- 
eral agencies to provide needed community facilities assistance to areas which 
may be impacted by activities of the Commission or its contractors. It under- 
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stands that at the present time the Housing and Home Finance Administrator 
has certain authority to make loans to assist communities in the acquisition of 
publie facilities. Several communities in the uranium milling areas of the 
West have been substantially affected by an influx of population resulting from 
atomic energy activities. There is presently underway an expansion of uranium 
milling capacity in these same areas. Weare, however, unable to predict to what 
extent existing financing facilities may prove inadequate to meet the exigencies 
of this situation. 

Apart from uranium milling, the Commission is not aware of any activities of 
its licensees which have caused serious impact on local communities. Presently 
licensed activities generally involve the use of radioactive isotopes or the installa- 
tion of research reactors which either form an incidental part of existing activi- 
ties of the licensees or result in relatively smallemployment. It is anticipated, of 
course, that in the future large privately owned power reactors will be licensed 
under the Atomic Energy Act; such reactors are, however, expected to be located 
fairly near large population centers and would not be expected to have a large 
number of operating employees. 

The Commission believes, moreover, that there is a serious question of policy 
whether the activities of such licensees should be deemed to constitute a Federal 
impact which would justify special Federal assistance to local communities, any 
more than the activities of licensees under the Federal Power Act or the Federal 
Communications Act or holders of certificates of convenience and necessity under 
the various Federal Transportation Acts constitute such an activity. In general, 
the Commission’s licensees would consist of organizations engaged in normal 
business activities such as electric power generation, food treatment, transporta- 
tion, manufacture and sale of pharmaceuticals, and the like, or in normal re- 
search, educational and medical activities, which require a license from the 
Atomic Energy Commission because they are conducted through the use of 
atomic energy rather than by other means. In anticipation of the likelihood 
that atomic energy will eventually find uses in a major part of the economic and 
scientific life of the United States, we believe serious consideration should be 
given to the wisdom of establishing a precedent by which activities of such 
licensees would create a basis for special Federal assistance to communities 
affected by those activities. 

The Bureau of the Budget has advised that it has no objection to the transmis- 
sion of this report and that it recommends against enactment of S. 467. 

Sincerely yours, 
(Signed) Davin F. SHaw, 
Assistant General Manager. 





COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, D. C., March 8, 1957. 
Hon. J. W. FULBRIGHT, 
Chairman, Committee on Banking and Currency, 
United States Senate. 


DEAR Mr. CHAIRMAN: Further reference is made to your letter of January 15, 
1957, requesting our views on S. 467. 

The bill would amend title II of the Housing Amendments of 1955, 69 Stat. 642, 
which deals with public facility loans. The principal feature of the bill is the 
addition of a new section 206 to title II which would permit the making of loans 
or grants to any political subdivision of a State to finance specific public projects 
in any federally impacted area. The term “federally impacted area” is defined 
as a locality which has sustained a substantial and rapid increase in population 
as a result of activities of the Atomic Energy Commission or any of its licensees. 
The bill would provide funds for such loans and grants by increasing the amount 
of borrowing from the Treasury now authorized under title II from $100 million 
to $200 million. The additional $100 million would constitute a revolving fund 
separate from other funds under the public facility loan program. 

It is our understanding that the purpose of the bill is to give assistance to 
various communities in the Colorado plateau area which have had considerable 
population increases as a result of uranium mining activities. Public-facility 
loans are available under title II of the Housing Amendments of 1955. Existing 
law, however, requires that any loans made have reasonable prospect of repay- 
ment. If the communities intended to be benefited by S. 467 are unable to secure 
loans under the present law, we presume it is because of the lack of assurance 











42 HOUSING AMENDMENTS OF 1957 


that future community income will permit repayment. In such cases assistance 
in the form of grants probably would be necessary. The decision whether the 
public interest justifies the making of grants to the affected communities is one 
which we believe must be made by the Congress. We note that a policy of loans 
and grants for similar purposes was adopted in Public Law 137, 55 Stat. 361, as 
a part of the national-defense program. As a technical point, we believe the term 
“licensee of the Atomic Energy Commission,” as used in lines 12 and 18, page 3, 
of S. 467 should be changed to read “licensee of the Atomic Energy Commission 
under chapter 7 of the Atomic Energy Act of 1954, as amended.” The term 
“licensee” as used in chapter 7 of the Atomic Energy Act applies to those dealing 
with nuclear source material, while as used elsewhere in the act it means thdse 
who own or operate reactors. 

If the bill is to receive favorable consideration, we see no reason for the creation 
of a separate revolving fund for the new type of activity authorized since adequate 
controls can be established with one fund to record and report the activities 
separately. We would also suggest the desirability of fixing a maximum term 
for loans as is done by existing law. 

We do not favor or oppose the objectives of the bill, but we believe the Congress 
should realize that a very substantial part of the assistance under the bill, if 
enacted, would probably be in the form of grants because of the generally 
uncertain life span of communities devoted to the mining industry. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 





HOUSING AND HOME FINANCE AGENCY, 
OFFICE OF THE ADMINISTRATOR, 
Washington, D. C., March 14, 1957. 
Re S. 726, 85th Congress 
Hon. J. W. FULBRIGHT, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 


DeaR Mr. CHAIRMAN: This is in further reply to your letter of January 24, 
requesting the views of this Agency with respect to S. 726, a bill to provide that 
25 percent of the national service life insurance fund may be invested in making 
direct home loans to veterans; to increase the maximum loan entitlement of 
veterans under section 512 of the Servicemen’s Readjustment Act of 1944, and 
to expedite action on certain applications of veterans for direct home loans. 

Because this bill primarily affects the operations of the Veterans’ Administra- 
tion and the Treasury Department, we are confining our comments to the impor- 
tant effects which the enactment of sections 1 and 3 would have on housing finance 
generally and on the operations of the Voluntary Home Mortgage Credit Program. 

S. 726 would direct the Secretary of the Treasury to use up to 25 percent of the 
national service life insurance fund for investment in VA direct loans. An 
amount of about $1.3 billion would be involved. The funds would be advanced to 
the Administrator of Veterans’ Affairs, who would make the loans. The bill 
would also direct the Veterans’ Administration to commence processing any 
direct home loan application upon receipt, and to continue such processing simul- 
taneously with any processing by a regional subcommittee of the National Volun- 
tary Mortgage Credit Extension Committee. If the regional subcommittee does 
not advise the Veterans’ Administration within 20 days that it has placed the 
loan with a private financing institution, the Veterans’ Administration would 
then complete the processing and grant or deny the application for a direct loan. 

The reserves of the NSLI fund, as well as reserves of similar trust funds, are 
invested in special obligations of the Treasury, the proceeds having been used 
to meet Government expenditures over the years. If the Treasury is asked to 
make a part of these reserve funds available for mortgage investment, it must 
borrow an equal amount in the open market. This is no different, in essence, 
than the present method whereby the Treasury obtains funds to be used for direct 
loans by the Veterans’ Administration. Thus, the bill would involve Treasury 
borrowings on the open market of about $1.3 billion. Under present conditions, 
with all of our savings and other resources of the economy fully employed, I 
believe this proposal is unsound and inflationary. 

The higher interest-rate costs for the Government and the private economy 
which would be engendered by this short-range proposal can be avoided by pro 
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viding private enterprise with conditions which would lead to an adequate supply 
of funds for home loans to veterans. It is believed that under a 5-percent interest 
rate on VA-guaranteed loans, private lenders would provide the required funds 
at par or with small discounts in most areas. The same can be accomplished for 
small and remote communities and for minority-group members by extending the 
Voluntary Home Mortgage Credit Program, and by also raising the interest rate 
on VA direct loans to 5 percent. The VHMCP would then be able to function 
even more effectively in its areas of operation than in the past, when it had to 
obtain 414-percent loans in a climate of rapidly rising interest rates. 

For the foregoing reasons, the Housing Agency recommends against the enact- 
ment of this bill. However, if legislation along the lines of section 3 of the bill 
were to be enacted, it would be important to provide that the 20-day period be 
changed to 20 working days, as is now provided under an arrangement between 
the VHMCP and the Veterans’ Administration. If holidays and weekends were 
to be included, VHMCP processing time would clearly be too short, particularly 
since allowance must be made for the time taken up by the mailing of applications 
to lenders and the mailing of their replies. Also, we believe that this type of 
detailed provision should not be incorporated in legislation because changing 
market conditions make different time schedules appropriate at various times. 

Sincerely yours, 
ALBERT M. Coie, Administrator. 


VETERANS’ ADMINISTRATION, 


March 5, 1957. 
Hon. J. W. FULBRIGHT, 


Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D.C. 


DEAR SENATOR FULBRIGHT: Further reference is made to your request for a 
report by the Veterans’ Administration on 8. 726, 85th Congress, a bill to provide 
that 25 percent of the national service life-insurance fund may be invested in 
making direct home loans to veterans, to increase the maximum loan entitle- 
ment of veterans under section 512 of the Servicemen’s Readjustment Act of 
1944, and to expedite action on certain applications of veterans for direct home 
loans. 

The purpose of this measure is to make additional funds available for Vet- 
erans’ Administration direct home loans through investment of a portion of the 
national service life-insurance fund, to increase the amount of a direct loan 
which may be made to an eligible veteran, and to expedite the processing of 
veterans’ direct-loan applications. 

Section 512 of the Servicemen’s Readjustment Act authorizes the Administrator 
fof Veterans’ Affairs to make direct loans to eligible veterans for the purchase, 
construction, repair, alteration, or improvement of homes (including the pur- 
chase of land on which there is a farmhouse, the construction of a farmhouse on 
land owned by the veteran, and the repair, alteration, or improvement of a farm- 
house), if the Administrator finds that in the area where the property is located 
private capital is not available for such purpose at an interest rate not in excess 
of that authorized for guaranteed loans under section 501. As extended by 
Public Law 1020, 84th Congress, commitments for direct loans may be made by 
the Administrator until June 30, 1958. 

Under section 1 of the bill, the Secretary of the Treasury would be authorized 
to advance to the Administrator not more than 25 percent of the national service 
life-insurance fund to be used for the purpose of making direct loans. Such 
loans would be a part of the fund. The Administrator would be required to 
determine at the end of each fiscal year the net amount derived on home loans 
made from the national service life-insurance fund (i. e., the total amount 
received on such loans minus repayment of principal and minus a reasonable 
reserve for the payment of losses on such loans during the year). He would 
then be required to determine the average amount of advances outstanding for 
home loans made from the fund during the fiscal year involved and multiply 
such amount by the average return on the other invested portion of the fund 
for that fiscal year. If the net amount received from loan investments exceeds 
the amount computed by multiplying the average amount of advances by the 
return on the other invested portion of the fund, such excess would be used to 
pay the administrative expenses authorized under section 606 of the National 
Service Life Insurance Act for the next fiscal year and any remainder would be 
covered into miscellaneous receipts in the Treasury. If, however, the net amount 
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received from loan investments proved to be less than that which would have 
resulted from the average yield of the other portion of the fund, the Government 
would pay into the fund such amounts as would be necessary to eliminate the 
deficit. The net effect of these provisions, therefore, would be to guarantee the 
fund the same average yield on the portion invested in home loans as was obtained 
from the other investments and to make any income above that amount available 
for general governmental purposes. 

The total assets of the national service life-insurance fund at the present time 
amount to approximately $5.6 billion, and, therefore, under the provisions of the 
proposed bill, there would be available for investment in GI direct loans approxi- 
mately $1.4 billion. Whether or not such additional amounts would be necessary 
for the purpose of providing direct loans to eligible applicants depends, in large 
part, on the future scope of the direct-loan program. At the present time it 
appears that the presently authorized funds for direct loans would be sufficient 
to accommodate all direct-loan applications that may be anticipated during the 
present fiscal year under the laws and policies now in effect, and, moreover, a 
substantial sum may be available for use during fiscal year 1958. 

In this connection, it is to be noted that in the budget message of the Presi- 
dent for the fiscal year ending June 30, 1958, it is stated on page M 43 as follows: 

“Private lenders cooperating with the Housing and Home Finance Agency 
under the Voluntary Home Mortgage Credit Program have provided insured or 
guaranteed loans for many veterans and other home buyers living in remote 
areas as well as for members of minority groups otherwise unable to obtain 
private credit. This program should be extended for 3 years beyond the present 
expiration date of June 30, 1957. 

“The Veterans’ Administration makes direct housing loans to veterans in areas 
where credit is hard to obtain, Adjustment of interest rates on guaranteed 
loans and extension of the Voluntary Home Mortgage Credit Program should 
make the funds now available adequate for the direct-loan program. Legislation 
is-also proposed to adjust the interest rate on direct loans so as to keep it the 
same as on guaranteed loans, in conformity with past practice.” 

As your committee is aware, the operations of the direct-loan program have 
been confined to rural and semirural areas where mortgage funds have tradi- 
tionally been in short supply. The authorization of $1.4 billion additional for 
direct loans for this purpose, however, would undoubtedly result in pressures 
to extend the scope of the eligible direct-loan areas to include urban and metro- 
politan areas not now eligible. Under such circumstances it would seem essential 
that a clearer definition be made as to the areas intended to be covered by the 
direct-loan program should the bill be favorably considered. 

Apart from the question of whether increased funds should be made available 
for the direct-loan program, the utilization of a portion of the national service 
life insurance fund for that purpose independently raises several important 
questions of policy and presents administrative difficulties. 

Section 605 of the National Service Life Insurance Act, as amended, provides 
for the establishment in the Treasury of a permanent national service life insur- 
ance trust fund, and the Secretary is authorized to invest such fund in interest- 
bearing obligations of the United States, or in obligations guaranteed as to 
principal and interest by the United States, and to sell such obligations for the 
purposes of the fund. This fund is available for the payment of liabilities under 
the insurance contract, including payment of dividends and refund of unearned 
premiums. 

The Federal securities in which the fund is presently invested pay 3-percent 
interest. In addition, loans with an interest rate of 4 percent are made on the 
permanent-plan insurance policies, which loans are fully secured by the reserve 
value of the policy in the trust fund. 

Under the provisions of this bill the Government in its capacity as trustee 
would use a portion of the trust fund for direct home loans earning 414 percent 
interest. While the fund apparently is guaranteed a continuation of the current 
interest yield it would be restricted as to the amount of interest received on 
direct loan investments which could be retained. If the Government as trustee 
is to invest a portion of the policyholders’ funds in home loans at 414 percent 
interest it would seem logical and equitable for the fund to receive the full 
amount of the interest on such loans less a reasonable deduction for the expenses 
incident to such investments. 

It is considered essential that the securities in which the fund is invested 
be of a type which can readily be liquidated in order to meet the obligations 
arising under the national service life insurance contracts, including the payment 
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of dividends. Although the bill provides for the investment of only 25 percent 
ef the’ fund’ in direet home loans; it is possible that the enactment: of this 
provision might serve as an undesirable precedent for encumbering a larger 
portion of the fund in a type of investment which cannot readily be liquidated. 

It should also be noted that if some of the national service life insurance 
funds are to be used to provide direct home loans under section 512 of the 
Servicemen’s Readjustment Act, the United States securities now held by the 
fund would have to be redeemed by the Treasury, either from present revenues 
or, if it is assumed that there is no surplus of such revenues at the present time, 
by borrowing in the open market. To put it another way, the Government has 
to raise money to redeem the national service life insurance securities before 
the fund has money available to be used for home loans. Thus it appears that 
it would be just as simple financially for the Government to make money available 
directly for the purpose of this bill as it would be for the Government to raise 
money to redeem national service life insurance securities so that the fund can 
make money available for such purpose. It is suggested that the committee may 
desire the comments of the Treasury Department on this and other aspects of 
the bill affecting its operation. 

While this bill apparently guarantees the fund a certain rate of interest on 
the average amount advanced, there appears to be no complete guaranty against 
losses of principal. The only provision for guaranteeing against losses of prin- 
cipal is the establishment of a reasonable reserve for payment of losses, which 
reserve is established out of the income derived each year. Thus, in the event 
of a situation of heavy defaults, there is no guaranty that there would be suffi- 
cient income to establish reserves to pay for losses. The national service life 
insurance fund is invested in the safest security that is available and no specu- 
lation is involved in the investment of the trust fund. In view of the provisions 
of the National Service Life Insurance Act which give absolute protection to the 
fund, it would be a marked departure to authorize the investment of the fund in 
obligations that are not fully guaranteed as to principal and interest. The 
legality of changing the investment provisions of the National Service Life Insur- 
ance Act is questioned, since all policies have been issued under the existing 
law and any losses to the fund as a result of this proposed legislation would 
adversely affect the interest of all policyholders in such trust fund. 

In connection with the proposal to raise the maximum direct loan amount 
from $10,000 to $14,000, as provided in section 2 of the bill, it should be noted 
that since the direct-loan program was authorized in 1950, there has been an 
increase of about 22 percent in the cost of residential construction, according 
to the Boeckh Index. Accordingly, it would seem more logical to increase the 
upper limit to $12,500 as is proposed in H. R. 4602 which was favorably reported 
by the Committee on Veterans’ Affairs of the House of Representatives on 
February 18, 1957. Since existing levels of construction costs and real-estate 
values in most of the presently eligible direct-loan areas are substantially lower 
than in the larger metropolitan areas, the need to increase the loan ceiling to as 
much as $14,000 might seem questionable. In this connection, the committee 
may be interested in the distribution of purchase prices involved in direct loans 
closed and disbursed during the 3 months ending January 31, 1957, as follows: 
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Section 3 of the measure provides that the Administrator shall commerce 
processing any direct-loan application as soon as received by him notwithstanding 
the immediate referral of such application to the Voluntary Home Mortgage 
Credit Program Committee for possible placement of the loan with a private 
lender. If the Veterans’ Administration is not notified by the VHMCP within 
20 days after transmittal of the application for placement of the loan, it shall 
complete the processing and grant or deny the direct-loan application. It should 
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be pointed out in this connection that the processing work which could probably 
be taken while a case is on referral to the VHMCP would be limited to a pre- 
liminary screening of the application to determine whether all necessary infor- 
mation was submitted and whether the case qualified for further consideration 
on a prima facie basis. The next steps in direct-loan processing would be the 
ordering of a credit report and an appraisal, but it is believed that these steps 
should be deferred until VHMCP placement efforts are concluded, because such 
processing would entail expenditure of the veterans’ funds which might prove 
to be unnecessary. If the information developed by VHMCP lenders shows that 
the loan would not qualify for a direct loan, no such expenditure would be 
justified. If, however, the VHMCP lender agrees to make a guaranteed loan, the 
credit report ordered by VA at the veteran’s expense would also be unnecessary. 
In view of the foregoing, the amount of time which would be saved in processing 
the loan as a result of concurrent processing by VA would be relatively small. 
The subject bill would also have the effect of reducing the VHMCP referral 
period from 20 work days (4 weeks) to 20 calendar days (just under 3 weeks). 
It is assumed that your committee will desire comment on the adequacy of the 
reduced referral period by officials of the voluntary home mortgage credit pro- 
gram. In connection with the purpose of the bill to eliminate delays in VHMCP 
processing, it may be observed that although complaints of such delays were 
prevalent during the early days of VHMCP, appropriate administrative action 
has already been taken to eliminate most delays. 

The cost of the subject measure to the Veterans’ Administration cannot be 
estimated with precision. It is not entirely clear whether the origination and 
servicing costs of direct loans made from national service life insurance funds 
are intended to be included among the “expenses of administration of this act 
otherwise payable by the United States under section 606.” In any event, how- 
ever, on the basis of experience to date with the direct loan program, and on 
the assumption of a continuation of reasonably favorable economic conditions, it 
would seem that interest earnings should be ample, on a long-range basis at least, 
to establish an adequate reserve for losses and, in addition, would be sufficient 
to cover any administrative costs for the making and servicing of additional 
loans authorized under the proposed bill. In this connection, it is to be noted 
that at the present time reserves of from 4 to 5 percent of the outstanding prin- 
cipal balance of direct loans have already been established. 

In view of the foregoing considerations, the Veterans’ Administration is un- 
able to recommend favorable consideration of S. 726, 85th Congress, by your 
committee. 

Advice has been received from the Bureau of the Budget that there would be 
no objection to the submission of this report to your committee and that the 
enactment of the proposed legislation would not be in accord with the program 
of the President. 

Sincerely yours, 
H. V. Hierry, Administrator. 


TREASURY DEPARTMENT, 
April 10, 1957. 
Hon. J. W. FULBRIGHT, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. CO. 


My DEAR MR. CHAIRMAN: Reference is made to your request for the views of 
this Department on S. 726, to provide that 25 percent of the national service life- 
insurance fund may be invested in making direct home loans to veterans; to 
increase the maximum loan entitlement of veterans under section 512 of the 
Servicemen’s Readjustment Act of 1944, and to expedite action on certain ap 
plications of veterans for direct home loans.” 

The Department is opposed to the provisions in the bill which would authorize 
the advancing of 25 percent of the amounts in the national service life-insurance 
fund to the Veterans’ Administrator for making direct loans under section 512 
of the Servicemen’s Readjustment Act. In the first place, the amounts in the 
fund are not idle, but are currently fully invested in special issues of Govern- 
ment securities. The use of these funds to make direct loans would require the 
Treasury to redeem the present investments in the fund. To raise this cash, 
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an equivalent amount of Treasury market borrowing would be necessary, thus 
adding to the pressure on available funds for private investment. We would be 
adding to the funds available for loans with one hand and taking away with 
the other. 

Secondly, the Department believes that the use of the funds as proposed in 
the bill would violate the established principles which have heretofore governed 
the investment of Federal trust funds, i. e., that they should be in United States 
Government securities. With this proposal as a precedent, pressure would be 
built up for similar relaxation of the investment policies of other Government 
trust funds, such as the Federal employees retirement fund, the unemployment 
trust fund, the Federal old-age and survivors insurance trust fund, and the 
railroad retirement account. 

The other provisions of the bill do not relate to the primary responsibilities 
of this Department and the Department has no comment to make with respect 
to their genera) merits. 

The Department has been advised by the Bureau of the Budget that there 
is no objection to the submission of this report to your committee and that the 
enactment of the proposed legislation would not be in accord with the program 
of the President. 

Very truly yours, 
(Signed) W. RanpoLpH BuRGEsS, 
Acting Secretary of the Treasury. 


Boarp oF GOVERNORS, 
OF THE FEDERAL RESERVE SYSTEM, 
Washington, D. C., February 7, 1957. 
Hon. J. W. FULBRIGHT, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 

Dear SENATOR FuLsRicHT: This is in response to your request of January 24 
for the Board’s views on 8S. 726, a bill whose major provision would make up to 
25 percent of the national service life insurance fund available for investment 
in direct home loans to veterans. 

In the Board’s view, this measure would increase inflationary forces in the 
economy, in particular by reducing the support credit and monetary policy re- 
ceives from fiscal and debt management policy. 

During the past year the Federal Government has been able to retire Federal 
debt held by financial institutions and the public. This repayment of debt has 
provided funds in a noninflationary manner to the capital markets. These funds 
have been available to meet the large private and State and local borrowing 
demands, including demands for mortgage financing. Under this bill, the Treas- 
ury will have to use perhaps as much as $1.4 billion to retire obligations held by 
the Fund, rather than debt held by financial institutions and the public. 

The most likely result of the bill, therefore, would be to reduce the supply of 
funds available in the private capital market and force interest rates to higher 
levels than would otherwise prevail. Even anticipation of a smaller amount of 
retirement of publicly held debt than is now budgeted, as a result of consideration 
of S. 726 and other bills of similar character, may produce some of this effect. 

It may be noted that, if the bill were enacted, the amount of additional funds 
available to veterans for home purchase would probably be less than the $1.4 
billion of direct loans provided for in the bill, since the amount available to 
nongovernmental lenders would be reduced. 

Senator Sparkman’s Subcommittee on Housing is considering the desirability 
of improving the competitive position of insured and guaranteed mortgages 
through greater flexibility in their interest rates. This appears to the Board to 
provide a more constructive approach to the problem than the bill under review, 
which would increase the problems of fiscal and debt management policy as well 
as of credit and monetary policy. 

Sincerely yours, 
C. CanBy BALpEerRstTON, Vice Chairman. 
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COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, D. C., March 12, 1957. 
Hon. J. W. FuLBRIGHT, 
Chairman, Committee on Banking and Currency, 
United States Senate. 

Deak Mr. CHAIRMAN: Further reference is made to your letter of January 24, 
1957, requesting our comments on 8S. 726. 

Section 1 of the bill would authorize the use of up to 25 percent of the national 
service life insurance fund to make direct home purchase or construction loans 
to veterans under section 512 of the Servicemen’s Readjustment Act of 1944, as 
amended, title 38, United States Code, section 694/. The bill would also, by 
section 2 thereof, increase the maximum loan under that section from $10,000 
to $14,000, and by section 3 would expedite the processing of such loans by the 
Veterans’ Administration by placing a limit of 20 days on the time action on 
loan applications could be deferred because of a referral to the National 
Voluntary Mortgage Credit Extension Committee for assistance in obtaining 
private financing. 

So far as sections 2 and 3 of 8S. 726 are concerned, we believe the matters 
proposed are for determination by the Congress. The increase in loan authority 
from $10,000 to $14,000 apparently is intended to take cognizance of increased 
costs since establishment of the initial limitation in 1950. We understand that 
the National Voluntary Mortgage Credit Extension Committee presently reports 
back to the Veterans’ Administration within 20 or 30 days on loan application 
referrals. However, in the case of other than negative reports, the committee 
advises only that a prospective private lender has been found. We have no 
knowledge as to the percentage of private loans which are actually made there- 
after as a result of bringing together the veterans and the interested lenders. 
If, as appears to be the intent of section 3 (b) of S. 726, the private lender 
must have made an actual loan commitment within 20 days from the date of 
referral, we believe the section would result in a cessation of referrals by the 
Veterans’ Administration. It may be noted that unless its existing authority 
is extended, the National Voluntary Mortgage Credit Extension Committee will 
terminate June 30, 1957. 

Section 1 of S. 726 would authorize the use of not more than 25 percent of the 
national service life insurance fund for making direct loans to veterans under 
section 512 of the Servicemen’s Readjustment Act of 1944, as amended. The 
fund now has approximately $5.6 billion, so that some $1.4 billion would thus 
be made available for direct loans to veterans. The bill would guarantee the 
fund against loss on amounts so loaned, and would also guarantee earnings on 
loans equal to those earned by the remaining invested portion of the fund. In 
the event the return on amounts loaned from the fund, after deduction for 
losses, exceeded the return on the remainder of the fund, such excess would be 
applied first toward the administrative costs of the national service life insurance 
program, and the remainder covered into miscellaneous receipts. It seems that 
the same result section 1 seeks to accomplish could be reached much more 
simply by increasing the amount the Administrator of Veterans’ Affairs is author- 
ized to borrow from the Treasury under section 513 of the Servicemen’s Read- 
justment Act of 1944, as amended, and we would favor such an approach rather 
than that proposed by S. 726. Since the fund is presently invested in Government 
obligations, money for loan purposes would have to be borrowed by the Treasury 
from the public in order to liquidate the Government obligations owned by the 
national service life insurance fund. Thus, it is necessary to borrow from the 
public whether loans are made from the insurance fund or directly under section 
512. For this reason we do not favor enactment of section 1 of S. 726. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 
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HousINnG AND HOME FINANCE AGENCY, 
OFFICE OF THE ADMINISTRATOR, 
Washington, D. C., March 14, 1957. 
Re S. 912, 85th Congress. 
Hon. J. W. FULBRIGHT, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 


DeaR Mr. CHAIRMAN: This is in further reply to your letter of January 30, 
requesting the views of this Agency with respect to S. 912, a bill to enlarge 
the special assistance functions of the Federal National Mortgage Association 
to include the purchase and the making of commitments to purchase of insured 
or guaranteed mortgages securing loans not exceeding $14,000 in principal 
amount which bear interest at a rate not in excess of 4%4 percent. 

8. 912 would add a subsection to section 305 of the National Housing Act 
which authorizes the special assistance functions of the Federal National 
Mortgage Association. The new subsection would authorize FNMA to make 
commitments to purchase or purchase, under its special assistance functions, 
any mortgage insured by FHA or guaranteed by VA after the bill is enacted, 
which has an original principal amount of $14,000 or less and on which the 
interest rate is 44% percent or less. The total amount of purchases or com- 
mitments would be limited to $3 billion outstanding at any one time. Also, 
FNMA would not be permitted to require a credit investigation with respect 
to any mortgage purchased under this subsection if such an investigation had 
been required previously by the FHA or VA. All mortgages purchased under 
the proposed subsection would have to be purchased for not less than 100 per- 
cent of the unpaid principal and accrued interest, and FNMA could not charge 
a fee of more than 1 percent for its service. 

This bill would completely alter the purpose and nature of the special as- 
sistance functions of FNMA as authorized by the Housing Act of 1954. Under 
the authority of the Housing Act of 1954 vested in the President, the special 
assistance function was to be utilized only for (1) selected types of home 
mortgages (pending the establishment of their marketability) originated under 
special housing programs designed to provide housing of acceptable standards 
at full economic costs for segments of the national population which are unable 
to obtain adequate housing under established home financing programs, and 
(2) home mortgages generally as a means of retarding or stopping a decline 
in mortgage lending and home-building activities which threatens materially 
the stability of a high level national economy. Furthermore, the President was 
to use the authority vested in him only “after taking into account (1) the con- 
ditions in the building industry and the national economy and (2) conditions 
affecting the home mortgage investment market, generally, or affecting various 
types or classifications of home mortgages, or both.” 

If S. 912 were to be enacted, the special assistance functions of FNMA would 
not be limited to assistance in the financing of special housing programs through 
mortgage loans, whose marketability had not yet been established or to retarding 
a decline in mortgage lending and home-building activities which threaten the 
stability of a high level economy. 

FHA-insured and VA-guaranteed mortgages in amounts of $14,000 or less cer- 
tainly have an established marketability. In 1955, almost 95 percent of the 
FHA-insured home mortgage loans were in amounts of $14,000 or less and it is 
safe to say that probably over 90 percent of the 253,000 home mortgages insured 
by FHA in 1956 were in that category. Based on the purchase price distribution 
of homes bought with VA-guaranteed home loans in 1956, it is estimated that 
about 80 percent of the 508,000 loans guaranteed by VA in 1956 were in amounts 
of $14,000 or less. 

It is true that due to competition for investment funds in our high level 
economy, many of the insured and guaranteed loans involved discounts during 
1956. It is for that reason that, within the framework of a free enterprise, 
competitive economy, it was found necessary to raise the maximum interest rate 
on FHA-insured home mortgage loans from 51% to 5 percent toward the end of 
1956, and the President has recommended a similar raise in the maximum 
interest rate on VA-guaranteed loans. If FNMA were required to purchase 
insured and guaranteed loans bearing a 4% percent interest rate at this time 
on FHA-insured home mortgage loans from 414 to 5 percent toward the end of 
loans, since the marketable value of such loans is presently several percentage 
points below par. 











50 HOUSING AMENDMENTS OF 1957 


The execution of the authority: proposed under S. 912 would not be in the 
interest of stability of a high-level economy, but, on the contrary, would tend 
to create instability. .The expansion of activities in business, commercial, and 
industrial construction, in highway construction, in school construction, and 
in other necessary public facility areas, as well as the start of almost 2% million 
new dwelling units in the last 2 years, has created a tight supply of many types 
of labor and materials required in construction and of long-term funds to 
finance such activities. The addition of $3 billion in credit purchasing power 
to be made available through FNMA under highly advantageous financing terms 
would add to the demands upon many of the already strained capacities of the 
construction and related industries and would result in inflationary price rises. 
The price rises would affect housing as well as other segments of the economy 
and the home buyers receiving loans from funds authorized under S. 912 might 
very well lose through price increases their gains from the subsidized home 
loans. 

The need for the Treasury to borrow an additional $3 billion would put addi- 
tional pressures upon an already tight money market, and interest rates on mort- 
gage and other loan funds from private sources would tend to rise. Moreover, 
FNMA support to maintain at par an interest rate which is below the market 
would before long exhaust the $3 billion proposed. 

Minor sections of the bill would establish unsound principles with respect to 
the operation of FNMA. Thus the proposed new subsection (g) (2) would pre- 
clude any credit investigation by FNMA with respect to FHA-insured or VA- 
guaranteed mortgages to be purchased where such an investigation had been 
required previously. This proposal overlooks the fact that the credit standing 
of a borrower or the value of the property may deteriorate between the time 
that a loan is insured by FHA or guaranteed by VA and the time that a mort- 
gage might be offered to FNMA for purchase. Indeed, the mortgage property 
may have been sold to another owner whose credit has not been investigated 
by the FHA or the VA or the mortgage may already be seriously in default. It 
would therefore be unwise from the viewpoint of maintaining a sound FNMA 
operation to require FNMA to purchase such mortgages without examination 
of the current status of the borrower or the property. It also would be unsound 
to limit the fees and charges which FNMA may impose to 1 percent of the prin- 
cipal amount of a mortgage, since there may be circumstances under which the 
FNMA cost for acquisition of the loan would exceed 1 percent. 

For the foregoing reasons, the Housing and Home Finance Agency strongly 
recommends that S. 912 not be enacted. 

Sincerely yours, 
ALBERT M. Coie, Administrator. 


VETERANS’ ADMINISTRATION, 
Mareh 15, 1957. 
Hon. J. W. FULBRIGHT, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 

Dear SENATOR FuLsricHtT: Further reference is made to your request for a 
report by the Veterans’ Administration on S. 912, 85th Congress, a bill to 
enlarge the special assistance functions of the Federal National Mortgage Asso- 
ciation to include the purchase and the making of commitments to purchase of 
insured or guaranteed mortgages securing loans not exceeding $14,000 in prin- 
cipal amount which bear interest at a rate not in excess of 414 percent. 

The purpose of this measure is to amend section 305 of the National Housing 
Act, as amended, to authorize the Federal National Mortgage Association, under 
its special assistance functions, to make commitments to purchase and to pur- 
chase, service, or sell home mortgages insured by the Federal Housing Admin- 
istration under title II of the National Housing Act or guaranteed by the Vet- 
erans’ Administration under the Servicemen’s Readjustment Act. To be eligible 
for purchase, however, such mortgages must (1) be insured or guaranteed after 
the date of enactment of the measure, (2) secure an original principal obligation 
of not over $14,000, and (3) bear an interest rate not in excess of 414 percent per 
annum. It is further provided that the purchases by the FNMA under the pro- 
posal would be at par and that the total amount of purchases and commitments 
so authorized may not exceed $3 billion outstanding at any one time. Further- 
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more, the FNMA shall not require a credit investigation with respect to. any 
such mortgage if an investigation has been required previously by the Federal 
Housing Administration or the Veterans’ Administration in connection with the 
insurance or guaranty thereof. <A ceiling of 1 percent of the unpaid principal 
amount of the mortgage is prescribed for the fees and charges which may be im- 
posed by the FNMA on the seller of such mortgage. 

In connection with the purpose of the proposed measure to provide funds for 
the par support of GI home loans, it may be stated that the lack of activity on 
the part of private investors concerning such loans is basically attributable to the 
fact that the present 41% percent interest rate is not competitive with alternative 
investments in the existing mortgage market. It is believed, accordingly, that 
the most feasible solution to the problem of GI loan financing at the present time 
would be for the Congress to authorize an increase in the interest rate on GI 
loans to 5 percent, as recommended by the President in his annual budget 
message. 

It seems evident that the channeling of up to $3 billion of additional mortgage 
funds into the purchase of GI and FHA 4%-percent loans at par, as proposed by 
this measure, would result in some veterans finding it easier to obtain financing in 
the areas where such funds are made available. Notwithstanding this fact, 
however, there is a serious question as to the overall fiscal desirability of provid- 
ing special supports, rather than of permitting Government guaranteed or insured 
home loans to carry a competitive interest rate, thus permitting them to find 
their own level in a free market. It is presumed that your committee will desire 
the views of the Treasury Department with respect to this measure. 

Parenthetically, it is noted that, on page 2, line 2. of the bill. reference is made 
to title “V” of the Servicemen’s Readjustment Act whereas the correct reference 
is title “III.” 

The cost of this measure to the Veterans’ Administration would be in direct 
proportion to the number of loans that would be made as a result of the authori- 
zation that would not otherwise be made as guaranteed loans by private lenders. 
For every $1 billion of additional Veterans’ Administration guaranteed loans 
made as a result of the provisions of this bill, the Veterans’ Administration would 
be called upon to process approximately 80,000 loans for guaranty that would 
not otherwise be submitted. Past experience has shown that the average cost 
per loan is about $25, so that the cost of processing 80,000 loans would be about 
$2 million. However, if it is assumed that the loans which would be purchased 
with the facilities of this bill would otherwise be made but retained in the invest- 
ment portfolios of private lenders, it would be improper to attribute any increased 
cost to the Veterans’ Administration as resulting from this bill. 

In view of the foregoing considerations, the Veterans’ Administration is un- 
able to recommend favorable consideration of S. 912 by your committee. 

Advice has been received from the Bureau of the Budget that there would be 
no objection to the submission of this report to your committee and that the 
enactment of the proposed legislation would not be in accord with the program 
of the President. 

Sincerely yours, 
H. V. Hietey, Administrator. 


TREASURY DEPARTMENT, 
April 10, 1957. 
Hon. J. W. FuLsricur, 
Chairman, Committee on Banking and Currency, 
United States Senate, 
Washington, D. C. 


My Dear Mr. CHAIRMAN: Reference is made to your request for the views of 
this Department on S. 912, to enlarge the special assistance functions of the 
Federal National Mortgage Association to include the purchase and the making 
of commitments to purchase of insured or guaranteed mortgages securing loans 
not exceeding $14,000 in principal amount which bear interest at a rate not in 
excess of 414 percent. 

The bill would authorize the FNMA, under its special assistance functions, to 
purchase at par $3 billion in mortgages insured or guaranteed in the future 
under title Il of the National Housing Act or title V of the Servicemen’s Read- 
Justment Act, respectively, which secure loans not exceeding $14,000 in principal 
and bear interest at a rate not in excess of 414 percent. The Department is of 
the view that any substantial expansion of the FNMA special assistance function 
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to provide for a significant volume of purchases of home mortgages at par rung 
counter to the purpose of the FNMA secondary market function which provides 
for the purchase of mortgages “within the range of market prices.’ In this 
regard, the Department favors the provisions of title I of S. 1609, the admin- 
istration bill, which would provide flexibility with respect to prices at which 
mortgages could be purchased under the special assistance functions. The 
Department also feels that the increases in authorizations that would be provided 
under title I of S. 1609 are adequate at this time and that the increases that 
would be provided by S. 912 are unnecessary. 

The Department has been advised by the Bureau of the Budget that there 
would be no objection to the submission of this report and that the proposed 
legislation would not be in accord with the program of the President. 

Very truly yours, 
(Signed) W. RANDOLPH BUuRGEssS, 
Acting Secretary of the Treasury. 


BoArpD OF GOVERNORS OF THE 
FEDERAL RESERVE SYSTEM, 
Washington, April 10, 1957. 
Hon. J. W. FULBRIGHT, 
Chairman, Senate Banking and Currency Committe, 
United States Senate, Washington, D. C. 

DEAR SENATOR FULBRIGHT: This is in response to your request for the views 
of the Board of Governors on §8. 912. This bill would authorize the Federal 
National Mortgage Association to purchase, or commit to purchase, at par, 
$3 billion of mortgage loans insured under title II of the National Housing Act 
or guaranteed under the Servicemen’s Readjustment Act. Eligible loans would 
bear interest at no more than 414 percent per annum, and would be no larger than 
$14,000. 

In effect, this is a plan for the Treasury, acting through the Federal National 
Mortgage Association, to make direct mortgage loans on terms that are out of 
touch with market realities. If enacted, it would add $3 billion to Treasury 
cash expenditures, to Treasury borrowing, and to the public debt. The dis- 
advantages of this approach of Federal assistance to housing are discussed in 
more detail in Mr. Riefler’s statement before the Subcommittee on Housing of the 
House Banking and Currency Committee, a copy of which is attached, and 
in my statement to the Housing Subcommittee of your committee (see p. 269). 

For these reasons, the Board believes the bill should not be enacted. 

Sincerely yours, 
(Signed) Wwa. McC. Martin, Jr. 


STATEMENT OF WINFIELD W. RIEFLER, ASSISTANT TO THE CHAIRMAN, BOARD OF 
GOVERNORS OF THE FEDERAL RESERVE SYSTEM, SUBCOMMITTEE ON HOUSING OF THE 
HousE BANKING AND CURRENCY COMMITTEE, MARCH 4, 1957 


Mr. Chairman, the volume of home mortgage debt now totals about $100 bil- 
lion. It is about equal in size to long-term corporate debt, and over three times 
as large as consumer installment debt. It is more than one-third the size of our 
gigantic Federal Government debt. 

Most of the growth of private debt has occurred since the war. In the past 
decade, home mortgage debt has grown by $76 billion, long-term corporate 
debt by $60 billion, and consumer installment debt by $27 billion. During the 
same period, Federal Government debt increased by only $17 billion. 

During 1956 alone, home mortgage debt grew $11 billion, long-term corporate 
debt $9 billion, consumer installment debt $214 billion, while Federal Government 
debt declilned $4 billion. The growth in home mortgage debt during 1956 was 
much larger than for any other year except 1955 when it grew by $12 billion. 

Home mortgage lending is costly as compared with most other types of long- 
term investment. Considerable prior analysis of each transaction is necessary 
before a lender can decide whether or not a property has sufficient long-range 
value to justify a mortgage loan of the amount sought as well as whether 
or not the prospective borrower qualifies as a credit risk Furthermore, elab- 
orate processing is necessary before a mortgage is legally recorded. Over the 
life of the loan the regular monthly payments must be serviced by a re 
sponsible agent. In view of the sheer magnitude of the volume of home mort- 
gage loans placed and outstanding, it is evident that the personnel engaged 
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in home mortgage lending is large and that effective contacts with the great 
pools of private savings have been established and maintained. 

In view of these well-established market relationships and the further fact 
that the supply of savings continues very large, it follows that any diminution of 
the volume of funds currently placed in home mortgages must be accounted for 
by 1 or more of the following 4 factors: 

: 1. A diminution in demand for home-mortgage financing. 
2. An increase in risk exposure making lenders more cautious in com- 
mitting savings to home-mortgage investment. 
3. A growth in competing demands to borrow the savings that might 
otherwise be invested in home moratgages. 
4. The interposition of barriers that prevent savings from flowing into 
certain sectors of the home-mortgage market. 

Now, consider the situation with respect to these four factors. Diminution 
of demand for home-mortgage financing, if it were occurring, would reflect 
either (a) overbuilding in particular areas, (b) consumer resistance to a rise 
in building bosts, (c) consumer resistance to the down-payment requirements 
or other mortgage-lending terms, or (d@) some combination of these developments. 
While a combination of these influences is operating currently to some extent 
in individual localities, available evidence clearly indicates that the overall 
demand for home-mortgage financing remains high and in excess of actual mort- 
gage transactions. 

The risk exposure factor is always present and at times operates powerfully 
to affect the flow of home-mortgage funds. It is doubtful, however, whether 
risk exposure is a ruling consideration under current market conditions. Recent 
default and loss experience of lenders engaged in mortgage financing has been 
most favorable. Furthermore, the recent drop in new mortgage commitments 
is concentrated almost wholly in the Federally sponsored home-mortgage insur- 
ance and guaranty programs which involve a minimum of risk to the lender. 
The volume of funds flowing into conventional home-mortgage financing, where 
the lender assumes all the risk, has not diminished. 

A growth in competing demands to borrow the savings that might otherwise 
be invested in home mortgages is clearly evident in the present situation. De- 
mands for savings to finance industrial growth, expansion of public utility and 
commercial facilities, instalment and consumer purchases, roads, schools and 
other public works have mounted greatly in the past 2 years. In the aggregate, 
including home mortgage financing, these demands have exceeded the supply 
of current savings, large as it has been. This has caused a rise in interest rates. 
In the last 2 years, rates on Government bonds have risen about 1 percentage 
point, on high-grade State and municipal securities about 1 percentage point, 
on high-grade corporate bonds 85 basis points, and on conventional home mort- 
gages about 1 percentage point. 

Barriers that impede the free flow of savings into certain sectors of the 
mortgage market, notably into the federally sponsored home mortgage program, 
have tended to appear in recent years. As the demand for funds in other areas 
has grown, lenders have been able to secure a higher net return on loans they 
considered of equal quality by lending on conventional residential and commercial 
mortgages, industrial bonds, and similar investment media. The 4% percent 
ceiling rates that formerly prevailed on both FHA and VA home mortgages 
gradually became a barrier to the ability of borrowers using these programs to 
compete with other borrowers for the savings that were available. For a time, 
competition was maintained through resort to discounts which had the effect of 
providing a higher gross yield to the lenders than the 414 percent rate stated 
on the face of the mortgage. The workability of this mechanism diminished 
as the 444 percent ceiling got further and further out of line with competitive 
rates in other lending areas. 

The total volume of VA-financed home mortgages was over $7 billion in 1955, 
and nearly $6 billion in 1956. So long as the present relationship between demands 
for and the suply of new savings prevails, there is no possibility that lenders 
will invest at anything approaching this rate in VA mortgages subject to a 4%, 
percent ceiling. The problem before this committee, as I understand it, is to 
explore the bearing of this fact on the future flow of funds available for home 
mortgage lending. Specifically, your committee wants to find out whether or 
not there is any practical alternative to lifting the ceiling rate which has become 
a barrier to the flow of new savings into the VA segment of the mortgage market. 
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No. 1 of the three suggestions thus far advanced—(1) an increase in direct 
VA loans, (2) an inerease in FNMA operations, or (3) absorption of VA mort- 
gages in the Government trust funds—will increase the flow of private savings 
into VA mortgages. None of these proposals operates to encourage new sav- 
ings, i. e., to increase the total flow of funds from which all demands for long-term 
investment must be met. All three, furthermore, require that the Federal Goy- 
ernment borrow in the market more than it would otherwise borrow. This addi- 
tional borrowing by the Treasury would not only be inflationary but would 
tend to raise market rates of interest further and thus increase the barrier 
that is already impeding the flow of private investment funds into VA mortgages, 
These programs would, of course, make funds available up to the limits provided 
in the legislation, and in some cases would help certain individuals to pur- 
chase homes. To the extent that already existing VA mortgages were acquired 
from institutions, however, it might simply provide those institutions with 
funds to lend in other markets. Hence, tracing the effects of these proposed 
programs, we find that under them the Federal Government would have assumed 
large additional responsibilities, without, in the end, restoring the market for 
VA mortgages. 

In view of the tentative decision to maintain the 4%4-percent ceiling rate on 
VA mortgages, it is evident that the adequacy of a continued flow of new 
savings into the home-mortgage market will depend on either or both of the 
following developments: 

(a) A further increase in the volume of lending on conventional mortgages. 
This may come about since these mortgages can compete freely yieldwise for 
limited savings with other demands for borrowing. 

(b) A revival of home mortgage financing through FHA. If the FHA estab- 
lishes rates and charges that permit home mortgages covered by its insurance 
to compete with other investment for savings, this may well represent the 
channel through which a large part of the adjustment will be made. 


Housing AND HoME FINANCE AGENCY, 
OFFICE OF THE ADMINISTRATOR, 
Washington, D. C., March 14, 1957. 
Re S. 929, 85th Congress 
Hon. J. W. FULBRIGHT, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 

Dear Mr. CHAIRMAN: This is in further reply to your request fer the views 
of this Agency with respect to S. 929, 85th Congress. This bill would provide 
that all residential mortgage loans guaranteed under title V of the Servicemen’s 
Readjustment Act of 1944 or insured under section 203 of the National Housing 
Act shall involve the minimum downpayment and the maximum maturity per 
mitted by the Veterans’ Administration or the Federal Housing Administration 
unless the borrower certifies that the downpayment and the maturity are in 
accordance with his wishes. 

The Housing Agency recommends against the enactment of this bill. We 
believe that its enactment would not actually operate to assist persons desiring 
to purchase or construct a home with FHA- or VA-aided financing. Undoubt- 
edly, a borrower who presently accepts a mortgage loan with a larger down- 
payment or a shorter maturity than is permitted by VA or FHA regulations, 
does so either because he desires to avoid unnecessary interest charges or be 
cause he is unable to obtain more liberal terms from other lenders. In the 
latter case, the terms obtained are the most liberal which the lender is willing 
to make in the current mortgage market. Thus, as a practical matter, the net 
effect of the legislation would be to add one more paper to the routine processing 
by lending institutions of VA- and FHA-aided mortgage loans. 

Sincerely yours, 
ALBERT M. CoLe, Administrator. 
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VETERANS’ ADMINISTRATION, 
March 15, 1957. 
Hon. J. W. FuLericut, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 

Dear SENATOR FULBRIGHT: Further reference is made to your request for a 
report by the Veterans’ Administration on S. 929, 85th Congress, “A bill to pro- 
tect borrowers against excessive cash requirements and minimum terms in the 
case of home loans guaranteed under title V of the Servicemen’s Readjustment 
Act of 1944, or secured by mortgages insured under section 203 of the National 
Housing Act.” 

The purpose of this measure, apparently, is to induce lenders to make loans 
for the purchase or construction of homes with the most liberal downpayment 
and maturity terms permitted by the law and regulations governing the guaranty 
of loans by the Veterans’ Administration or the insurance of loans by the 
Federal Housing Administration, respectively. The bill would specify that, 
unless such minimum downpayment and maximum maturity are provided in 
the loan terms, or unless the veteran borrower certifies that the loan terms 
are in accord with his wishes, the loan may not be guaranteed by the Veterans’ 
Administration or insured by the Federal Housing Administration, as the case 
may be. 

At the present time the maximum maturity period permitted by law and regu- 
lations on GI home loans is 30 years and, since July 31, 1955, the minimum 
cash downpayment required of veteran purchasers, by regulations promulgated 
pursuant to section 504 (a) of the Servicemen’s Readjustment Act, is 2 percent. 
of the purchase price of the property. 

It should be noted in connection with the purpose of the proposed legis- 
lation that a lender is free to make or not make loans for guaranty by the 
Veterans’ Administration and that the lender may require whatever down- 
payment is considered proper and restrict the term of any loan to less than 
30 years. In such circumstances the veteran would be confronted with the 
choice of accepting the amount and term offered by the lender or seeking else- 
where for a loan. If a more favorable loan is not forthcoming the average 
veteran will in all probability make the required certification and accept the 
lender’s terms, since the alternative would be no loan at all. It would seem 
that in view of this practical situation it is very doubtful if any tangible benefits 
would result from the subject proposal. 

Parenthetically, it is noted that on page 1, line 5, of the bill, reference is 
made to title V of the Servicemen’s Readjustment Act, whereas the correct 
statutory reference is title III. 

In view of the foregoing the Veterans’ Administration is unable to recom- 
mend favorable consideration of S. 929 by your committee. 

Advice has been received from the Bureau of the Budget that there would 
be no objection to the submission of this report to your committee. 

Sincerely yours, 
H. V. Hiertey, Administrator. 





Housing AND HOME FINANCE AGENCY, 
OFFICE OF THE ADMINISTRATOR, 
Washington, D. C., Mareh 14, 19357. 
Hon. J. W. FuLsricut, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D.C. 


DeEaR Mr. CHAIRMAN: This is in further reply to your letter of February 8 
Tequesting the views of this Agency with respect to S. 1090, a bill to extend 
the time for disposal of a certain war-housing project to the housing authority 
of the town of Wethersfield, Conn. 

The property in question was the subject of a special provision of the Housing 
Act of 1954 (sec. 810), authorizing its sale to the local housing authority at fair 
market value, to be paid for within 30 years, with interest on the unpaid balance 
up to 5 percent. On January 1, 1957, the project became subject to a general 
provision of the Lanham Act requiring that permanent Lanham housing not 
sold by that time must be advertised and sold as expeditiously as possible to 
the highest responsible bidder (unless all bids submitted are at less than fair 
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market value, in which case the property may be disposed of by negotiation), 

The above bill, S. 1090, would suspend the requirement of competitive sale 
as to the project until July 1, 1957, and would permit its sale to the local 
housing authority until that time under the special provisions of the 1954 act. 

On January 31, 1957, representatives of the local housing authority and of 
the Public Housing Administration (acting for this Agency) agreed upon 
the terms under which the project would be sold to the housing authority if 
the necessary enabling legislation is enacted. It was agreed that the sale 
would be on the basis of a purchase price of $500,000 with interest on any 
unpaid amount thereof at the rate of 4% percent per annum. No downpay- 
ment would be required nor would any payments toward principal and interest 
be made during the first year following the date of sale. The first year’s 
interest amounting to $22,500 would be added to the purchase price and the 
total amount of $522,500 would be secured by a purchase-money mortgage. This 
mortgage would be payable in 347 monthly installments of $2,542 per month, 
beginning in the 13th month after the date of closing, to be applied first to 
interest accrued and unpaid and then toward principal, with a balance of 
about $108,000 payable on or before 30 years from the date of closing. The 
housing authority will be required to furnish insurance in accordance with 
the customary policy of the agency and the terms of settlement will provide 
for proration of income and expenses (including payments in lieu of taxes). 
The local authority will be required to defray the usual and ordinary costs 
of recordation. 

The PHA has been negotiating with the housing authority for the sale of 
this project for over a year and one-half and believes that if the housing 
authority cannot meet, within the reasonable time prescribed in the bill, the 
liberal terms PHA has now approved the project should be otherwise dis- 
posed of. 

We believe that, as this legislation is temporary and pertains to a particular 
project, it should not be included in the permanent Lanham Act, but should be 
independent legislation. For this purpose, a substitute draft bill is enclosed. 

Sincerely yours, 
ALBERT W. Coie, Administrator. 


A BILL To extend the time for disposal of a certain war-housing project to the housing 
authority of the town of Wethersfield, Conn. 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That notwithstanding the provisions of section 
614 of the act entitled “An act to expedite the provision of housing in connection 
with national defense, and for other purposes,” approved October 14, 1940, as 
amended, the Housing and Home Finance Administrator is authorized to sell 
and convey war-housing project CONN-6029 to the housing authority of the 
town of Wethersfield, Conn., pursuant to the provisions of section 810 of the 
Housing Act of 1954, as amended, until midnight of July 1, 1957. 


HOUSING AND HOME FINANCE AGENCY, 
OFFICE OF THE ADMINISTRATOR, 
Washington, D. C., March 14, 1957. 
Re 8S. 1230, 85th Congress. 
Hon. J. W. FULBRIGHT, 
Chairman, Committee on Banking and Currency, 
_ United States Senate, Washington, D. 0. 

Drak Mr. CHAIRMAN: This is in further reply to your request for the views 
of this Agency with respect to S. 1230, a bill to authorize the Housing and Home 
Finance Administrator to provide urban planning fellowships. This bill would 
authorize annual appropriations of $500,000 for a 3-year period beginning on 
or after July 1, 1957, to be used by this Agency for fellowships for graduate 
training in urban planning and related fields. 

There is a great need for additional technicians in the fields related to urban 
planning. Scholarship funds for the graduate training of such technicians 
would therefore be helpful. However, we do not believe that such a program 
should be federally financed. If the Congress desires to give consideration to 
the proposal, it should be noted that it raises a number of questions. One is 
whether it should encompass other technical and scientific fields in which the 
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shortages are equally serious. Another question is whether the scholarships 
should cover only tuition, laboratory fees, and textbooks or whether they should 
also cover all or some living expenses. These are matters concerning which the 
National Science Foundation and the Department of Health, Education, and 
Welfare are in a better position to advise the Congress than is the Housing 
Agency. 

We have noted also that a half million dollar a year authorization (if the 
scholarship aid were to exclude living expenses) could provide for over 500 
additional students each year. The National Science Foundation; the Depart- 
ment of Health, Education, and Welfare; and the technical schools themselves 
should be consulted as to the number of additional students who can be ab- 
sorbed during each of the coming 3 years by available facilities at the graduate 
level without an undesirable diminution of educational standards. 

Sincerely yours, 
ALBert M, Core, Administrator. 


DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE, 
March 27, 1957. 
Hon. J. W. FULBRIGHT, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 


Dear Mr. CHAIRMAN: This letter is in response to your request for a report 
on S. 1230, a bill to authorize the Housing and Home Finance Administrator 
to provide urban planning fellowships. 

The bill authorizes the appropriation of $500,000 annually for a 3-year period 
beginning July 1, 1957, for graduate fellowships in urban planning and related 
fields. This program of fellowships would be administered by the Housing 
and Home Finance Administrator and successful fellowship holders could attend 
public and private nonprofit institutions of higher education. 

This Department has no information which would justify singling out fellow- 
ships in this particular field for Federal financial support. We would not, how- 
ever, object to the bill if in the judgment and special knowledge of the Housing 
and Home Finance Agency its enactment were deemed essential to the accom- 
plishment of the objectives of some program or programs for which that Agency 
is responsible. We understand that the Housing and Home Finance Agency has 
advised you that it does not believe that such fellowships should be federally 
financed. In the light of their position and our own lack of information which 
would justify the bill, we are unable to recommend its enactment. 

The Bureau of the Budget advises that it perceives no objection to the sub- 
mission of this report to your committee. 

Sincerely yours, 
B. L. RIcHARDSON, 
Acting Secretary. 


HovusING AND HOME FINANCE AGENCY, 
OFFICE OF THE ADMINISTRATOR, 
Washington, D. C., March 29, 1957. 
Re S. 1479 and S. 1515, 85th Congress 
Hon. J. W. FULBRIGHT, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 

DEAR Mr. CHAIRMAN: This is in reply to your requests of March 11 for the 
views of this Agency concerning two bills: S. 1479, a bill “to authorize the 
transfer of certain housing projects to the city of Decatur, Ill, or the Decatur 
Housing Authority,” and S. 1515, a bill “to provide for the conveyance of certain 
housing projects owned by the United States to the housing authority of the 
city of Decatur, Il.” 

The bills contain almost identical provisions for the disposition of two war- 
housing projects in Decatur, Ill., known as the North Jasper Homes, and num- 
bered ILL-11218 and ILL-11219, respectively. They would provide that, not- 
withstanding any prior administrative determination made under existing pro- 
visions of law, the projects shall be deemed to be temporary in character, and 
shall be sold as such to the city or to the housing authority of Decatur (in the 
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ease of S. 1515, to the housing authority only). S. 1479 would require con- 
sideration to be paid in an amount equal to the market value of the land ex- 
eluding improvements made by the United States. §. 1515 would require con- 
sideration no greater than that amount. The housing in question consists of 
demountable structures. As such, it was required by law to be classified, as 
either permanent or temporary, after consultation with the community affected. 
In conformity with this requirement, and with a resolution of the city council 
of Decatur dated December 14, 1950, the Public Housing Administration deter- 
mined that the projects were permanent in character and suitable for disposition 
by sale on site. Although the power to classify demountables expired on 
December 31, 1950, the PHA recently reexamined its determination at the re- 
quest of the chairman of the State housing board of Illinois, and of Members of 
Congress on behalf of the city and the housing authority of Decatur. The re- 
examination confirmed the correctness of the original determination. 

As of September 6, 1956, the total value of the projects, based on the ap- 
praisals of 2 independent real-estate experts, was $500,000, of which $400,000 
was for the structures and $100,000 for the land. The effect of the bills would 
therefore be to authorize the sale of the property at one-fifth of market value. 

This Agency has uniformly opposed similar requests from other communities 
wishing to purchase war housing projects for the value of the underlying land 
alone. We would recommend that the present bills not be enacted since they 
would single out one community for this privilege, which in this case would be 
the equivalent of a Federal grant of $400,000. 

I have been advised by the Bureau of the Budget that there would be no 
objection to the submission of this report. 

Sincerely yours, 
ALBERT M. Coe, Administrator. 





HousiInG AND HOME FINANCE AGENCY, 
OFFICE OF THE ADMINISTRATOR, 
Washington, D. C., March 21, 1957. 
Re S. 1531, 85th Congress 
Hon. J. W. FULBRIGHT, 
Chairman, Committee on Banking and Currency, 
United Stutes Senate, Washington, D. C. 

Dear Mr. CHAIRMAN: This is in reply to your letter of March 11 requesting 
the views of this Agency with respect to S. 1531, a bill to provide for the convey- 
ance of certain property under the jurisdiction of the Housing and Home Finance 
Administrator to the State of Louisiana. 

Under the provisions of this bill, the Housing and Home Finance Administrator 
would be directed to convey projects LA-16011 and 16012 to the State of Louisiana 
in consideration of a payment of $300,000 payable in 3 equal annual installments. 
The provisions of the act, however, would be effective only if the first installment 
is paid before January 1, 1958. 

These projects were constructed early in World War II by the Federal Works 
Agency under the provisions of the Lanham Act on land leased from the State 
of Louisiana to provide dwelling accommodations for military personnel. They 
were designed to permit eventual conversion to hospital use. A lease agreement 
with the State was made in 1941 for a 5-year period, with an option in the 
Federal Government to purchase the land after expiration. The Federal Govern- 
ment has retained its option but, since the State has been negotiating for the 
purchase of the dwelling units fer several years, it has withheld acquiring the 
land pending the outcome of the negotiations. 

The State was unable to arrange for the provision of the necessary funds with 
which to purchase the housing before the enactment of the preference require- 
ments in the Housing Act of 1950 for the sale of permanent housing. With the 
advent of the Korean emergency, these projects were included in a disposition 
freeze order. They were not released for disposition until May 1953. Because 
of the State’s continued interest in the transfer of these projects, we deferred 
disposing of them under section 607 of the Lanham Act. 

On August 4, 1955, Public Law 235, 84th Congress, was enacted authorizing 
disposition under terms identical with the bill under consideration, but condi- 
tional upon the payment of the first installment of $100,000 within 6 months of 
enactment. Funds for the payment were not available within that period, and 
an extension was requested to permit the enactment of the necessary State 
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the time to August 4, 1956. The necessary State legislation was thereafter 
passed by the legislature, but was vetoed by the Governor. 

Representatives of the State have since proposed that the Public Housing 
Administration accept payment of an amount equal to the first installment upon 
the condition that the money be held by the PHA pending action of the legislature 
and the Governor this session (May-June 1957) and be returned to the State if 
the necessary statute is not enacted. This proposal is acceptable to PHA. 

We have no objection to an extension of time to permit this proposal to be 
earried out. However, 2 months after enactment of the bill would appear to be 
ample for the payment of the first installment since the State is now ready to 
make this first payment in accordance with its proposal. We would therefore 
recommend that the words “paid before January 1, 1958” in section 2 of the 
pill be amended to read “paid within 2 months after the date of approval of this 
act.” 

We would recommend also that the bill provide that payments in lieu of taxes 
not be made for any period after actual delivery of possession to the State of 
Louisiana, even though bare title is retained for security purposes until full 
payment of the consideration. The following addition to the bill is suggested 
for this purpose: 

“Sec. 3. Payments in lieu of taxes, pursuant to section 306 of the said Act 
of October 14, 1940, as amended, shall be made only for the pro rata period of 
the tax year preceding the date of delivery of possession of said projects to the 
State of Louisiana.”. 

Apart from the provisions of the bill, the disposition of the projects would be 
governed in particular by sections 607 and 614 of the act of October 14, 1940. We 
would suggest, in the interest of clarity, that these provisions be expressly 
mentioned in the opening phrase of the bill. The following amendments to the 
bill would accomplish this change: 

Page 1, line 3, immediately after the words “the provisions of”, insert the words 
“sections 607 and 614 of the Act entitled ‘An Act to expedite the provision of 
housing in connection with national defense, and for other purposes’, approved 
October 14, 1940, as amended (42 U. S. C. 1521, and the following), or”. 

Page 1, line 7, insert the word “said” before the word ‘“‘Act’’. 

Strike all of page 1, lines 8 through 10 and the words “and the following),” on 
page 2, line 1. 

We have been advised by the Bureau of the Budget that it has no objection 
to the submission of this report. 

Sincerely yours, 
ALBERT M. Cor, Administrator. 


Hovusinc AND HOME FINANCE AGENCY, 
Washington, D. C., March 29, 1957. 
Re S. 1553, Sith Congress. 
Hon. J. W. FuLericHt, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 

Dear Mr. CHAIRMAN: This is in reply to your letter of March 13 requesting 
the views of this Agency with respect to 8S. 1553, a bill to increase by $200 million 
the borrowing authority of the Housing and Home Finance Agency for purposes 
of making loans for college housing. 

Subsequent to your letter of March 13, this Agency presented testimony at hear- 
ings of the Subcommittee on Housing with respect to S. 1609 and other housing 
legislation. At that time we recommended that our college housing loan authori- 
zation be increased by $150 million, as provided in 8. 1609, and explained that 
such increase, with the estimated balance of the existing authorization at the 
end of this fiscal vear, would be adequate for new commitments during fiscal 
year 1958. Accordingly, this Agency is opposed to a $200 million increase in 
such authorization, as provided in S. 1553, and recommends that the bill not 
be enacted. 

Sincerely yours, 
Apert M. Coie, Administrator. 
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TREASURY DEPARTMENT, 
April 10, 1957. 
Hon. J. W. FuLsricuHt, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 

My Dear Mr. CHAIRMAN: Reference is made to your request for the views of 
this Department on S. 1553, to increase by $200 million the borrowing authority 
of the Housing and Home Finance Agency for purposes of making loans for 
college housing. 

Section 401 of S. 1609, the administration bill relating to housing, would in- 
crease the borrowing authority of the Housing and Home Finance Administrator 
from the Secretary of the Treasury for the purpose of making loans for college 
housing by $150 million, from $750 million to $900 million. The Department 
recommends that the increase be limited to the amount contained in S. 1609, 
The Department also believes that the change in the interest rate on college 
housing loans that would be provided by 8. 1609 would make more money in 
the private market available for such loans and would reduce to that extent 
the amount of Federal financing that would be necessary for making such loans, 

The Department has been advised by the Bureau of the Budget that there is 
no objection to the submission of this report to your committee. 

Very truly yours, 
(Signed) W. RANDOLPH BurGEss, 
Acting Secretary of the Treasury. 


DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE, 
April 10, 1957. 
Hon. J. W. FULBRIGHT, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 

DeaR Mr. CHAIRMAN: This letter is in response to your request of March 18, 
1957, for comments on §. 1553, a bill to increase by $200 million the borrowing 
authority of the Housing and Home Finance Agency for purposes of making 
loans for college housing. 

The bill would amend section 401 (d) of the Housing Act of 1950, as amended, 
by striking out “$750 million” and inserting in lieu thereof “$950 million.” 

Office of Education projections of college and university enrollments show 
that enrollments may be expected to increase by one-third by 1960, and to more 
than double by 1970. A preliminary report by the President’s Committee on 
Education Beyond the High School has indicated that present college enroll- 
ments may be tripled by 1970. There is no doubt as to the need for funds to 
construct facilities required in order that institutions of higher education may 
serve their purposes and meet these tremendous demands that confront them. 

The Office of Education is conducting a college and university facilities sur- 
vey involving the 1,855 colleges and universities in the United States which 
is expected to provide definitive data regarding all physical facilities constructed 
on college and unversity campuses during the last 5 years and planned for the 
next 15 years. Although the survey will not be completed until the end of the 
current fiscal year, preliminary indications are that large sums of money will be 
required to construct the housing facilities which the colleges and universities 
are planning and which they must provide in the immediate future. These insti- 
tutons, owing to the rapid increases in enrollments and expansion of their pro- 
grams, are confronted with difficult financial problems. 

In view of the existing need for the type of assistance afforded by the college 
housing program, this Department favors an increase in the present borrowing 
authority of the Housing and Home Finance Agency for that purpose. However, 
we defer to that agency on the question of the amount by which the existing au- 
thorization should be raised, and on the kindred question of the extent to which 
the need may be met through encouraging private financing by modification of 
the interest rate on loans as proposed in the administration bill, S. 1609. 

The Bureau of the Budget advises that it perceives no objection to the sub- 
mission of this report to your committee. 

Sincerely yours, 
(Signed) M. B. Foisom, 
Secretary. 
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HOUSING AND HOME FINANCE AGENCY, 
OFFICE OF THE ADMINISTRATOR, 
Washington, D. C., March 29, 1957. 
Re S. 1569, 85th Congress. 
Hon. J. W. FULBRIGHT, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 


DEAR Mr. CHAIRMAN: This is in reply to your request of March 13 for the views 
of this Agency concerning S. 1569, a bill to provide for the conveyance of certain 
real property of the United States to the city of Las Vegas, Nev. 

The bill would direct this Agency to sell to the Housing Authority of Las Vegas 
a war housing project located in that city, known as Kelso-Turner and numbered 
NEV-26021, at the price of $452,200. Five percent of that sum would be payable 
at the closing, and the balance (secured by a mortgage) would be payable in equal 
annual installments over a 20-year period, with interest on unpaid balances at 
4% percent. The Housing Administrator would be authorized to require addi- 
tional terms and conditions deemed by him to be necessary or desirable. The 
sale would be required to be made within 3 months of the enactment of the bill. 

The property in question consists of 125 permanent dwelling units, an admin- 
istration building, and underlying land of about 21.52 acres. The purchase price 
stated in the bill represents the value of the project as of November 8, 1956, 
based on the appraisals of two independent real-estate experts. 

The terms of the bill are in accord with an agreement reached (subject to 
enactment of authorizing legislation) between representatives of the Public 
Housing Administration and of the Las Vegas Housing Authority, who agreed 
further that the total interest due on unpaid balances over the 20-year period 
would be payable in equal annual installments over that period. This arrange- 
ment would be permissible under the present language of the bill. 

This Agency recommends enactment of the bill. The words “housing authority 
of” should be inserted before the word “city” in the title, in order to conform the 
title to the contents of the bill. 

I have been advised by the Bureau of the Budget that there would be no 
objection to the submission of this report. 

Sincerely yours, 
ALBERT M., Core, Administrator. 





HOUSING AND HOME FINANCE AGENCY, 
OFFICE OF THE ADMINISTRATOR, 
Washington, D. C., March 29, 1957. 
Re 8. 1618, 85th Congress. 
Hon. J. W. FuLBRIGHT, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D.C. 

DEAR Mr. CHAIRMAN: This is in response to your letter of March 20 requesting 
the views of this Agency concerning S. 1618, a bill to authorize the Commissioner 
of Public Housing to enter into contracts on a standby or emergency basis for 
housing to provide shelter for disaster victims, and for other purposes. 

This bill would authorize the Public Housing Commissioner to enter into con- 
tracts on a standby or emergency basis for the production and delivery of housing 
and equipment in the event of a major disaster declared by the President under 
the Federal Disaster Assistance Act. The Commissioner could make such hous- 
ing and equipment available without charge to local public agencies, the American 
Red Cross, or other nonprofit relief organizations, to provide shelter for victims 
of the disaster. He would be directed to prepare procedures for emergency 
mobilization of local services and property to provide emergency shelter, including 
the preparation of sites for emergency dwellings. 

For these purposes, $5 million would be made available to the Public Housing 
Administration out of the funds which it is now authorized to borrow from the 
Treasury for its low-rent public housing program, under section 20 of the United 
States Housing Act of 1937, as amended. The Public Housing Administration 
would be required to repay the Treasury to the extent of any amounts received 
by it for the housing or from reimbursements under the Disaster Relief Act. 
The amounts expended under the bill and not so repaid would be forgiven. 

_The bill would undoubtedly facilitate the provision of emergency shelter for the 
Victims of natural disasters. However, it would authorize the expenditure of 
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$5 million of Federal funds for a purpose not previously authorized, and not in- 
cluded in the Federal budget for fiscal year 1958. Accordingly, after a review of 
the bill with the Bureau of the Budget in relation to other present and proposed 
expenditures, we do not recommend the enactment of the bill at this time. 

If, however, the committee reports the bill favorably, we would recommend 
that the financing provision of the bill be changed. An authorization to borrow 
money from the Treasury, coupled with an automatic remission of the obligation 
to repay, does not appear to be a sound method of providing funds for Government 
expenditures. We would suggest instead that appropriations be authorized for 
a separate revolving fund for the purposes of the bill. 

The Bureau of the Budget has advised us that there is no objection to the 
submission of this report. 

Sincerely yours, 
ALBERT M. Coe, Administrator. 


HouSING AND HOME FINANCE AGENCY, 
OFFICE OF THE ADMINISTRATOR, 
Washington 25, D.C. March 29, 1957. 
te S. 1633, 85th Congress. 
Hon. J, W. FULBRIGHT, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D.C. 

Dear Mr. CHAIRMAN: This is in response to your request for my views on 8. 
1633, a bill to amend section 221 of the National Housing Act in order to further 
assist in the provision of adequate housing for persons of moderate income, and 
for other purposes. 

This bill would broaden the eligibility of persons for whom section 221 housing 
may be made available. Presently, dwellings eligible for 221 mortgages are only 
those needed for relocation of families from urban renewal areas and families 
to be replaced as a result of other governmental action in the area. The bill 
would make eligible dwellings units to be occupied by (a) persons from urban 
renewal areas; (0) persons of moderate income, defined as an individual or 
family whose income is not sufficient to rent new privately financed housing 
with total expenditures of 20 percent of the noraml stable income of such indi- 
vidual or family; (c) persons whose inability to obtain adequate living accom- 
modations in privately financed housing is attributable to race, creed, or color; 
(d) elderly persons, defined as single persons or families of which the head or 
his spouse is 60 years of age or over, and (c) persons having 5 or more de 
pendents. 

Another section of the bill would limit the maximum interest rate under these 
mortgage loans to 4 percent instead of the present statutory allowances under 
section 221 of 5 percent or not in excess of 6 percent if found necessary to meet 
the mortgage market. 

The bill would further provide that FNMA would be required to purchase these 
mortgages under its special assistance functions at par. An authorization of 
$250 million in special assistance funds for FNMA commitments and purchases 
of these mortgages would be provided by the bill. 

The bill also specifies that a housing project containing dwelling units for 
single person occupancy shall be eligible for section 221 mortgage insurance. 

Probably the most far-reaching provision of the proposed bill is the proposal 
to make eligible for section 221 housing persons of moderate income, as defined 
in the bill. The term “person of moderate income” is defined to include those 
who cannot “rent new privately financed housing” with housing expenditures 
of 20 percent of income. 

This proposal overlooks the manner in which our housing market functions 
to provide housing for people of moderate incomes. Since our annual housing 
production generally equals 2 to 3 percent of our stock of existing housing units, 
it is inevitable that by far the largest part of our population should live in 
existing dwelling units. Furthermore, with about one-fifth of our population 
changing their residences each year and with a national housing yacancy of 
nondilapidated units for sale or rent equal to 2.5 percent of our total housing 
inventory, there is opportunity to occupy adequate existing housing which is 
several times as great as the opportunity to rent new privately financed housing. 
It seems unrealistic, therefore, in terms of the housing market, to set up as 4 
criterion of eligibility for housing under a special assistance program the 
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jnability to rent new privately financed housing with expenditure of a given 
percent of income. 

The bill would make eligible for special FHA terms and for FNMA special 
assistance a tremendous segment of the population now served through regular 
financing channels. Some idea of the magnitude involved may be gained by 
referring to housing expenditures for owner-occupants, although this is not 
strictly comparable to the formula in the bill. For example, during the year 
1955, the latest year for which the relevant data are available, among persons 
who purchased 1-family homes under the regular FHA section 203 program, the 
average percent of income going for housing expenditures was more than 20 
percent in all income groups of under $6,000. These income groups constituted 
59 percent of all purchasers of new and 55 percent of all purchasers of existing 
1-family homes insured with regular section 203 mortgages. Also, more than 
half of all families who purchased new or existing homes with FHA-insured 
home loans had incomes between $3,500 and $6,000, the group which we under- 
stand the bill is intended to serve. FHA experience indicates that there should 
be no need for the special FHA or FNMA aids for the great majority of these 
families. There would also be substantial administrative problems in determin- 
ing eligibility under the proposed criterion. It would be necessary to make field 
surveys periodically in a great many communities to determine the rent levels 
at which new dwellings are available for rent. Any person whose income did 
not exceed five times the rental of available dwelling units would be eligible for 
section 221 housing. It would be very time-consuming and costly to conduct 
such surveys in large metropolitan areas. In many small communities there 
might not be any new rental housing to serve as a basis for determining eligi- 
bility because people traditionally live in single-family owner-occupied dwellings. 

Another category of individuals and families to be added to those eligible 
for section 221 housing would be persons 60 years or over. There is already 
FNMA special assistance available for section 208 mortgages where the mort- 
gagor is GO years of age or over and for section 207 FHA rental housing 
mortgages. l*urthermore, section 207 rental housing projects designed for the 
elderly may have insured mortgages equal to 90 percent of replacement costs, 
instead of 0 percent of value as required for other section 207 projects, to allow 
for special construction features and special group facilities for the elderly in 
such projects. The President last year allocated $20 million of the FNMA 
special assistance funds under his authority to purchase such mortgages. It 
might also be pointed out that in recent years about 10 percent of the heads of 
families in low rent public housing units were 65 or more years old. 

Another category to be made eligible for section 221 assistance under this 
bill would be persons with 5 or more dependents, or 6-person families. It is 
doubtful whether houses of adequate size could be provided for many 6-person 
families with mortgage financing of $9,000 to $10,000 which would constitute the 
price of the house in most instances under the 100 percent financing provisions 
proposed by the bill. The combination of large families and low incomes is 
one which absorbs a large portion of the low rent public housing units. As of 
1955, the latest year for which figures are available, 28 percent of the families ‘in 
low rent public houses had 3 or 4 minor children, that is, they were families of 5 
or 6 persons, and another 13 percent had 5 or more minor children constituting, 
generally, families of 7 or more persons. 

Another category which would be made eligible for 221 housing are persons 
whose inability to obtain adequate living accommodations in privately financed 
housing is attributable to race, creed, or color. It would be almost impossible 
to determine whether an inability to obtain privately financed housing is due 
to race, creed, or color, or to income factors or general mortgage market condi- 
tions. There is a greater frequency of low incomes among the nonwhite seg- 
ments of the population than among the white, and a relatively large proportion 
of the low rent public housing units are occupied by racial minorities who can- 
not obtain adequate privately financed housing primarily due to economic cir- 
cumstances, Also, the provision that persons would be eligible for this program 
where inability to obtain adequate living accommodations in privately financed 
housing is attributable to race, creed, or color, would place an impossible burden 
of judgment on the FHA. 

The provision of the bill which would establish a 4 percent maximum interest 
rate for section 221 mortgage loans would place the rate of return to investors 
so far below the competitive market rates for insured mortgage loans of a 
comparable size and quality that there would be no chance of obtaining private 
financing for such mortgage loans in the foreseeable future. Furthermore, since 
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advance commitments may be issued under FNMA special assistance programs 
this provision, in effect would establish a large direct loan program at a less 
than market interest rate to provide low cost housing. It would defeat the 
purposes of using FNMA special assistance as a means of establishing the mar- 
ketability of mortgages for special housing programs. ‘This effect would be 
abetted by the provision that FNMA would have to purchase such mortgages 
at par. Since it would be highly undesirable to sell the mortgages at the high 
discount which would be required for their sale, the chances are that FNMA 
would have to hold the mortgages until maturity, freezing the Government’s in- 
vestment in this program and forestalling private enterprise participation 
therein. 

Finally, the authorization of $250 million for special assistance purchases of 
mortgages under a greatly expanded section 221 housing program would tend 
to make for budget deficits and for an inflationary impact upon our economy al- 
ready operating at a high level. It should also be recognized that with the 
greatly enlarged categories of eligibles for section 221 housing to be financed with 
40 year, no downpayment, 4 percent mortgages, the authorization of $250 million 
would prove to be completely inadequate, except if considered to be only an 
initial authorization with which to make a small beginning. Before long, the 
Government might have to provide billions of dollars of financing to supplant 
the present financial structure serving a broad segment of the mass market for 
housing. Such an invasion, instead of supporting and supplementing the vast 
flow of private funds into residential construction, would attempt in large 
measure to replace the normal private investment sources. The result would 
be that before long less housing, rather than more housing, would be available 
to families of moderate income. This proposal would actually result in special 
benefits to a limited group of prospective home owners fortunate enough to avail 
themselves of a below-the-market rate of interest made possible through FNMA 
special assistance. 

For the foregoing reasons, we strongly recommend that S. 1633 not be enacted. 

Sincerely yours, 
Apert M. Coie, Administrator. 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, April 10, 1957. 
Hon. J. W. FULBRIGHT, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 

Dear Mr. CHAIRMAN: Reference is made to your letters of March 25 and 27, 
1957, requesting our comments on S. 1633 and 8S. 1694, respectively. Both bills 
relate to the provision of adequate housing for persons of moderate income and 
others, but differ in the method by which this would be accomplished. 

.Basically, S. 1633 would enlarge the categories of persons for whose benefit 
housing mortgages could be insured by FHA under section 221 of the National 
Housing Act. At present section 221 applies only to insurance on housing for 
families displaced as a result of urban renewal. S. 1633 would extend such 
insurance to housing for persons of moderate income; persons unable to obtain 
adequate housing because of race, creed, or color; elderly persons; persons having 
five or more dependents; and to persons in such additional categories as the 
Federal Housing Commissioner might prescribe by regulation. The bill would 
also reduce the maximum permissible interest rate on such insured mortgages 
to 4 percent, and would require the Federal National Mortgage Association to 
pay no less than par for these and other mortgages purchased under its special 
assistance program. By these means, 8S. 1633 would attempt to stimulate con- 
struction by private capital of additional housing for persons in the categories 
named. 

S. 1694 embodies an entirely different approach to the problem. This Dill 
would provide for direct mortgage loans by a Government corporation to be 
created. Capital for the corporation would be obtained by the sale of stock to 
the Government and by requiring borrowers to purchase stock equal to 5 percent 
of loans received. Interest chargeable on mortgage loans would be based on 
the cost of borrowings by the corporation, plus one-half percent. Corporate 
borrowings from the public would be underwritten by the Government through 
the right given holders of corporate obligations to exchange them, in case of 
default, for debentures guaranteed by the United States. 
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In our opinion, it is unlikely that S. 1633 would stimulate any great increase 
in private capital for housing construction because of the low maximum interest 
rate of 4 percent provided. Furthermore, the purchase of such mortgages at 
par by FNMA would result in a loss to that Association unless it could borrow 
money from the public at less than 3% percent, because of overhead expenses 
and the one-half percent fee paid as a mortgage service charge. It may be noted 
that FNMA offered a $250 million issue of 11-month debentures for sale on 
February 27, 1957, at 4 percent. For these reasons, we do not favor enactment 
of S. 1633. 

While we do not favor the creation of additional Government corporations, if 
the Congress should decide to give favorable consideration to S. 1694, we have 
the following recommendations on the bill. We urge that section 4 (e) of the 
bill be eliminated. The corporation to be created would be subject to audit by the 
General Accounting Office under the Corporation Control Act in any event, and 
that act would enable us to determine the type of audit best suited to the cor- 
porate operations. We are also strongly opposed to finality clauses such as that 
contained in the proviso of section 4 (e), since such clauses may well preclude 
an effective audit by us. It would be preferable, we believe, to place a specific 
monetary maximum on mortgage loans in subsection 7 (b), page 19, of the bill, 
rather than to leave the maximum discretionary with the Administrator. 

In addition to the foregoing, we notice the following technical deficiencies in 
the bill. The last sentence on page 6 dealing with free use of the mails appears 
to be superfluous. The sentence beginning with line 9, page 19, refers to loans 
made under section 11 (b), which section is merely a definition. The sentence 
probably should refer to loans to borrowers of the character described in section 
11 (b). Section 11 (h) defines the term “going Federal rate,” but that term 
does not appear elsewhere in the bill. Definition may have been intended of the 
term “current average rate” as used in line 16, page 10. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 





BOARD OF GOVERNORS OF THE 
FEDERAL RESERVE SYSTEM, 
Washington, April 2, 1957. 
Hon. J. W. FULBRIGHT, 
Chairman, Senate Committee on Banking and Currency, 
United States Senate, Washington, D.C. 


Dear SENATOR FULBRIGHT: This is in response to your request of March 25 for 
the views of the Board of Governors on the bill S. 1633 now before the Committee 
on Banking and Currency. 

This bill is designed to place five enumerated groups in the population in a 
position to obtain what amounts to direct financing of house construction and 
purchase from the Federal Treasury on terms considerably more favorable than 
are currently available in the private market. 

Apart from the technical problems involved in the specific approach proposed 
in this bill, the Board would urge that your committee give special consideration 
to any legislation which will increase the Treasury’s financing problems in the 
period immediately ahead. The large demands for loanable funds for all purposes 
and the volume of financing which the Treasury must carry out simply to maintain 
the huge Federal debt outstanding make it essential that additional borrowing 
be held to an absolute minimum if we are to avoid further tightening and con- 
gestion in the capital markets. 

A major technical problem would be that future ownership or occupancy of 
properties built under the proposed program could not be restricted to the enumer- 
ated groups without creating grave legal problems about real-estate titles. The 
result would be likely to be, therefore, that properties would be built in technical 
compliance with the regulations governing the program, and then sold or rented 
in the best market without necessarily benefiting the enumerated groups. Evi- 
dence that this is happening under the provisions of section 221 of the National 
Housing Act now in effect is contained in an article in the current issue of the 
Journal of Homebuilding, published by the National Association of Home 
Builders. 

Experience with the special mortgage insurance programs in recent years 
has not been wholly satisfactory, quite apart from judgments about the objectives 
Sought. These schemes have cost a good deal, not only in money directly, but in 
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respect for the integrity of the Government-aided housing program as a whole, 
Before going ahead with a further extension of this approach to the subsidiza- 
tion of housing for selected groups, it might be well to study the economic history 
of properties and projects financed under several of the special programs that 
have been in effect in the past 15 years. 
Sincerely yours, 
Wma. McC. Martin, Jr. 


HOUSING AND HOME FINANCE AGENCY, 
Washington, D.C., April 10, 1957. 
Re 8S. 1694, 85th Congress. 


Hon. J. W. FULBRIGHT, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C.: 


This is in further reply to your letter of March 27, requesting the views of 
this Agency concerning S. 1694, a bill relating to the provision of housing for 
moderate-income families and for elderly persons. 

The Housing Agency strongly recommends against the enactment of this bill. 

The bill would establish a National Mortgage Corporation in the Housing 
Agency with authority to make direct mortgage loans to families of moderate 
income and to private or public nonprofit corporations (including coopera- 
tive ownership housing corporations) which will provide projects to serve 
families of moderate income and elderly persons. The National Mortgage 
Corporation would initially be given authority to borrow one-half billion dollars 
for making such loans. After July 1, 1958, additional amounts of $1 billion 
could, under certain circumstances, be made available each year for such 
loans. 

The National Mortgage Corporation would obtain loan funds by issuing its 
obligations in the private market, but in the event of default, these obligations 
would be replaced by debentures fully guaranteed by the United States both 
as to principal and interest. Capital stock of $100 million would be subscribed 
by the Treasury, but would gradually be replaced by capital stock issued to 
corporations which borrow from the National Mortgage Corporation. These 
corporate borrowers would be required to subscribe to stock in amounts equal 
to 5 pecent of the mortgage loans which they received, but the stock could be 
fully paid for over a period of 20 years. 

Direct loans with maturities of 40 years and with downpayments of 5 percent 
would be permitted for families of moderate income and for elderly persons. 
Families of moderate income are defined as those whose incomes preclude them 
from obtaining “‘conventionally financed new housing with total monthly expendi- 
tures of 20 percent of their normal stable income.” 

This bill would, in effect, commit the Federal Government to underwriting 
billions of dollars of financing to supplant the present financial structure serving 
a broad segment of the mass market for housing It is relevant to note that 
the program contemplates that one-half billion dollars of loan funds could be 
authorized initially and $1 billion additionally in each year thereafter. It is 
likely, moreover, that these authorizations would be only a beginning, since there 
would be a tremendous demand for 40-year mortgage money and under the 
eligibility criterion (of inability to obtain conventionally financed new housing 
for which the housing expense should not exceed 20 percent of income) loans 
would be available to families who now constitute a major part of the mass 
housing market. The definition of moderate income families overlooks the man- 
ner in which our housing market functions to provide housing for people of 
moderate income. Since our annual housing production generally equals 2 to 
3 percent of our stock of existing housing units, it is inevitable that by far the 
largest part of our population should live in existing units. It seems unreal- 
istic, therefore, in terms of the housing market, to set up as a criterion of eligibil- 
ity for housing proposed under the bill, the inability to purchase or rent new 
privately financed housing with expenditure of a given percent of income. 

The definition would make eligible a large portion of the market which is 
now served by the Federal Housing Administration and the Veterans’ Adminis- 
tration programs for the financing of both new and existing housing. Some 
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jden of the magnitude of this portion of the market which is now servell may 
be gained by referring to housing expenditures for owner-oecupants under FHA’s 
section 203 program, althongh this would not be strictly comparable with the 
definition in the bill, In 1955, the latest year for which figures are available 
among owner-occupants who purchased 1-family homes under FHA section 205, 
the average percent of income going for housing expenditures was more than 
* percent in all income groups under $6,000. These income groups constituted 
59 percent of all purchasers of new and 55 percent of all purchasers of existing 
1-family homes insured with section 205 mortgages. Thus, the title would be 
supplanting a major part of the market which is now being served successfully. 

In view of the very large proportion of the families of the country who would 
be eligible for the financing aid proposed in this bill, the allocation of the 
authorized lonn funds would present a tremendous administrative burden. 
The act would direct the Administrator to estimate the need for housing for 
moderate-income families and elderly persons in each housing market area of 
the country and to allocate appropriate shares of the authorized loan funds for 
each area, presumably in relation to the estimated needs. This would require 
surveys in thousands of market areas throughout the country. Furthermore, 
the surveys would have to be fairly comprehensive, first, to determine what are 
the costs of, and housing expenditures for, new owner-occupied or rental housing 
in the area; and second, the incomes of families in the area in order to see 
how many cannot obtain such housing within 20 percent of their incomes; and 
third, the number of elderly people in the area. It would then also be necessary, 
in each housing market, to determine the proportion of each category of poten- 
tial eligible occupants (of housing to be built with the proposed financing aid) 
which is in need of housing. This need would also have to be broken down into 
three priority categories, as directed in the bill: (1) families displaced by pub- 
lie clearance or enforcement action; (2) families living in substandard houses; 
and (3) families living in overcrowded homes; with veterans having prefer- 
ence in each category. Thus, the administrative problems involved would be 
almost insurmountable. 

It is important to note that these administrative problems do not arise merely 
from detailed provisions of the bill. Rather, they result from a basic defect in 
the proposed new program. The program would substitute direct governmental 
lending for the normal operations of the private mortgage market, and it would 
do so in connection with a major portion of the housing market which is already 
being satisfactorily served. 

Sincerely yours, 
OAKLEY HUNTER, 
Acting Administrator. 


BOARD OF GOVERNORS 
OF THE FEDERAL RESERVE SYSTEM, 
Washington, April 10, 1957. 
Hon. J. W. FULBRIGHT, 
Chairman, Senate Committee on Banking and Currency, 
United States Senate, Washington, D. C. 

DEAR SENATOR FULRERTGHT: This is in response to your request of March 27 
for the views of the Board of Governors on S. 1694, relating to the provision 
of housing for moderate-income families and for elderly persons. 

This bill would not only introduce a new Federal agency into the field of 
housing and mortgage financing, but would also involve a fundamental change 
in the mechanisms by which aid is extended in this field. The area of Federal 
assistance rendered by the new corporation would substantially overlap areas 
presently covered by FHA programs and the mortgage acquisition authority 
of FNMA. 

While the bill provides for some investment of private capital, largely on 
an installment basis, its initial capital would come from the United States 
Treasury and its operations would generate what are essentially United States 
Government guaranteed securities. Thus, the establishment of such a corpora- 
tion would involve both an immediate cash outlay and an additional strain on 
the market for guaranteed obligations. 

The basic approach embodied in this bill is to use money borrowed with 
the benefit of the United States Government’s guaranty to finance the full 
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amount of costs of construction (including a reasonable profit) in return for 
a commitment to reserve the resultant construction for the use of certain 
specified groups in the population. In a sense it can be said to carry over the 
familiar cost-plus approach to the field of housing. In our judgment there is 
Serious question that, despite the safeguards enumerated in the bill, this ap- 
proach would lead to economies in the production of essential housing. Experi- 
ence with cost-plus contracting in the past has generally tended in the opposite 
direction. 

The bill would also make housing available to the ultimate occupant on the 
basis of lower downpayments and longer maturities than have been available 
to any substantial segment of the population in the past and probably more 
liberal than could be obtained in the market, even with the benefit of FHA 
insurance. There is at least a question as to whether the Government should 
sponsor the sale of property to elderly persons on terms which might well involye 
mortgage amounts outstanding, over a considerable part of the life of the mort- 
gage, which would be in excess of the current value of the underlying property, 
Prudent assumptions with respect to obsolescence and depreciation suggest that 
this might well be true of properties constructed under the provisions of the 
proposed bill. 

From a technical standpoint the bill has been skillfully drafted and avoids 
certain technical difficulties which have been associated with legislation directed 
to the same general purposes in the past. If enacted, this legislation would 
almost certainly stimulate a substantial amount of construction. There is serious 
question, however, as to whether the economies envisaged by the bill would be 
realized and whether the ultimate cost to the consumer might not be higher 
than under alternative programs of Government assistance. 

If the Congress is favorably disposed toward the establishment of a Com- 
mission on National Housing Policy, along the lines of S. 1711, consideration 
of a new federally sponsored mortgage-financing facility and such a drastic 
change in the basic approach to Federal aid to housing might well await the 
recommendations of such a Commission. 

Sincerely yours, 
Wma. McC. Martin, Jr. 


HovusING AND HOME FINANCE AGENCY, 
OFFICE OF THE ADMINISTRATOR, 
Washington, D. C., April 10, 1957. 
Re S. 1711, 85th Congress. 
Hon. J. W. FULBRIGHT, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 

Dear Mr. CHAIRMAN: This is in further reply to your letter of March 27 re 
questing our views on §. 1711, a bill to provide for the establishment of a Com- 
mission on National Housing Policy. 

The bill would establish a Commission on National Housing Policy to conduct 
an inquiry with respect to the current and prospective residential housing needs 
of the country and the capacity of the economy in general, and of the building 
industry and mortgage market in particular, to meet these needs. The Commis- 
sion’s membership would be made up of 5 named Government officials and 6 
qualified persons from private life appointed by the President. Staff and other 
necessary expenses could be paid out of appropriations authorized by the bill. 
The Commission would be required to make a final report not later than June 30, 
1958, and would go out of existence 90 days after submitting that report. 

The general field of study of the proposed Commission is one of great import- 
ance and in which considerable interest has been shown within and without the 
Federal Government for many years. As early as 1931, the problems of housing 
and housing finance in particular were the subject of inquiry by the President’s 
Conference on Home Building and Home Ownership. Near the close of World 
War II, the Subcommittee on Housing and Urban Redevelopment of the Senate 
Special Committee on Post-War Economic Policy and Planning conducted studies 
into these problems, followed immediately after the war by extensive inquiry 
by the Joint Committee on Housing. Since passage of the Legislative Reorgani- 
zation Act, the problems of housing and related community development have 
been under the continual scrutiny of the Banking and Currency Committees of 
both houses of Congress. The entire field of housing needs, financing, and the 
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Federal Government’s housing policies and programs was the subject of an inten- 
sive investigation as recently as 1953 by the President’s Advisory Committee 
on Government Housing Policies and Programs pursuant to Executive Order 
10486. 

Within the executive branch, leadership in administration of housing and 
related community development programs is vested in the Housing and Home 
Finance Administrator, and requirements for study and evaluation of problems 
are specifically set forth in statutes relating to Agency responsibilities. The 
Housing Act of 1949 contains, as section 2 thereof, a broad and, at the same 
time, fairly detailed statement of national housing policy and the responsibilities 
of the Housing and Home Finance Administrator in connection therewith. ‘Title 
III of the Housing Act of 1948, as amended by the Housing Act of 1949 requires 
that the Administrator 

“Prepare and submit to the President and to the Congress estimates of national 
urban and rural nonfarm housing needs and reports with respect to the progress 
being made toward meeting such needs, and correlate and recommend proposals 
for such executive action or legislation as may be necessary or desirable for the 
furtherance of the national housing objective and policy established by this act, 
with respect to urban and rural nonfarm housing, together with such other re- 
ports or information as may be required of the Administrator by the President 
or the Congress.” 

It seems to us that the functions of the proposed Commission on National 
Housing Policy which would be established by S. 1711 would duplicate either 
the inquiries which have been conducted in this field on many previous ocea- 
sions or functions which the Housing Agency is performing or, during many re- 
cent years, has been unable to perform adequately because of the lack of appro- 
priated funds. 

Admittedly, there is a very real need for more adequate and timely informa- 
tion relating to prospective trends in housing market demands and other aspects 
of housing. This need has not been satisfactorily met. Efforts to meet it were 
virtually halted in 1958 when the First Independent Offices Appropriation Act, 
1954, directed the liquidation of the housing research program. Since then 
the problem has basically been one of obtaining adequate appropriations for the 
work to be done. The 1948-49 legislative program remained on the books, but 
no appropriations were made available to carry it on. Last year, the Congress 
again considered the need for a housing research program and clarified con- 
gressional intent with respect to the authority and responsibility of the Housing 
Administrator in this regard. 

Section 602 of the Housing Act of 1956 authorized and directed the Housing 
Administrator to conduct a research program which would develop and supply 
data and information on the housing inventory, mortgage market problems, 
the availability of low-income and middle-income housing, housing for elderly 
persons, technical aspects of design and construction, and characteristics of 
current and prospective housing market demand. The Administrator was au- 
thorized to enter into contracts with State agencies or local governments or edu- 
cational institutions and other nonprofit organizations, and into working agree- 
ments on a reimbursable basis with other Federal agencies in order to carry 
out the studies under this program. These contracts and working agreements 
were authorized in the amount of $2,500,000, with $500,000 being made available 
during fiscal year 1957 and an additional $1 million on July 1, 1957, and also on 
July 1, 1958. 

An outside consultant was employed to draft the broad outlines of a proposed 
housing research program. Housing Agency staff worked closely with him, and 
with representatives of private enterprise groups and public interest groups con- 
cerned with housing, in developing a series of the more urgent research projects. 
The President, on March 12, 1957, submitted to the Congress his recommendations 
for certain supplemental appropriations for fiscal year 1957. Included in his 
recommendations are an appropriation of $170,000 for administrative expenses 
and an appropriation of $800,000 for contract expenditures to begin the 3-year 
program of studies contemplated by the 1956 legislation. The Independent 
Offices Subcommittee of the House Appropriations Committee held hearings on 
this request on April 3. 

We believe that the underlying purpose of S. 1711 can better be served by 
making adequate appropriations available to carry out the research programs 
now authorized by law. Accordingly, we recommend that the bill not be 
enacted. 
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However, should 8S. 1711 be favorably considered, there are several amend- 
ments which we believe would be desirable to minimize certain difficnities which 
we feel would impair the usefulness of the proposed Commission. We suggest 
that the title and the statement of the broad objective of the proposed Com- 
mission be modified. The Congress, after long and careful consideration of 
problems in the fields of housing and related community development, set forth 
a national housing policy in section 2 of the Housing Act of 1949. This poliey 
is still the basic statement of the aims of the Government’s housing and com- 
munity development programs and the basic methods through which these aims 
are to be sought. We assume that there is no desire on the part of Congress to 
change that policy, but rather to find better means of implementing it. 

We believe also that the bill establishing such a Commission should not, in 
any event, require that the Comiission conduct an inquiry with respect to the 
eurrent and prospective residentia! housing needs of the country. Inquiry into 
housing needs is a continuing and technical matter, and is already the specifie 
duty of the Housing Administrator. It would therefore seem appropriate, in 
the interest of minimizing duplication of work, that the Commission be advised 
by the Administrator of the housing needs of the country, whereupon the Com- 
mission could make such other studies and recommendations us it saw fit. 

Sincerely yours, 
OAKLEY HUNTER, 
icting Administrator, 


VETERANS’ ADMINTSTRATION, 
iprilg, 1957, 
Hon. J. W. FULBRIGHT, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D.C. 

DEAR SENATOR FuLsricut: Further reference is made to your request for a 
report by the Veterans’ Administration on 8S, 1711, 85th Congress, a bill to pro- 
vide for the establishment of a Commission on National Housing Policy. 

The purpose of this measure is to establish a Commission to be known as 
the Commission on National Housing Policy which would study methods to en- 
courage a flow of investment capital through an orderly and adequate market, 
sufficient to meet the housing needs of the Nation. The Commission would be 
composed of 11 members, of whom 5 would be appointed ex officio as head of an 
executive agency (the Administrator of Veterans’ Affairs is included) and 6 
members would be selected by the President from persons in private life on the 
basis of their qualifications and experience in the field of housing or mortgage 
finance. 

Among the duties of the Commission would be specifically the formulation of 
recommendations with respect to (1) the short-term and long-term housing 
needs of the Nation, (2) the discounting of Government-supported mortgages, 
(3) the long-term prospects for developing new sources of investment funds to 
meet the housing needs of the Nation, (4) the extent to which the resources of the 
Federal National Mortgage Association can be utilized to stabilize the mortgage 
market, and (5) methods of increasing the supply of housing for families of 
moderate income. A final report of the Commission is to be made to the Congress 
and the President not later than June 30, 1958, and the Commission shall expire 
90 days after the submission of its final report. 

Other provisions of the measure relate to the selection of the chairman and 
vice chairman, the compensation and status of Commission personnel, and the 
methods by which the Commission may obtain information. In this latter con- 
nection, it is noted that all departments and agencies of the Government are au- 
thorized and directed to cooperate with the Commission and to furnish such in- 
formation and assistance as may be required by the Commission in the perform- 
ance of its functions and responsibilities. 

The objectives of this measure are certainly commendable and it is believed 
that an intensified overall study of the matters involved in the financing of 
residential housing and related matters might produce results which would 
prove beneficial in the operation of the loan guaranty program administered by 
this agency. Whether this could best be accomplished through a special com- 
mission, as proposed, involves an appraisal of the adequacy of existing facilities 
which may be utilized and possibly reinforced for that purpose. The Veterans’ 
Administration has no specific recommendation as to the best approach to the 
matter. 
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Due to the committee’s recent supplemental request that this report be expe- 
dited, there has not been sufficient time in which to ascertain from the Bureau 
of the Budget the relationship of the proposed legislation to the program of 
the President. 

Sincerely yours 
H. V. Hierey, Administrator. 


TREASURY DEPARTMENT, 
April 10, 1957. 
Hon. J. W. FuLsrient, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 

My Dear Mr. CHAIRMAN: Reference is made to your request for the views of 
this Department on 8. 1711, to provide for the establishment of a Commission 
on National Housing Policy. 

The Department recognizes the importance of a dynamic housing industry 
and increased availability of residential housing in a growing economy. While 
the Department is sympathetic to the principle of careful study of housing prob- 
lems by a Commission on National Housing Policy, it is difficult to perceive what 
the proposed Commission could accomplish that is not already being currently 
done through the continuing efforts of both the legislative and executive branches 
of the Government. 

Appropriate legislative committees of the Congress have held extensive hear- 
ings on housing problems and the matter is continuously reviewed by the agencies 
concerned in the executive branch. In the latter connection, the President in 
1953 appointed an Advisory Committee on Government Housing Policies and Pro- 
grams, composed of both governmental and public representatives, which made a 
detailed study and submitted a comprehensive report. In the circumstances, the 
Department is not persuaded that these extensive efforts are not achieving satis- 
factory results. 

Shonld the proposed legislation receive favorable consideration, however, the 
Department considers inappropriate the proposed congressional declaration of 
policy contained in section 1 of the bill that the periodic discounting of 
Government-supported mortgages demonstrates the lack of an orderly mortgage 
market and tends to negate public policy. The discounting of mortgages is a 
reflection of varying interest rates under the flexible monetary and credit policies 
of the administration. Also, the discounts evidence a greater interest return 
which tends to make mortgage investments more attractive. Thus, the Depart- 
ment is of the opinion that such discounting is not contrary to public policy. 

The Department has been advised by the Bureau of the Budget that there is 
no objection to the submission of this report to your committee. 

Very truly yours, 
(Signed) W. RANDOLPH BuRGESs, 
\cting Secretary of the Treasury. 


Board OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM, 
Washington, April 3, 1957. 
Hon. J. W. FULBRIGHT, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 


DEAR SENATOR FULBRIGHT: This is in reply to your letter of March 27, 1957, 
requesting a report on S. 1711, a bill to provide for the establishment of a Com- 
mission on National Housing Policy. The proposed bill is substantially identical 
to S. 3186, which was introduced during the 2d session of the 84th Congress and 
Which was referred to the Board for a report by your letter of February 16, 1956. 

The Board has reviewed the comments contained in its previous letter and 
reaffirms them. For your convenience I am attaching five copies of that letter. 

Sincerely yours, 


(Signed) Ww». McG. Martin, Jr. 
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BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM, 
Washington, D. C., March 16, 1956, 
Hon. J. W. FULBRIGHT, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 


DEAR SENATOR FULBRIGHT: This letter is in reply to yours of February 16 
requesting a report by the Board of Governors of the Federal Reserve System 
on 8. 3186, a bill to provide for the establishment of a Commission on National 
Housing Policy, which has been referred to your committee for consideration. 

The Board sees no objection to the establishment of such a Commission, pro- 
vided the mandate in the bill does not predetermine the Commission’s findings. 
With an objective mandate, the Commission’s study and report should be helpful 
in formulating sound housing policies. The proposed declaration of policy and 
purpose would contain a finding that “the periodic discounting of Government- 
supported mortgages demonstrates the lack of an orderly mortgage market and 
tends to negate public policy.” The validity of this finding is certainly open to 
question. The fact that FHA and VA mortgages, which presumably are referred 
to, have fluctuated in price, along with other fixed-interest securities, in the 
Board’s judgment, does not in itself demonstrate the lack of an orderly mort- 
gage market or the negation of public policy. Such fluctuation, on the contrary, 
is evidence of the normal operation of the capital market in allocating a limited 
supply of available savings among a variety of competing uses. The whole ques- 
tion of the nature and necessity of discounts should be one subject of the Com- 
mission’s study. The Board has serious question that a Commission reporting 
under the bill as now drafted would be free to work on an objective report. 

It is the Board’s view that the declaration of policy and purpose might more 
appropriately refer to the need for policies which would encourage the develop- 
ment of the housing industry and real-estate values along lines consistent with 
stable growth for the economy as a whole. Such policies require that the indus- 
try not be overstimulated to rates of production which are unsustainable and 
which create inflation in building costs and real-estate prices and lead eventually 
to market saturation and subsequent stagnation and collapse. It is also impor- 
tant, in the Board’s opinion, that any Federal program leave enough risk on 
private builders and lenders to assure prudence with respect to the volume and 
quality of building and volume of lending activity which they undertake. 

Along the same lines, the Board believes that section 4 of the proposed bill, 
which describes the duties of the Commission, might well be modified to empha- 
size the need for the Commission to study all aspects of the problem. Thus, it 
would seem desirable to include appropriate mention of price and cost fluctua- 
tions and to select neutral wording for the list of subjects on which recom- 
mendations are to be formulated. For example, we believe it would be appro- 
priate to substitute the word “should” for the word “can” in line 22 on page 5 
and to revise lines 15 and 16 on the same page to recognize the relationship 
between administratively determined maximum interest rates and market dis- 
count rates. 

The Board appreciates the opportunity to comment on the proposed legislation. 

Sincerely yours, 
(Signed) Ww. McC, Martin, Jr. 





HOUSING AND HOME FINANCE AGENCY, 
Washington, D. C., April 9, 1957. 
Re S. 1737, 85th Congress. 


Hon. J. W. FULBRIGHT, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D.C. 

Dear Mr. CHAIRMAN: This is in reference to your letter of March 28, concern- 
ing S. 1737, a bill to amend the United States Housing Act of 1937, as amended, 
to increase the number of new public-housing units, and for other purposes. 

As you know, shortly after we received your letter, the Public Housing Com- 
missioner and I testified before the Committee on Banking and Currency. 

Our testimony on April 1 stated the views of this Agency in regard to S. 1737. 

Sincerely yours, 
ALBERT M, Coie, Administrator. 
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VETERANS’ ADMINISTRATION, 
April 9,295 7/. 
Hon. J. W. FULBRIGHT, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D.C. 

DEAR SENATOR FULBRIGHT: This will refer to your request for a report by the 
Veterans’ Administration on H. R. 4602, 85th Congress, an act to encourage 
new residential construction for veterans’ housing in rural areas and small cities 
and towns by raising the maximum amount in which direct loans may be made 
from $10,000 to $13,500, to authorize advance financing commitments, to extend 
the direct-loan program for veterans, and for other purposes. H. R. 4602 was 
passed by the House of Representatives on March 25, 1957. 

The primary purposes of this measure is to provide housing credit to veterans 
in nonmetropolitan areas where mortgage financing for Veterans’ Administration- 
guaranteed loans is found to be generally unavailable. Accordingly, the pro- 
visions of the Servicemen’s Readjustment Act of 1944, relating to direct loans for 
veterans, would be revised in the following particulars : 

(1) The aggregate amount of direct loans which may be made to an 
eligible veteran would be increased from $10,000 to $13,500, with a corre- 
sponding change made in the formula relating to the charge against a vet- 
eran’s guaranty entitlement as the result of a direct loan. 

(2) Direct loans would be made in “housing credit shortage areas,” i. e., 
rural areas and small cities and towns, not near large metropolitan areas, 
where there is not and has not generally been private capital available for 
VA-guaranteed loans. Under present law the Administrator is authorized to 
make direct loans if he finds that private capital is not available, but admin- 
istrative practice, with legislative sanction, has limited direct loans to the 
rural areas and small communities. The proposed legislation, in specifying 
the requirements for designating “housing credit shortage areas” for direct- 
loan eligibility, would maintain the pattern of excluding large metropolitan 
areas, 

(3) The Administrator would be authorized to make a nonassignable 
commitment to a builder in a housing credit shortage area for the reservation 
of funds for a period of 3 months, or such longer period as may be authorized, 
for the purpose of financing housing to be sold to eligible veterans who con- 
tract to purchase such housing during the period of commitment is effec- 
tive. A nonrefundable commitment fee, of up to 2 percent of the reserved 
funds, would be paid by the builder to the Administrator in such cases. 
It is further provided that, after the Administrator has made a loan com- 
mitment to an eligible veteran, the veteran’s application may be referred to 
the Voluntary Home Mortgage Credit Committee in order to afford a private 
lender the opportunity of acquiring the loan with a VA guaranty. If a 
private lender agrees to purchase a loan before the expiration of 60 days 
after the loan has been fully disbursed, the commitment fee paid in respect 
to such loan may be paid to the private lender. All other commitment fees 
would be deposited in the special deposit account provided in section 513 (c) 
and become a part of the revolving fund. Advances on a direct loan to a 
veteran would be permitted during construction up to the maximum of the 
cost of the land plus 80 percent of the value of the construction in place, 
with the balance of the loan payable after the construction has been com- 
pleted and approved by the Veterans’ Administration. Land planning and 
subdivision requirements now generally applicable to Veterans’ Administra- 
tion housing could be relaxed for dwellings constructed in a housing credit 
shortage area although such dwellings would have to meet minimum require- 
ments of structural soundness and general acceptability. 

(4) The authority of the Administrator to make direct loans would be 
extended from June 30 to July 25, 1958, in order to make the direct-loan 
program coterminous with the loan-guaranty program for veterans of World 
War II. The bill would also extend the period during which the Adminis- 
trator could request funds for direct loans from the Secretary of the Treas- 
ury from June 30, 1957, to July 25, 1958, and extend the time for returning 
unexpended advances and principal repayments to the Treasury to June 30, 
1959. In addition, the funds available for direct loans would be increased 
by as much as $150 million for the fiscal year ending June 30, 1958 (not to 
exceed $50 million quarterly less the amount of direct-loan sales in the 
previous quarter), plus an amount equal to the authorized funds that could 
have been advanced to the Administrator, but which have now lapsed 
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because they were not requested. This latter amount would approximate 
$60 million. 

(5) Among other direct-loan amendments are those (a@) to permit the 
Administrator to require a veteran borrower to pay the expenses incident to 
loan origination, or a reasonable flat allowance in lieu thereof, in addition 
to the loan closing costs, and (b) to delete reference to a specified interest 
rate for Veterans’ Administration direct loans while retaining the provision 
that such interest rate may not exceed the rate authorized for VA-guaranteed 
home loans. 

(6) In addition to the amendments to the direct-loan program, section 3 
of the bill would amend sections 500 and 501 of the Servicemen’s Readjust- 
ment Act to provide that home and farmhouse loans made by supervised 
lenders under sections 501 (b) and 501 (c), respectively, may be auto- 
matically guaranteed as in the case of section 501 (a) home loans made by 
supervised lenders, notwithstanding the increased percentage and amount 
of guaranty permissible in respect to section 501 (b) and section 501 (c) 
loans. 

In connection with the proposal to raise the maximum direct loan amount 
it should be noted that since the direct loan program was authorized in 1950, 
there has been an increase of about 22 percent in the cost of residential con- 
struction according to the Boeckh Index. In addition, the high-income levels 
which have been maintained make it possible for veterans to acquire larger and 
more expensive homes which are better able to serve their needs. Undoubtedly, 
the current lack of demand in some direct-loan areas can be attributed to the 
fact that houses which veterans are interested in obtaining cannot be acquired 
with a $10,000 direct loan, since they do not have sufficient cash resources to 
pay the difference between the purchase price and the maximum loan amonnt. 
As reported by the Committee on Veterans’ Affairs, H. R. 4602 would have 
increased the maximum direct-loan amount of $12.500. Since existing levels of 
construction costs and real estate values in most of the presently eligible direct- 
loan areas are substantially lower than in the larger metropolitan areas, the 
need to increase the loan ceiling to as much as $13,500 might seem questionable. 

It is believed that authorizing the Administrator to issue commitinents to 
builders or sponsors for the reservation of direct-loan funds undoubtedly will 
encourage residential construction for veterans’ housing in some of the smaller 
cities and towns. At the present time the builder is in no position to rely on 
direct-loan financing in order to market his units, as all loan negotiations are 
with the veteran and the project builder has no assured source of financing. 
Under the proposed bill, the stage payments authorized during the course of 
construction could afford the builder a source of financing which would obviate 
the need for his obtaining an independent construction loan. Under existing 
law, construction loans are approved on behalf of individual veterans but there 
is no provision for a reservation of funds.. 

The present procedure of referring applicants to the voluntary home mortgage 
credit program committees before they are furnished with direct-loan applica- 
tions would be modified in cases where there is a reservation of funds. Under 
the bill, the Veterans’ Administration would process the applications of pur- 
chasers who had contracted for dwelling units in respect to which commitments 
were outstanding to the builder or sponsor. After the loan is approved and the 
veteran is furnished with a commitment, referral to VHMCP would be author- 
ized for the purpose of affording a private lender the opportunity of acquiring the 
guaranteed loan upon completion of the unit and full disbursement of the pro- 
ceeds. If a construction loan to the veteran is involved. the loan will be closed 
and all advances made thereunder by the Veterans’ Administration. In respect 
to the.acquisition of existing construction, or new or proposed construction other 
than that subject to a VA commitment to a builder or sponsor, however, it is 
presumed that the present procedure of VHMCP referral would be continued. 

In connection with the proposal to require the Administrator to determine 
the loan origination expenses, and to charge the veteran with such expenses, or a 
reasonable flat amount in lieu thereof, in addition to the loan closing costs, it is 
to be observed that under present procedures the veteran is not charged with 
the loan closer’s fee and this amount is absorbed by the Veterans’ Administra- 
tion. The imposition of an origination charge, as proopsed in the bill, would 
tend to place direct loans and guaranteed loans more on the same basis insofar 
as the cost of the veteran is concerned. 

The direct-loan program was extended on August 7, 1956, from June 30, 1957, 
to June 30, 1958, by section 607 of Public Law 1020, 84th Congress, but no 
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provision for additional funds was included. The amount of direct-loan funds 
presently authorized appears to be sufficient to accommodate all direct-loan 
applications that may be received during the present fiscal year under the laws 
and policies now in effect. It should be pointed out, however, that the provisions 
in the proposed bill increasing the maximum loan amount and authorizing com- 
mitments with builders and sponsors would undoubtedly increase direct-loan 
activity to the extent that additional funds would be required. 

The provisions of section 3, relative to an automatic guaranty for all VA home 
loans, were recommended for enactment by the Administrator in a letter to the 
President of the Senate dated January 15, 1957. This letter pointed out that 
guaranteed loans made on an automatic basis are less costly and time consuming 
to process than are loans originated subject to prior approval of the Veterans’ 
Administration. The extension of the automatic guaranty to home loans made 
pursuant to section 501 (b) and 501 (c) of the act would, therefore, foster 
economy and efficiency in administrative operations. Moreover, by eliminating 
seemingly greater Complexity surrounding these loans under existing provisions, 
it would also engender greater confidence in them by lenders and the public 
generally. 

The adwinistrative cost of the bill is not subject to precise estimate. Since it 
is contemplated, however, that the veteran will be charged with loan origination 
expenses, it is anticipated that the costs involved in any additional loans made 
would be defrayed by such payment. 

As your conmunittee is aware, the President has recommended that the interest 
rate on GI loans be increased from 4% to 5 percent. It is believed that such 
an increase is needed so that veterans will be placed in a competitive position 
with others who ure seeking investment capital, and thus avoid having the loan- 
guaranty benefit become entirely useless because it cannot be exercised under 
current economic conditions. Although the subject bill contains many provisions 
which appear to be desirable, the continuation of the present 414-percent interest 
rate on GI loans under H. R. 4602, would limit the practical benefits under this 
proposal to a relatively few veterans, and would bring no prospect of improve- 
ment in the availability of the GI loan benefit to the great majority of presently 
eligible veterans. Accordingly, unless H. R. 4602 is amended to permit an increase 
in the maximum interest rate, and thereby provide a vehicle for substantial 
improvement in the competitive position of the GI loan in the present mortgage 
market with consequent advantage to the veteran home buyer, I would be unable 
to recommend favorable consideration of this measure by your committee. 

Advice has been received from the Bureau of the Budget that there would be 
no objection to the submission of this report to the committee and that the Bureau 
concurs with the adverse recommendation of the Veterans’ Administration. 

Sincerely yours, 
H. V. Hiaitey, Administrator. 


BoARD OF GOVERNORS 
OF THE FEDERAL RESERVE SYSTEM, 
Washington, April 8, 1957. 
Hon. J. W. FULBRIGHT, 
Chairman, Senate Committee on Banking and Currency, 
United States Senate, Washington, D.C. 

Deak SENATOR FULBRIGHT: This is in response to your request of March 27 
for the Loard’s views on the bill H. R. 4602 now before your Committee on 
Banking and Currency. This bill would expand the authority of the Admin- 
istrator of Veterans’ Affairs to make direct loans to veterans, and would empower 
the Administrator to make loan commitments to builders in “housing credit 
shortage areas” for a fee of not more than 2 percent of the amount of loans 
committed for. The interest rate on these loans would be the maximum rate 
permitted on guaranteed loans. 

The Board is aware of the fact that mortgage credit is usually available to 
borrowers in large eastern metropolitan districts on terms more favorable than 
those obtainable by borrowers in less thickly populated regions. In the latter 
sections, the making and servicing of loans is more expensive for the lender, 
and the cost of borrowing in such areas has historically been higher than in 
metropolitan areas. The most effective way of assuring that the cost of borrow- 
ing is kept as low as possible is to have as many lenders as possible freely 
competing for loans, and the Board believes that public policy may properly 
be directed to encouraging more lenders to invest funds in such areas. The 
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voluntary home mortgage credit program has made a very useful contribution in 
this direction. 

A strong deterrent to the entrance of many lenders into small or remote areas 
has been the maximum interest rate on federally underwritten loans, which would 
otherwise be the best vehicle for large investors to use in competing for loans 
in such areas. The program embodied in H. R. 4602 may be expected to make 
Government funds available in small and remote areas, but it is likely, by creating 
Government competition on terms that private investors cannot meet, to increase 
rather than reduce this deterrent to the entrance of lenders into such markets, 

For his reason, as well as because of the drain the program would make on 
the Federal Treasury, the Board believes that greater flexibility with respect to 
the maximum rate of interest on VA loans would be a preferable approach to the 
problem. 

Sincerely yours, 

Wa. McC. MarrIn, Jr. 

Senator SparKMAN. In addition to these bills before the subcom- 
mittee, I may say other bills may be introduced during the course of 
the hearings, and, of course, we hope to consider everything that is 
before us while the hearings are going on. 

Senator Bus. Will the Senator yield for a comment ? 

Senator SpaRKMAN. Yes. 

Senator Busn. I would like to observe that I intend to introduce a 
bill we passed in the Senate last year, S. 2855, calling for advanced 
preparation for disaster housing. The Senator spoke to me about 
that. 

Senator SparKMAN. Yes. 

Senator Busu. He reminded me of it a couple of days ago, and I 
do intend to reintroduce that bill. 

Senator SparKkMAN. All bills that may be introduced during the 
course of the hearings will be covered too. 

Senator Busu. I will introduce it today, Mr. Chairman. 

Senator SparKMAN. In addition to these bills before the subcom- 
mittee, I have prepared a bill, now available in the form of a com- 
mittee print, which I plan to introduce in the Senate this afternoon, 
and which I hope will result in a more adequate supply of lower-priced 
housing for families and individuals that urgently need better ac- 
commodations. 

The bill provides for a system of Federal mortgage insurance which 
would be administered within the present framework of the Federal 
Housing Administration. It is intended to extend the benefits of the 
National Housing Act to lower- and middle-income families and indi- 
viduals who, in my opinion, have not enjoyed an equal opportunity to 
obtain decent housing under Federal housing programs. 

The bill designates, but is not necessarily limited to, five needy 
segments of our population: 

Families and individuals from urban renewal areas; 

2. Families and individuals of moderate income; 

Families and individuals who inability to obtain adequate living 
accomodations in privately financed housing is attributable to race, 
cr oe or color; 

. Elderly persons; and 

5. Large families, with five or more dependents. 

There has been relatively little disagreement about the fact that 
these groups are in need of better housing. Moreover, these needs 
are increasing. An alarming number of families are expected to be 
displaced as a result of just two Federal programs—the slum clear- 
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ance and urban renewal program, and the huge new Federal roads 
program. Families of moderate inc sarning roughly between 
$3,500 and $6,000 a year—are confronted Tath a frustrating situation 
in that the price of better housing is out of reach of their income. 
Families of minority groups have many difficulties, regardless of in- 
come, in obtaining adequate housing. The housing conditions of mil- 
lions of elderly persons, who are becoming a proprotionately larger 
segment of our population, are shamefully substandard and already 
disturb our national conscience. And the plight of large families, 
especially those in the lower- and middle-income levels, are too ob- 
vious to require elaboration. 

The disagreements we have had relate not to the objectives but to 
the methods we should employ to assist these groups. Although pri- 
vate industry with Government assistance has done a magnificent job 
in recent years to boost production, it has never met the needs of these 
groups. Moreover, the present overall production trend is downward. 
Housing starts im F ebruary dropped to the lowest point since 1949. 
This decrease has occurred in the construction of single-family homes, 
which are the main elements in the vast new developments on the 
outskirts of our cities. Multifamily rental housing construction to 
serve our central cities has been, except for a few luxury dwellings, 
in the doldrums for some time. And the improvement of farm hous- 
ing has hardly begun. 

The approach of this bill is to utilize section 221 of the National 
Housing Act, which provides for Federal insurance of mortgages on 
the following terms: For sales housing, no downpayment, except 
$200 which may include settle ment costs, 40-year maturity, and insur- 
able amounts up to $10,000; and insurance up to 100 percent of value 
on multifamily projects, if the mortgagor is a nonprofit organization. 

The present interest rate ceiling in the law is 6 percent. In my bill 
Ihave set a ceiling of 4 percent. The purpose of this reduction is to 
establish a rate which will help to bring down the cost of housing to 
the consumer. 

[am fully aware of the present condition of the money market, 
where the effective yield on mortgages is closer to 6 percent than it 
isto 4 percent. And I am also aware of the fact that the only source 
of mortgage financing, at the present time, for this type of program is 
a Government instrumentality such as the Federal National Mort- 
gage Association. I have, therefore, written into the bill a provision 
creating a new special assistance category through which FNMA 
would be authorized to purchase mortgages under this bill, up to an 
amount not. in excess of $250 million, and to purchase them at par. 

Although this interest rate ceiling will be regarded by some as 
undesirable because it is below the present private market rate, I would 
like to point out that the program could operate, despite today’s tight 
money market, without loss to the Treasury. 

This is already true of at least 3 other Federal housing pro- 
grams that provide for rates of 4 percent or less: The military housing 
program, which operates within the Federal mortgage insurance sys- 
tem, has a ceiling of 4 percent; the farm housing program under title 
V of the Housing Act of 1949 provides for direct loans at a maximum 
of 4 percent; and the college-housing program is a direct loan pro- 
gram with a rate of about 3 percent. None of these groups has a need 
greater than the needs of the groups covered by this bill. 
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Not too long ago, a 4 percent mortgage was rather attractive to the 
private money market, and I do not believe we should entirely abandon 
nope that such a rate may again be acceptable in the future. 

fn the meantime, the housing needs of the groups covered by this 
bill become increasingly more difficult to meet, and [ for one believe 
deeply that we in the Congress have a basic responsibility to assist 
in meeting their needs. 

I may say that I sent a copy of that bill, the proposed bill, to each 
member of the committee on Friday, I believe it was, and stated that 
it was my intention to introduce the bill today and have it considered 
in these hearings. 

Our first witness this morning is our old friend Albert Cole, the 
Administrator of the Housing and Home Finance Agency. 

I presume the other members in the Housing Agency will appear 
individually rather than asa group. Is that correct? 


STATEMENT OF ALBERT M. COLE, ADMINISTRATOR, HOUSING AND 
HOME FINANCE AGENCY 


Mr. Core. Subject to your desires, Mr. Chairman. 

Senator SparkMAN. No; that is perfectly all right. 

Mr. Core. We thought it might be well for me to present an open- 
ing statement and then have each Commissioner present statements 
with respect to the responsibilities which they have, and then ques- 
tions to follow each Commissioner. Then, of course, I will remain 
through to attempt to be the catalytic agent to help. 

Senator SparkMAN. Very good. I think that is a good plan. 

Mr. Core. Right. 

Senator SPARKMAN. Thank you. Weare always glad to have you. 

You may proceed in your own way. 

Mr. Cote. Mr. Chairman and members of the committee, I ap- 
preciate the opportunity to present the views of the Housing and 
Home Financing Agency on the housing legislation being considered 
by your committee today. The proposals of the administration are 
contained in S. 1609 referred to as the Housing Amendments of 1957. 
Programs of several constituent organizations of our Agency are dealt 
with in this legislation. 

If agree: able to you, [ will comment on the current mortgage sit- 
uation and make some general observations on major legislative pro- 
posals. Parenthetically, Mr. Chairman, of course, in this statement 
I will not comment upon the bill which you have just described. How- 
ever, we will be happy to doso at a later time. And then we will have 
the head of each of these constituent agencies present a statement of 
the views of the Housing and Home Finance Agency on provisions 
relating to his operations. I will then be available with him to 
answer questions on those provisions. 

The policies underlying my position on current legislative pro- 
posals are based on a firm conviction that a high level of home-build- 
ing activity should be maintained. I believe this is essential to pro- 
vide adequate housing for the American people, to maintain stability 
in the home-building and allied industries, and to support the bal- 
anced growth of our economy. The legislative proposals of the ad- 
ministration, which I will explain later, are directed toward this end. 

In recent months we have all been concerned with the difficulties 
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home builders, as well as home buyers, have been experiencing as a 
result of the tight money conditions. However, I am confident that 
the supply of mortgage funds will improve in the near future. Let 
me give you my reasons for this confidence. 

There are a number of factors which suggest an easing in the 
mortgage situation. In recent weeks, investors have, for the first 
time, expressed interest in purchases of mortgages from the FNMA 
secondary market portfolio, and purchases of $500,000 were recently 
made. 

While it is still too early for the full effects of the interest rate in- 
crease to be felt in FHA applications, it is highly significant that 
FHA new home applications in January and February average 46 
yercent above December, a far better than seasonal improvement. In 
contrast, the number of new home appraisal requests received under 
the VA program during January and February averaged only 3 
percent above December. Further improvement in the availability 
of mortgage funds for FHA-insured 5 percent mortgages will occur as 
the volume of 414 percent mortgage loans held under temporary 
warehousing arrangements is reduced and distress sales of such mort- 
gages become less frequent. Evidence that this market-depressing 
overhang of warehoused mortgages is being reduced can be found in 
the fact that the amount of mortgages in warehouse at banks in lead- 
ing cities was reduced by $246 million between November 14 and 
February 13. 

Senator Busu. May I interrupt to inquire what does this mean 
about “warehouse mortgages”? I do not quite understand that term. 

Mr. Core. Senator, it is a provision whereby a builder may hypothe- 
cate with a bank X number of mortgages to be held by the bank until 
such time as he will be able to take them up. He agrees that the bank 
will hold them for a certain period of time, a number of months, and 
that he will then attempt to find a lender who will permanently in- 
vest in the mortgages. 

A part of the agreement, of course, is that the bank will loan him 
part of the fund available. 

Senator Busn. It is temporary financing? 

Mr. Cove. It is a temporary financing procedure. 

Senator Busn. Thank you. 

Mr. Corr. There is also evidence that conditions in the general 
money market are easing. The yields on long-term Government and 
corporate bonds have declined since the turn of the year. This easing 
has been reflected in the lower interest rates, based on market yields, 
charged by the Treasury on funds borrowed by the Housing and 
Home Finance Agency. On new funds borrowed for 5- to 15-year 
terms, the rate was reduced from 33 percent in February to 314 per- 
cent in March. In this connection, a matter of more direct interest 
was the sale of $250 million of FNMA 11-month debentures with a 
+ percent interest rate in February, whereas a FNMA issue of $200 
million of 8-month debentures had required a 414 percent rate in 
January. 

In the light of the conditions as I see them, it is my belief that, if 
the legislative measures which the administration proposes are en- 
acted, sufficient mortgage funds will be forthcoming to sustain a high 
level of housing production. | 
Now I would like to review these proposals. 
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First, the administration proposals relating to mortgage credits. 
First, as you know, the President recommended an increase in the 
manlenm interest rate on V A-guaranteed and VA-direct loans from 

14 percent to 5 percent. I am convinced that the improvement in 
ri flow of mortgage funds for FHA- insured mortgages as a result 
of the interest rate increase can be expected for the V FA loan- guaranty 
program if that interest rate is also increased. Such an increase is 
necessary if private funds are to be invested in VA-guaranteed loans 
in sufficient volume to reverse the substantial decline in activity in 
the VA program which I anticipate will otherwise develop. 

Alternative proposals to raising the VA interest rate, which are con- 
tained in bills I will discuss, involve the use of several billion dollars 
of Treasury funds for investment in VA-guaranteed loans at the 414 
percent rate. I do not believe these alternatives would be successful 
in producing the loan funds necessary to meet the home loan needs of 
veterans. In my judgment, the increase in the VA interest rate is by 
far the most important move which can be made at this time to relieve 
the current mortgage situation. 

Secondly, we are recommending more liberal loan-to-value ratios 
under the FHA mortgage insurance programs for sales housing, as 
provided in the Housing ‘Amendments of 1957. These proposed ratios 
would result in substantial reductions in the required down payments 
on 1- to 4-family homes financed with FHA-insured mortgages. The 
more liberal terms proposed would be used at the discretion of the 
Federal Housing Commissioner when such actions are deemed neces- 
sary in view of ‘conditions in the home building and mortgage lend- 
ing industries and the economy in general. The det: ails of this 
proposal will be discussed by Mr. Mason, the Federal Housing Com- 
missioner. I would like, however, to make some general comments. 

The principal effect of this adjustment in FHA terms would be to 
reduce the downpayments required for families purchasing homes of 
moderate cost. I believe this change is needed to make more equitable 
the benefits of the FHA program to families of different incomes and 
to improve the capacity of our people to satisfy their housing needs 
through reasonable mortgage terms. This change takes on added 
signific ance in view of the termination, in July 1928, of the VA’s loan 
guaranty program for World War II veterans. The avail: bility of 
these more liberal FHA terms at that time would go far to offset 
the impact upon the economy and the home-building ‘industry of the 
sudden termination of the liberal mortgage terms available under the 
VA program. 

Senator Carenart. Do you wish to state here just how much more 
liberal these terms are than at present ? 

Mr. Coir. Yes, we can, Senator. 

Senator Carenart. Or do you want to do it later? 

Mr. Cote. I think it is preferable we do it when Mr. Mason is here. 

Senator Carenart. All right. 

Mr. Cote. As a third proposal, we have already recommended, at 
the hearings on Senate Joint Resolution 38, legislation necessary to 
permit F NMA to continue its secondar y-mar ‘ket operations w hich are 
providing substantial support to the operation of the private mortgage 
market. At that time we proposed a $100 million increase in the 
Treasury subscription to FNMA preferred stock and a $700 million 
increase in the authority of the Secretary of the Treasury to purchase 
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FNMA obligations. These increases would enable FNMA to issue 
debentures to obtain an additional $1 billion for the purchase of mort- 
gages in the secondary market. House Joint Resolution 209, passed 
by the Congress last ‘week, contains part of the proposed increases. 
The rem: ainder rare contained in the Housing Amendments of 1957. 

Asa fourth proposal, we recommend the extension of the voluntary 
home mortgage credit program for another 3 years. This extension 
would be provided by the Housing Amendments of 1957. Under 
present law this program would cease operation on June 30 of this 
year. As you know, the program operates through a national com- 
mittee, headed by the Housing Administrator, and 15 regional] sub- 
committees which consist primarily of persons from various types of 
financial institutions, builders, lumber dealers, and representatives of 
real-estate boards. This program brings together eligible borrowers 
and lenders who will provide credit for FHA-insured and V A-guaran- 
teed loans. The program assists builders and home buyers in small 
communities and rural areas where mortgage money is scarce, and 
assists minority groups in general without regard to the size of the 
communities, 

This program has served primarily moderate-income families pur- 
chasing low-cost homes. About 86 percent of the more than 26,000 
loans placed by VHMCP through January were VA-guaranteed loans, 
and about 18 percent of the total were for homes for occupancy by 
minority group families. In addition, during a period when dis- 
counts on guaranteed and insured loans rose to an average of 3 and 4 
percent throughout the country, 88 percent of the loans obtained under 
this program ‘had discounts of 2 2 percent or less. Nineteen percent of 
the loans were made at par. 

As a fifth proposal, we recommend an increase of $150 million in 
the FNMA general authority to buy mortgages under its special 
assistance functions. We also recommend that an additional $100 
million of authorization, now available for a special type of partici- 
pations in mortgages, be made available for use under this general 
authority. These funds would be used to assist in financing urban 
renewal housing, disaster housing, housing for the elderly, and hous- 
ing in Guam and Alaska. The Housing Amendments of 1957 would 
provide these changes. Mr. Baughman, president of FNMA, will 
further discuss this proposal in his testimony. 

Now, we have other bills relating to mortgage credit. Before leav- 
ing the subject of mortgage cre dit, I would like to present my views 
on major provisions of some other bills before your committee relat- 
ing to this subject. 

5. 88 and S. 89 would provide for the use of 25 percent of the 
national service life insurance funds, or about ae billion, for invest- 
ment in V A. guaranteed loans at par, and S. 726 would provide for 
the use of 25 percent of the NSLI funds for iiveotnvenrt in VA direct 
loans. 

I am opposed to these provisions for several reasons. First, I 
believe these additional funds would not be necessary if the legisla- 
tion we h: ave prope sed is enacted. 

Secondly, it is a mistake to assume that the use of NSLI reserves 
taps a new source of funds for V A-guaranteed or direct loans. The 
reserves of the national service life insurance fund, as well as other 
reserves in Government trust funds, are invested in special obliga- 
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tions of the Treasury, and the proceeds have been used to meet Gov- 
ernment expenditures. Thus, the effect of these proposals would be 
to require the Treasury to borrow from the public an amount equal 
to the amount of NSLI funds devoted to the investment of GI mort- 
gages. Under present conditions, with the national economy operat- 
ing at a high level, I believe these proposals would be inflationary. 

Inflationary pressures which would be created by these short-range 
proposals can be avoided by providing private enterprise with con- 
ditions which would lead to an adequate supply of private funds for 
home loans to veterans. I believe that under a 5-percent interest 
rate on VA-guaranteed loans, private lenders would provide the re- 
quired funds. The same can be accomplished for small and remote 
communities, and for minority group members by extending the 
voluntary home mortgage credit program, and by also raising the 
interest rate on VA direct loans to 5 percent. The VHMCP would 
then be able to function effectively in its areas of operation as it 
has in the past. 

In addition to the use of NSLI reserves for investment in VA- 
guaranteed loans, S. 88 and 8S. 89 would require the Federal National 
Mortgage Association to purchase $1 billion of VA-guaranteed loans 
under its special assistance function and authorize an additional $1 
billion to be used for the same purpose at the discretion of the Presi- 
dent. Another bill, S. 912, would authorize FNMA to purchase, under 
its special assistance program, FHA-insured and VA-guaranteed 
414-percent. loans in an amount up to $3 billion. I am also opposed 
to these provisions because they would constitute a large, unneces- 
sary expenditure of Federal funds which would increase the Federal 
budget. 

The provisions of S. 912, S. 88, and S. 89, on which I am comment- 
ing, also stipulate that the VA-guaranteed or FHA-insured mortgage 
loans to be purchased, either with NSLI funds or under the special 
assistance functions of FNMA, would have to be bought at full face 
value. These proposals would attempt to peg the interest rate on 
VA-guaranteed and FHA-insured loans at the artificially low interest 
rate of 414 percent. This is unsound because it would inhibit the 
flow of private funds into the VA loan guaranty and FHA loan in- 
surance programs. This would basically change the character of pro- 
grams designed to function with private funds. 

Another provision of S. 88 and S. 89 would direct FHA and VA to 
issue regulations to limit charges, fees, and discounts imposed upon 
the builder, seller, veteran, or other purchaser in connection with 
FHA-insured or VA-guaranteed loans. Enactment of this provision 
would have serious adverse effects upon the mortgage insurance and 
mortgage guaranty programs. While FHA does not permit dis- 
counts to be charged to home purchasers in excess of established and 
permissible fees and charges, we believe that to limit or prohibit pay- 
ment of a discount by any party involved in the mortgage transaction 
would be a serious deterrent to the use of the FHA mortgage insurance 
programs. 

In order to understand FHA’s problems when the payment of dis- 
counts by any party involved in the mortgage transaction is limited 
or prohibted, it is necessary to keep in mind the importance of the 
secondary market in FHA mortgage transactions. FI A can prevent 
the actual payment of discounts to the original mortgagee, who would 
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be required to certify that no discount in excess of allowable charges 
and fees had been collected. However, FHA would be unable to con- 
trol effectively direct arrangements between builders and secondary 
market investors who purchase mortgages from originating mort- 
gagees. 

A large percentage of mortgages insured by FHA are originated 
by mortgage companies and small lending institutions throughout 
the country who are unable to retain the mortgages in their own “port- 
folios. While FHA can prevent them, of course, from collecting dis- 
counts, the difficulty arises in that they must be in a position to sell 
these mortgages to larger investors, particularly life-insurance com- 

anies and sav ings banks, if they are to continue to make home loans 
in their own communities. If they must sell mortgages in their port- 
folios in the secondary market at a ‘discount, and if they are prohibited 
in turn from collecting this discount from the builder or other person 

interested in the mortgage transaction, they have no alternative but 
to discontinue m: aking 1 new insured mortgage loans, 

Enforcement of the provisions proposed are impractical, as the 
experience with similar provisions in the Housing Act of 1950 has 
demonstrated. Section 504 of that act limited the charges and fees 
imposed upon any party to the transaction. FHA found that, when 
the originating mortgagees were prohibited from collecting discounts 
from any party to the mortgage transaction, the originating mort- 

gagees 1n many instances advised builders that they ‘would have to 
assume the responsibility for obtaining takeout commitments from 
secondary market investors to purchase loans as soon as they were 
closed. This forced the builder to negotiate arrangements with 
secondary market investors. 

However, under section 504 of the Housing Act of 1950, FHA was 
forced to take the position that the builder was, in effect, paying a 
discount when he purchased takeout commitments. Then, as a eae 
builders resorted to other means, one of the most common of which wa 
to purchase securities from the secondary market investor at a wtive 
actually higher than the current market value of the securities. In 
exchange, the investor would see to it that the builder could obtain 
the local financing needed. 

The FHA attempted to prevent this avoidance of the spirit and 
intent of section 504 but realized that many such arrangements were 
being made of which it was not aware. 

The repurchase agreement became a common device by early 1953 
in connection with VA-guaranteed loans. Under this device, the 
builder agreed to buy back the loan from the originating lender at, 

say, 96 percent or 97 percent of its original face amount if the lender 
could not dispose of the loan in the secondar y market at par within, 
say, 90 days. The builder also deposited 3 percent or 4 percent of 
the mortgage amount, and this was forfeited if the agreement was not 
carried out. 

When the repurchase agreement. was expressly prohibited by VA in 
May 1953, VA-guar anteed 4- percent loans became virtually unobtain- 
able i in many areas. Builders protested vigorously, and after — 
sive hearings and debate, section 504 was amended. As amended, 

uired FHA and VA to permit the originating mortgagee to one 

discount to the builder or other person interested in the mortgage 
bearticn. but not the mortgagor, where such discount was necessary 
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to reimburse the originating mortgagee for the loss sustained in the 
bona fide sale of the mortgage to a secondary market investor. This 
action amounted to a virtual repeal of section 504 except in those 
transactions in which the originating mortgagee was also the per- 
manent investor, in which case he could not charge any discount. 

In view of the discriminatory effects of this, the Congress in 1954 
repealed section 504 entirely. 

Even if it were assumed that FHA could effectively enforce discount 
controls in accordance with the intent of S. 88 and S. 89, there is the 
serious question of the possible effects of the legislation in view of 
FHA/’s previous experience under section 504 of the Housing Act of 
1950. Enactment of section 504 resulted in the curtailment of the use 
of the FHA programs by lenders and builders, thereby depriving many 
families of the benefits of these programs. The reenactment of con- 
trols on mortgage discounts, we believe, would again seriously curtail 
the helpfulness of FHA programs in providing needed housing. 

If the recommendations of the Administration are followed, condi- 
tions would exist under which the flow of private funds into mortgage 
investment would be increased, the market for Government-aided 
loans would function to eliminate large discounts in the private mar- 
ket, and there would be no need for the provisions requiring the FHA 
and VA to attempt to control discounts. 

Now, other major provisions of Housing Amendments of 1957. In 
addition to the provisions of the Housing Amendments of 1957 which 
I have discussed, the bill contains other important amendments that 
will be explained by the heads of the constituent agencies involved. I 
wish, however, to refer briefly to a few of these. 

Urban renewal. The Housing Amendments of 1957 would increase 
our capital grant authorization for urban renewal projects to make 
an additional $175 million available. This increase is necessary to 
permit communities to continue their rapidly expanding urban renewal 
programs. 

You will recall that in 1954 the Administration recommended and 
the Congress enacted a new and broader approach to the renewal of 
our urban communities. This approach recognized that eliminating 
slums and blight takes more than tearing down and replacing those 
structures which are beyond repair. We must also rehabilitate build- 
ings and neighborhoods which are still worth saving and prevent 
blight from spreading into new neighborhoods. This is the only prac- 
tical way to build new values into our cities, while fully conserving 
old values. The task is not easy. In each community, local officials 
who deal with planning, municipal finance, code enforcement, hous- 
ing, and public facilities must coordinate their efforts with those of 
private builders, private lending institutions, civic groups, and many 
owners of private property. Federal programs to encourage the con- 
struction and rehabilitation of privately owned housing and to aid 
State and local public agencies in their programs of redevelopment, 
public works, and low-rent housing have been redirected to the broader 
purpose of renewing our urban communities. 

The complex task of marshaling all the necessary forces is being 
completed. With the aid of perfecting legislation enacted at the last 
session of the Congress and new administrative approaches, the Fed- 
eral urban renewal program has now reached the stage at which 4 
large-scale attack can, for the first time, be made on the centuries-old 
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problem of urban slums and blight. We must continue, however, to 
seek improvements in this new field. As will be explained by Mr. 
Steiner, the Acting Urban Renewal Commissioner, in his statement, 
the bill contains several provisions which would enable us to better 
assist communities undertaking urban renewal projects. 

College housing. The bill would increase the authorization for our 
college housing loan program by $150 million. The bill would also 
change the formula for computing the interest rate on the loans to 
make it consistent with the interest which the Treasury must pay on 
funds it borrows for a comparable length of time. Mr. Hazeltine, the 
Community Facilities Commissioner, will explain these provisions in 
his statement on the bill. 

As the Housing Amendments of 1957 contain provisions relating to 
some of the more technical aspects of our programs, I have furnished 
your committee with copies of a section-by-section analysis of the 
bill which explains the reasons for each provision. I believe it would 
be helpful if our analysis were to be printed in the record of the hear- 
ings, Mr. Chairman. 

Senator SpARKMAN. Without objection, that will be done. 

(The analysis referred to follows :) 


HOUSING AND HOME FINANCE AGENCY 
SECTION-BY-SECTION ANALYSIS OF HoUusSING AMENDMENTS OF 1957 (S. 1609) 
TITLE I-—FNMA MORTGAGE PURCHASES 


Section 101. Increase in preferred stock and borrowing authority.—This sec- 
tion would authorize an increase from the Treasury’s present $93 million invest- 
ment in FNMA’s preferred stock. Pursuant to House Joint Resolution 209 and 
this section the increase would be $100 million which, under the 10 to 1 ratio 
of secondary market operations borrowings to the sum of capital and surplus, 
would permit aggregate borrowings of approximately $2.1 billion in place of 
the present approximately $1.1 billion. The section would also, effective July 1, 
1957, increase to $1.7 billion the maximum amount of FNMA obligations of the 
secondary market operations that may be held by the Secretary of the Treasury. 

Because of the severe shortage of funds in the mortgage market during the 
past several months, there has been a very sharp increase in the number and 
dollar amount of mortgages offered to FNMA under the secondary market opera- 
tions. The result has been to create a need on the part of FNMA for additional 
capital to carry out the purposes for which the operations were established. 
The unobligated resources—including possible borrowings—on March 8, 1957, 
were only approximately $45 million. It is believed that the increased resources 
would enable FNMA’s secondary market operations to be continued indefinitely 
in the manner intended by the FNMA Charter Act. 

Section 102. Repeal of minimum 99 percent price under special assistance 
functions.—This section would repeal the statutory requirement that FNMA 
under its special assistance functions have a purchase price of not less than 99, 
and would restore the language previously in the law. The present requirement 
expires by its terms on August 6, 1957. 

In present circumstances of differing interest rates on FHA and VA mortgages, 
varying between 4 and 5 percent, the existing minimum FNMA purchase price, 
fixed by statute, is wholly unrealistic. Investment sources necessarily will pay 
or charge a relative premium or discount, dependent upon rate of return. Among 
other pricing factors are the amount of the mortgagor’s equity and the length 
ofthe term. Section 305 (b) of the FNMA Charter Act requires that the special 
assistance functions shall be fully self-supporting; and, of course, FNMA is 
expected to resell a large portion of the mortgages, making its portfolio revolve 
and holding the investment of Government funds to a minimum. These aims are 
difficult to achieve under an inflexible purchase price requirement. 

The multiplicity of variable factors involved from time to time in determining 
purchase prices is such that FNMA should have adequate discretion to permit 
Iricing policy determinations by its Board of Directors. 
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Section 103. Funds of special assistance functions subject to authorization by 
President —This section would increase the amount of money now available 
to FNMA under its special assistance functions at the discretion of the Presi. 
dent. The aggregate amount of $450 million for the purchase of whole mort- 
gages would supplant the present authorizations of (@) $200 million for the 
purchase of whole mortgages and (6) $100 million for the purchase of 20 percent 
immediate participations in mortgages. 

The two purposes served by this section are, first, to merge the so-called 
participation funds into the whole-mortgage funds, and, secondly, to increase 
the aggregate amount available. 

The special assistance authorization subject to the discretion of the President 
is of great importance, having as a principal purpose the financing of selected 
types of residential mortgages pending the establishment of their marketability, 
Among the types of mortgages assisted are those covering the following types 
of housing: Urban renewal housing, Alaska housing, military (Wherry) hous- 
ing, programed defense housing, disaster housing, Guam housing, and housing 
for the elderly. There will be need for additional special assistance because 
the marketability of the mortgages involved has not yet been fully established. 
The need for additional funds for urban renewal housing, mortgages is mentioned 
specially, because that program is gaining momentum and is expected to rely 
heavily on FNMA’s special assistance functions for assistance in financing. 

Section 104. Deductivility of preferred stock dividends in computation of 
FNMA’s income tax equivalent.—This section will allow dividends paid to the 
Secretary of the Treasury—by reason of his ownership of FNMA’s preferred 
stock—to be treated as deductible from gross income, for the purpose of com- 
puting FNMA’s income tax equivalent. The treatment would be the same as 
accorded national banks and other institutions under section 583 of title 26, 
United States Code Annotated. 


TITLE TII—FHA MORTGAGE INSURANCE 


MORTGAGE TERMS 


Section 201. Increase in maximum loan-to-value ratios—F HA section 208 mort- 
gages on 1- to 4-family homes.—This section would amend section 203 of the 
National Housing Act by liberalizing the loan-to-value ratio limits on mortgages 
insured by FHA under its regular sales housing program. As amended by this 
section, the amounts of mortgages insured by FHA under section 203 would be 
limited to 96 percent of the first $10,000 of appraised value of the property, plus 
85 percent of the next $6,000 of appraised value, and plus 70 percent of appraised 
value, and plus 70 percent of appraised value in excess of $16,000 up to the maxi- 
mum dollar amount permissible. 

Within the maximums, the loan-to-value ratios would be at the discretion 
of the Commissioner, rather than on a mandatory basis. Under this permissive 
authority, it is, of course, contemplated that, as during much of the past 2 
years, lower maximum ratios would be specified in any periods when inflationary 
pressures dictate the desirability of such lower ratios. The section contains 4 
provision (par. (d)) which states that the Commissioner, in establishing maxi- 
mum ratios under authority contained in sections 201, 203, and 204 of this bill, 
shall determine that such ratios are in the public interest, taking into consider- 
ation their effect on the national economy and on conditions in the building 
industry. The availability or unavailability of residential mortgage credit 
assisted under the GI bill of rights would also be required to be taken into 
consideration. 

Where the mortgagor is not the occupant of the housing (as in the case of a 
builder-mortgagor) the mortgage would continue, as in the present law, to be 
limited to a maximum of 85 percent of the mortgage amount available for 
owner-occupants. 

The increase in loan-to-value limits provided under this section would also 
be applicable to sales-type cooperative housing mortgages which, under the 
provisions of section 213 of the National Housing Act, can be insured under 
section 208. 

Under the present provisions of section 203, the loan-to-value ratios for owner: 
occupants are limited to 95 percent of the first $9,000 of the value of the home 
plus 75 percent of the value in excess of $9,000 (except that the President can 
increase this latter limit to 95 percent of $10,000 and 75 percent of the amount 
over $10,000 if he considers such action to be in the public interest). For 
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example, under present law, the owner-occupant of a single-family dwelling 
could receive a 95-percent mortgage on a house valued at $9,000, 90 percent at 
$12,000, 87 percent at $15,000, and 84 percent at $20,000. Under the bill, these 
percentages would be 96 percent at $9,000, 94 percent at $12,000, 92 percent at 
$15,000, and 87% percent at $20,000. 

The home-loan guaranty program of the Veterans’ Administration has demon- 
strated the strength of demand for housing with more liberal credit terms than 
have previously been permitted under the National Housing Act. The default 
record under that program as well as under FHA home-mortgage insurance 
programs encourages the expectation that FHA losses with the proposed loan- 
to-value ratios can be handled with the resources from present mortgage insur- 
ance premium charges of one-half of 1 percent annually. 

Section 201 (ce). Increase in maximum mortgage amounts—FHA single-family 
homes in suburban and outlying areas.—This subsection would amend section 
208 (i) of the National Housing Act to increase from 95 percent to 96 percent 
the maximum loan-to-value ratio of mortgages insured by FHA under that 
section covering single-family homes in suburban and outlying areas. A corre- 
sponding change (from $6,650 to $6,750) would be made in the maximum dollar 
limit. These increases would make the mortgage terms under this program 
consistent with the regular FHA sales housing program as it would be amended 
by this bill. 

Existing provisions of section 203 (i) which expressly permit a person or 
corporation other than the mortgagor to advance all or part of the downpayment 
on a house would be deleted by this subsection. The deleted provisions would no 
longer be necessary if section 201 (b) of the bill is enacted, making applicable to 
section 203 (i) of the National Housing Act the same provisions relating to sec- 
ondary financing as now apply to sales housing for the elderly. 

This subsection would also eliminate the reference in the existing section 
203 (i) to insurance of mortgages on a “farm home on a plot of land five or more 
acres in size adjacent to a public highway.” This statutory language does not 
add to the Commissioner’s other authority which presently is broad enough to 
permit insurance on mortgages on acceptable suburban or farm properties. In 
view of such existing authority the reference to 5-acre farm homes in section 203 
(i) is unnecessary. 

Section 202. FHA rental housing for the elderly: Increase in mortgage limit 
on elevator-type structures—rental housing for single elderly persons.—This 
section would amend the special provisions of section 207 of the National Housing 
Act for rental housing for the elderly. It would add a provision that the maxi- 
mum amount of a mortgage could be in an amount up to $8,400 per family unit 
where the mortgage is given by a nonprofit organization to finance an elevator- 
type rental housing project which is to be used and occupied entirely by elderly 
persons. Under present law there is no provision for higher mortgage amounts 
per unit for elevator-type structures for the elderly, and the limit is $8,100 for 
all rental housing projects for the elderly financed under these section 207 
provisions. A provision would also be added to the section 207 special provisions 
for the elderly to assure that units in such housing could be designed for and 
occupied by single elderly persons. 

In the 1956 amendments to section 207 which provided for housing projects 
for the elderly, the provision for additional mortgage amounts for elevator 
structures was omitted. The increase in the mortgage limitation is considered 
hecessary to place the program for housing for elderly persons on a par with 
any other rental housing under section 207, and to avoid restricting projects 
for elderly persons in large metropolitan areas to rural or suburban locations. 

FHA has, in the past, interpreted the legislative term “family unit” as indi- 
cating a dwelling unit suitable for occupancy by two or more persons. It is felt 
that further clarification is needed to affirm the intent of Congress that aged 
widows, widowers, and other elderly single persons are not to be debarred from 
occupancy of projects designed especially for elderly persons, and that small 
units in such projects may be especially designed for the occupancy of a single 
elderly person. 

Section 208. Increase in marimum ratio of loan to value—Section 229 urban 
renewal housing.—This section would amend section 220 of the National Housing 
Act to increase the maximum mortgage amounts on urban renewal sales housing 
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based on ratio of loan to replacement cost, so that they would be consistent 
with the increased ratios of loan to value in the regular FHA sales housing 
program as it would be amended by this bill. 

Subsection (b) of this section is a technical amendment necessitated by a 
change in language made by subsection (a). 

Section 204. Increase in mortgage amounts—FHA mortgage on housing for 
servicemen.-—This section would amend section 222 of the National Housing 
Act to increase the loan-to-value ratio from 95 percent to 96 percent for insured 
mortgages covering housing for servicemen. A corresponding increase (from 
$17,100 to $17,300) would be made in the maximum dollar limit for the mortgage, 
These changes would be consistent with the increases under the bill for mortgages 
insured under section 203 of the National Housing Act. 

Section 205. Terms of FHA mortgages covering war, defense, and veterans’ 
housing sold by Federal, State, or local governments.—This section would make 
the terms of mortgages insured by FHA covering World War II, defense, and 
veterans’ housing sold by the Federal, State, or local governments the same 
as mortgages insured under sections 203, 207, or 213 of the National Housing Act, 

Section 206: FHA title VIII military housing mortgages.—This section would 
extend by 1 year the period during which the Federal Housing Commissioner is 
authorized to insure mortgages under title VIII of the National Housing Act. 
Although it is now expected that about 70,000 units can be placed under FHA 
commitment by December 31, 1957, and that commitments can be obtained on the 
balance of the presently approved units by June 30, 1958, it is doubtful that units 
approved by the military in the future can be ready for FHA commitment by the 
latter date. Accordingly, in order to permit sufficient time for selection of sites 
(and acquisition, if required), planning, and design by the military, and for mak- 
ing financial arrangements by successful bidders, it is believed that the time 
during which the Commissioner may insure mortgages should be extended by 
1 year. 

The section would also make the statutory average maximum of $16,500 per 
unit under title VIII applicable to each project rather than to each mortgage 
as at present. In order to obtain financing for large projects it has been found 
necessary to divide the project into several units and to enter into a separate 
mortgage for each unit. Since distinct areas for officers’ housing and enlisted 
men’s housing are usually established within the project site or as separated sites, 
and since the act currently provides that the principal amount of a mortgage 
may not exceed an average of $16,500 per family unit, considerable difficulty has 
been experienced in defining the various areas covered by each mortgage. This 
change, which is believed to maintain the intent of the act, would permit greater 
flexibility in that the determination of mortgage areas would be greatly simplified. 
Progress by the eligible builder in completing the work in individual mortgage 
areas would be facilitated, because work could progress from 1 area to adjacent 
areas rather than being undertaken in 2 or more scattered areas simultaneously. 

Finally, the section would provide that the bid of the eligible bidder on a mili- 
tary housing project under title VIII shall bear a “reasonable relation” to the 
Commissioner’s estimate of replacement cost of the property or project when the 
proposed improvements are completed. This would be substituted for the present 
provision that the eligible bid must be equal to or less than FHA’s estimate of 
replacement cost of the proposed project. 

Under the present provisions of the statute, if the military receives no bid 
which is equal to or less than the FHA’s estimated replacement cost, FHA may, 
upon request of the military, reexamine its estimated cost and revise its appraisal 
and eligibility statement appropriately, or the military is forced to reject all bids 
and abandon the project or issue invitations for new bids. In large construction | 
projects, such as most military housing under title VIII, a moderate range among | 
estimates of replacement cost is inevitable due to cost variances in materials, 
labor, job overhead, and other factors. This proposed amendment would provide 
much-needed flexibility in the administration of the military housing program. 


OTHER PROVISIONS 


Section 207, Repurchase of title I repair and improvement loans by lenders.— 
This section would amend section 2 of the National Housing Act to provide 4 
2-year statute of limitations with respect to the FHA requirement under certail | 
conditions that a lender must repurchase a Title I case on which FHA has paid 
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an insurance claim. The effect of this proposal would be to prevent the Federal 
Housing Commissioner from demanding that a title I lender repurchase a title I 
case (because of lack of eligibility for insurance) if a period of 2 years has 
elapsed since the date the lender’s claim for loss was paid by the Commissioner. 
At the present time there is no statute of limiations and in many cases a long 
period of years will elapse before some type of information is discovered which 
indicates that the claim would not have been paid if all the facts had been known 
to the FHA at the time the lender’s claim was allowed. The possibility of repur- 
chase requires that lenders, in effect, create a contingent reserve, as under the 
present statutory and administrative provisions a lender cannot be assured that 
its payment of claim is final. It is believed that FHA should have two years 
after the claim has been paid to investigate the case for matters of eligibility, 
put after such reasonable period has passed, the lender should be entitled to con- 
sider the payment of its claim as final and incontestable unless it can be estab- 
lished that the lender had been guilty of fraud or misrepresentation. A delay 
in making this section effective (until January 1, 1958) is desirable in order to 
take care of a backlog of pending matters. 

Section 208. Repeal of certain FHA farm housing provision.—This section 
would repeal section 208 (d) of the National Housing Act. Section 203 (d) 
provides for a special category of insurance of mortgages on farm properties. 
Because this section had been virtually unused, Congress (in the Housing Act of 
1954) amended it to provide that no mortgage could be insured under the section 
after the effective date of the 1954 act, except pursuant to commitments issued 
on or before such date. There are no outstanding commitments under this sec- 
tion at the present time, and it is therefore recommended that the section now 
be repealed as obsolete. 

Section 209. Mortgagee expenditures on foreclosed properties—and FHA 
premivms—This section would permit the Federal Housing Commissioner to 
authorize mortgagees to make expenditures for protection of properties during 
the period commencing with the institution of foreclosure and continuing until 
such time as the Commissioner takes title to the property. This period of time 
represents a minimum of several months and may, in States having statutory 
redemption rights, extend to as long as 18 months. It would be to the Govern- 
ment’s advantage to authorize mortgagees to make relatively small expenditures 
during this period to protect property from vandalism and damage by the 
elements, and to make necessary repairs for acceptable maintenance of the 
property. 

A further provision of the section would permit terminating the mortagee’s 
obligation to pay mortgage insurance premiums when an application for de- 
bentures has been filed. Mortgagees are now required to pay such premiums 
up to the date of acceptance of title and FHA then included in the debentures 
amounts to compensate the mortgagees for such expenditures. This results in 
unnecessary duplication, in that the FHA billing and eollecting of insurance 
premiums after the filing of a claim for debentures is followed by the repay- 
ment of the premiums to mortgagees, with interest, within a limited time. In 
order to provide a consistent treatment to mortgagees’ applications in the vari- 
ous sales housing programs, the scope of the proposed amendment includes all 
sales type programs, including sections 603 and 9038 of the National Housing 
Act. 

Section 210. Clarifying provision relating to FHA debenture interest rates.— 
Section 224 of the National Housing Act, added in 1954, provides that the 
debenture interest rate with respect to any section of the act shall be fixed by 
the Commissioner, with approval of the Secretary of the Treasury, in an 
amount not in excess of an annual rate of interest determined by the Secretary 
by estimating the average yield to maturity on the basis of daily market quota- 
tions or prices during the calendar month next preceding the establishment 
of such rate of interest, on all outstanding marketable obligations of the United 
States having a maturity date of 15 years or more from the first day of such 
next preceding month and by adjusting such average yield to the nearest one- 
eighth of 1 percent. 

In conformity with the provisions of section 224, a debenture interest rate 
was established in December 1956 at 314 percent. In sections 204, 207, and 803 of 
the National Housing Act there remain references to the former maximum rate 
of 3 percent per annum. FHA has interpreted section 224 as being controlling 
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and has published a debenture interest rate in excess of 3 percent notwithstand- 
ing the reference to 3 percent contained in sections 204, 207, and 803. While 
there is no legal difficulty, there has been a practical problem resulting from 
the seeming conflict between section 224 and the wording of the other three 
sections. To remove this point of confusion section 210 of the bill would 
include an express reference to the section 224 interest rate formula in the 
other three sections. 

Section 211. Obsolete cooperative housing provision.—This section would 
repeal section 207 (q) of the National Housing Act which has become obsolete, 
particularly with the enactment of sections 213 and 306 (e) of the National 
Housing Act which authorizes special FHA and FNMA aids for cooperative 
housing. The reference in section 207 (q) to “paragraph numbered (2) of sub- 
section (c) of this section” is an obsolete reference to a repealed provision. 

Section 212. Commercial and community facilities serving cooperative hous- 
ing—The purpose of this section is to permit an FHA cooperative housing 
mortgage to include commercial and community facilities in sales-type and 
investor-sponsor-type projects. The law presently permits the inclusion of such 
facilities only in management type project. The section would have the further 
effect of limiting by law FHA sales type cooperatives to those having 8 or more 
units. However, because smaller sized cooperatives are generally not feasible, 
this limitation is already in effect by regulation. 

Section 213. Technical amendment relating to termination of mortgage in- 
surance premiums.—This section would make the provisions of section 204 (j) 
of the National Housing Act (which are now applicable to individual home 
mortgages insured under section 203 of that act) applicable to individual home 
mortgages insured under sections 213, 220, 221, and 222 of that act. Section 
204 (j) permits termination of the mortgagee’s liability for payment of mort- 
2uge insurance premiums in those cases where the mortgagee forecloses on the 
mortgaged property but informs the Commissioner that it does not intend to 
convey the property to FHA in exchange for debentures. Upon such notification 
(which terminates FHA’s insurance liability), the FHA terminates the mort- 
gagee’s obligation to pay subsequent mortgage insurance premiums. Similar 
termination of the mortgagee’s obligation results under section 204 (j) when 
FHA’s insurance liability terminates because the mortgage has been prepaid 
in full. The same considerations which led to the enactment of section 204 (j) 
apply equally to making it applicable to the additional home mortgages. 

Section 214. Transfer of moneys among FHA insurance funds.—The section 
221 housing insurance fund and the servicemen’s mortgage insurance funds do 
not come within section 219 of the National Housing Act which authorizes 
certain transfers of moneys among the several FHA insurance funds. Section 
214 of this bill would provide for their inclusion. The omission of these two 
sections from the provisions of section 219 could create a situation which would 
make it necessary under unfavorable circumstances to call upon the Treasury 
Department to redeem debentures issued by the 2 funds even though ample 
resources for this need may be availabie in 1 or more of the other funds enumer- 
ated in section 219. Also, inclusion of these two funds within section 219 would 
permit transfers, as required, from these funds to other insurance funds which 
are now included under section 219. 

Section 215.—FHA appraisals available to home buyers.—Under the present 
provisions of section 226 of the National Housing Act, the Commissioner must 
require that a statement of FHA appraised value be furnished to purchasers 
of homes. In instances where the law bases the amount of the mortgage upon 
replacement cost, it has occurred that the FHA estimate of value is actually 
less than the amount of a mortgage based upon replacement cost. This creates 
unnecessary misunderstanding. It is believed that the objectives of the act 
would be met by furnishing a statement of the FHA’s estimate of replacement 
cost instead of appraised value where the law bases the mortgage upon replace- 
ment cost. 

Sec. 216. Use of sales type housing for transient occupancy.—This section would 
remove from the provisions of section 518 of the National Housing Act the lan- 
guage which now requires mortgagors under the various sales housing programs 
to certify that they will not use the dwellings for hotel purposes. It is believed 
that the possibility of any material use of single-family dwellings or groups of 
single-family dwellings or 2- to 4-family structures as hotels is so remote that 
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little, if any, effect upon the hotel industry could result from removal of the 
present statutory languages. Under the present statute, proposed mortgagors 
have been required te certify that they would not use the dwelling for. hotel 
purposes, and this has created an unnecessary processing requirement in the 
large volume sales housing program. No change would be made in these re- 
strictiens insofar as they apply to rental housing programs or to management- 
type cooperative housing programs. 


TITLE III—URBAN RENEWAL 


Section 301. Capital grant contract authorization.—This section would provide 
for an increase in the present $900 million capital grant contract authorization 
of $175 million on July 1, 1957. As of March 1, 1957 almost $854 million of the 
aggregate $900 million capital grant authorization was reserved or in process of 
reservation for 441 local urban renewal projects and 18 demonstration projects 
to be assisted with capital grants under title I of the Housing Act of 1949. Only 
$46.2 million was available on that date for new reservations. 

Section 302. Alternative capital grant formula.—This section would provide 
for the establishment of an alternative basis for calculating the Federal capital 
grants that may be paid to urban renewal projects under certain conditions. It 
would permit a community to elect to proceed under either the alternative basis 
or the existing statutory formula for calculating the Federal capital grant for 
an urban renewal project. 


FORMULA UNDER EXISTING LAW 


Under title I of the Housing Act of 1949, as amended, local public agencies may 
receive capital grants up to two-thirds of the aggregate net project costs of 
projects. Gross project cost is calculated as the sum of (1) the expenditures 
by the local public agency for any or all of the undertakings necessary to carry 
out the project, including carrying charges, plus (2) the amount of noncash 
local grants-in-aid. Net project cost is defined as the difference between the 
gross project costs and the sum of (1) total sales prices of land or other property 
sold, plus (2) total capital values of land leased or retained by the local public 
agency. 

ALTERNATE FORMULA UNDER SECTION 202 OF BILL 


The new alternative method would provide for capital grants amounting to not 
more than three-fourths of net project cost to be paid on the basis of a revised 
definition of gross project cost. The revised definition would restrict the above 
item (1) of gross project cost to the direct costs or property acquired, demolition 
and removal, site preparation, expenses incidental to disposition of acquired 
land, and carrying charges relating to the foregoing (exclusive of taxes and 
payments in lieu thereof). All administrative costs and survey and planning 
expenses would be excluded. Relocation payments (where authorized) could 
be paid fully by the Federal Government under either formula. 

Temporary loans made in conjunction with a grant under the alternative 
formula would be limited to financing project expenditures as defined for an 
alternative capital grant. 

The definition of net project cost would not be changed by the bill. However, 
the revised definition of gross project cost would result in a different figure of 
net project cost, where the new formula is used, from that which would result 
in an identical project where net project cost is calculated under the current 
formula. 

The differences between the present formula and the proposed alternative 
formula in the calculation of the gross and net project costs of projects and in 
the Federal capital grants are illustrated in table A which follows, summarizing 
project budgets approved in the last two complete fiscal years: 











92 HOUSING AMENDMENTS OF 1957 


Taste A.—Gross project cost and Federal capital grants under current and pro- 
posed alternative formulas (based on totals for 46 project budgets approved 
in fiscal years 1955-56) 

[Thousands of dollars] 











Calculation of gross project costs | Current | Alternative 
formula ! formula ? 
| | 
Item (1) of gross project cost: 
Survey and planning ------ einai ite take deawe $3, 312 

Project administration, legal, relocation, taxes, overhead 5, 577 
L.and-acquisition expense 5 Sona ‘ 3, 292 | fe 
Project audit and inspection... -...-.- Gis aha | 802 | 3 $7K 
Reserve for contingencies ‘ } 3, 588 3 2, 567 
Interest (carrying charges) n . ayn 6, 180 | 5 5, 645 
Real-estate purchases 120, 155 120, 155 
Site clearance (excluding local noncash grants-in-aid) 6, 669 6, 669 
Site improvements (excluding local noneash grants-in-aid } 11, 064 | 11, 064 
Disposal, lease, and retention costs , 698 GOR 
Total item (1) of gross project cost 161, 337 147, 548 
Local noncash grants-in-aid _-_- 15, 973 15, 973 
Total gross project costs- - 177, 310 163, 521 
Land proceeds (deduct) - - - ; 52, 738 52, 738 
t project costs-. 124, 57% 110, 783 
Federal capital grants- _ 82, 5 83, 087 


1 No change in gross project cost; Federal capital grant not over 34 of net project cost. 
2 Item (1) of gross project cost reduced; Federal capital grant at % of net project cost 
§ Represents same proportion of original budgeted item as proportion of applicable expenditur: tained 
under alternate definition of gross project cost to applicable original project expenditures. 
The difference under the two formulas in the overall local contributions to the 
same projects are indicated in table B, which follows: 


TasLe B.—Local contributions to projects under current and proposed alternative 
: pro; ; pro; 
formulas (based on the 46 projects summarized in Table A) 


[Thousands of dollars] 








Overall local contributions to projects Current Alternative 

formula formula 
ind planning costs $3, 312 
Project administration, legal, relocation taxes, overhead 5, 577 
Land-acquisition expense : 3 909 
I t audit and inspection 52 
€ rve r cont 2 
Interest rrving cl ‘ 53. 
N m ‘ I i t ne 1 173 i7 
Cc ints-ir 1 6, 012 72 
Potal overall local contributions to projects 41, 985 41, 48 


1 No change in gross project; cost Federal capital grant not over 3 of net project cost 
2 Item (1) of gross project cost reduced; Federal capital grant at % of net project cost 


As tables A and B indicate, the alternative formula would in the aggregate 
result in a slight increase in Federal capital grants and a decrease in local con- 
tributions. The increase under the alternative formula is equal to about 0.6 
percent of the aggregate of Federal capital grants under the prevailing formula. 

Establishment of the alternative formula is recommended in anticipation that 
the overall operations of the urban-renewal program would be substantially 
strengthened and simplified for both local communities and the Federal Govern- 
ment. Although it might not be possible to measure in strictly quantitive terms 
the advantages anticipated under the alternative formula, these advantages are 
nevertheless real and substantial. Elimination of discussion and review of survey 
and planning costs and project administrative costs from the contracts between 
Federal and local officials concerned with local urban-renewal projects should 
make possible an acceleration and improvement of local-project operations. 

Under the current formula, where the expenditures proposed to be excluded 
under the alternative formula are chargeable to gross project cost, the Federal 
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Government must of necessity review, approve, supervise, and postaudit the 
expenditures in question. The paperwork in connection with such expenditures 
has inevitably resulted, and may be expected to continue to result, in charges of 
redtape and claims of excessive Federal supervision of nonsubstantive aspects of 
Jocal-project operations. The items of cost in question represent in their totality 
only about one-twelfth of the aggregate gross project costs in the left-hand 
column in table A. Nevertheless the nature of the items involves a dispropor- 
tionate amount of time-consuming paperwork and discussion for both the Federal 
technical urban-renewal staff and local administrative staffs, with consequent 
diversion of Federal and local personnel and corresponding delays and distrac- 
tions respecting the planning and other substantive elements of local projects. 

No city, of course, would be required to proceed with its urban-renewal program 
under the alternative formula. A city will undoubtedly request approval for such 
election only where it is beneficial to the community. It is believed that at least 
many of the larger cities will request approval to proceed under the alternative 
formula. Most of these cities have more than one urban-renewal project already 
underway, and are contemplating the initiation of additional projects. There 
usually exists a well-established local planning department or bureau and exten- 
sive local machinery for supervision and administration of local urban renewal 
project undertakings. ‘These cities will be better able to coordinate the local 
urban renewal program with other programs of community development and 
improvement if they are relieved of the necessity of separately budgeting and 
allocating staff, office overhead, etc., to each urban-renewal project as is necessary 
under the Federal controls required in the administration of the current formula. 
Conceivably the cities can effect some monetary savings as a result of coordination 
of the local administration of urban-renewal projects, and in any event such 
administration can be more closely integrated with existing city programs for 
local planning and improvement. 

Insofar as the Federal Government is concerned, election of the alternative 
formula by a community would in no way modify the nature of technical urban- 
renewal services provided to the community. The Agency would continue to be 
called upon for, and will continue to make available, technical assistance in con- 
nection with specific project proposals and general community planning as here- 
tofore. It is believed that the technical relationship would actually be strength- 
ened, as a result of the fact that there would be no occasion for discussion or 
review of survey and planning costs and costs of project administration. 

Section 303. Fired amounts for relocation payments.—Only very limited ex- 
perience has been had in the administration of a provision in the Housing Act 
of 1956 which authorizes (under rules and regulations prescribed by the Admin- 
istrator) the making of relocation payments covering specified moving expenses 
and property losses of individuals, families, and business concerns displaced as 
aresult of local urban-renewal projects. Nevertheless, it is apparent that admin- 
istration of these provisions would be improved if the Administrator had author- 
ity to promulgate (as part of the required rules and regulations) maximum 
amounts which, under appropriate circumstances, a local public agency could pay 
to individuals and families on account of moving expenses without requiring 
proof of the actual costs of such expenses. Although local practices vary, the 
making of relocation payments on account of moving expenses for individuals 
and families under the present provision requires the local public agency to obtain 
proof of actual expenditures or other records in the form of duly receipted bills 
or vouchers in the case of each individual and family. Likewise, before the final 
capital grant is paid to the project, the Federal Government must audit the 
records and accounts of the local public agency respecting relocation payments 
on account of moving expenses. 

Accordingly, this section contains an amendment which would authorize the 
Administrator, in his rules and regulations, to permit local public agencies to 
make relocation payments covering moving expenses of individuals and families 
Without the necessity of investigating the actual costs incurred in each case, 
where the claim for such expenses does not exceed the amount specified in the 
regulations. In no event, of course, could any amount or amounts promulgated 
by the Administrator exceed the present $100 statutory maximum. The making 
of relocation payments on account of the moving expenses of individuals and 
families would, under this section of the bill, relieve both the local public agency 
and the Federal Government of a considerable burden of paperwork. In many 
cases such paperwork can result in administrative costs to the local public agency 
4s high as the actual amounts involved in the moving expenses. 
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Section 304. Technical—Ectension of urban-renewal provision to slum-clearance 
projects.—As amended by the Housing Act of 1954, title I permits (for certain 
types of facilities offered as local noncash grants-in-aid for urban-renewal proj- 
ects) the estimated costs of local facilities to be deemed the actual costs if their 
construction is not completed at the time of final disposition of land in the urban. 
renewal-project area and if satisfactory assurance is provided that the facilities 
will be completed and available within a specified time. This section of the bill 
would make the same provision applicable in the case of slum-clearance projects 
earried forward under the terms of title I as amended prior to the Housing Act 
of 1954. Experience has demonstrated that application of this provision to orig- 
inal title I projects is desirable to avoid delay and expense resulting from the 
requirements that prevent the liquidation of these projects until the completion 
of all public facilities being built by the community as local grants-in-aid. 


TITLE IV—COLLEGE HOUSING 


Section 401. Increase in college housing loan authorization.—This section 
would increase the college housing loan authorization by $150 million (from 
$750 million to $900 million). It is estimated that the uncommitted balance 
of the present authorization will be, as of June 30, 1957, near $83 million. The 
increased authorization provided by the section, along with this estimated bal- 
ance, would therefore permit new net commitments during fiscal year 1958 of 
over $230 million. 

Section 402. Interest rate on college housing loans.—This section would re 
quire the Housing Administrator, in making college housing loans, to charge 
a rate equal to that payable by him to the Treasury plus one-fourth of 1 per- 
cent. The present law provides for a similar spread, except that if the re- 
sulting rate is less than 2°, percent, the higher rate must be charged. Hovw- 
ever, because of the different base to which the one-fourth percent differential 
would be applied under the provisions of the next section (which changes 
the formula fixing the interest rate paid by the Administrator on funds bor- 
rowed from the Treasury for college housing loans) as compared with the 
present law, the net result under November market conditions would be to 


change the college housing loan interest rate from 2% to 3% percent 
Section 403. Interest rate on borrowings from the Treasury for college hous- 
ing loans.—This section would provide that college housing funds borrowed 
by the Administrator from the Secretary of the Treasury shall bear interest 
at a rate, calculated each calendar quarter, based on the current average market 
vield on all outstanding marketable obligations of the United States having a 
“inaining maturity of 15 or more years. This formula would be in place of 
he formula now in the law which bases the interest rate on the average rate 
horne by all interest-bearing obligations of the United States, irrespective of 


naturity, as computed at the end of the preceding fiscal year, or 2'5 percent, 
vhichever is higher. The rate proposed would currently result in the Adminis 
trator paying 314 percent on funds borrowed from the Treasury. Under th 


present law, the rate for fiscal vear 1957 is 256 percent 

The enactment of the interest-rate formula proposed, which would raise the 

interest rate on college housing loans on the basis of November market condi 
ions from 2% to 84% percent, would eliminate the subsidy inherent in the exist- 
ing interest-rate formula by permitting the Administrator to borrow college 
housing loan funds from the Secretary of the Treasury at a rate of interest 
equal to that which the Treasury itself would have to pay if it went into the 
market to borrow the funds for a comparable length of time. In that way the 
colleges receive the full benefit of the use of the Treasury’s credit on Federal Gov- 
ernment borrowings for college housing loan funds. 

As the formula is based on current market yield, it reflects the interest rate 
the Treasury would have to pay in the current market for borrowings of maturi- 
ties comparable to that of college housing loans. It is unrealistic to assume that 
when the Treasury lends money to an agency it somehow can dip into a fund 
which represents the composite of all its past borrowings still outstanding. There 
fore, the proposed interest-rate formula does not reflect the interest cost relating 
to old borrowings, such as those financing World War II. 
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TITLE V—VOLUNTARY HOME MORTGAGE CREDIT PROGRAM AND 
MISCELLANEOUS 


Section 501. Continuation of voluntary home-mortgage credit program.—This 
section would continue the voluntary home-mortgage credit program for 3 years. 
Under the present law, the program would cease operation on June 30, 1957. 
The VHMCP is intended for builders and home buyers in small communities and 
rural areas where mortgage money is scarce and for minority groups, in general, 
without regard to the size of the communities in which they live. It was estab- 
lished on a temporary 3-year basis by title VI of the Housing Act of 1954 under 
the sponsorship of private lending institutions. It has provided a substantial 
volume of FHA-insured and VA-guaranteed loans for moderate-income veterans, 
minority group families, and other home buyers, and the President has now 
recommended the proposed 3-year extension. 

Since the program began full operation in March 1955, the VHMCP has placed 
over 26,000 FHA and VA loans with private lenders. T hese loans total about 
$237 million in amount. Over 16,500 of these loans, amounting to more than $147 
million, were placed in 1956. About 86 percent of the loans were VA-guaranteed 
loans and about 18 percent of the total were for homes for minority group fam- 
ilies. These figures indicate that the program has been helpful, even in today’s 
tight-mortgage market, in providing mortgage financing to would-be homeowners 
in the small towns and remote areas and to minority group families. 

The program operates through the National Voluntary Mortgage Credit Exten- 
sion Committee, headed by the Housing and Home Finance Administrator, and 
through 15 regional subcommittees. These committees consist primarily of per- 
sons from various types of financing institutions, the building industry, the retail 
lumber business, and real-estate boards. Acting through the committees the 
program brings together eligible borrowers and lenders who will provide credit 
for FHA-insured or VA-gu: irantee d mortgage loans. 

Section 502. Exchange of data with other nations.—This section would direct 
the Housing Administrator to exchange with other nations data relating to hous- 
ing and urban planning and development. sSecause of the significant recent 
progress made in this country in dealing with problems in these fields, the Admin- 
istrator is very frequently called upon to provide information to other countries 
which will be helpful to them in solving similar problems. Furthermore, the 
housing and urban planning experience of many other countries (particularly in 
specialized fields) has been and will continue to be helpful to the housing indus- 
try, the Congress, and the Administrator in developing new methods of meeting 
related problems in this country. 


Mr. Cour. I have been authorized by the Bureau of the Budget to 
advise that the enactment of the housing amendments of 1957 would 
be in accord with the program of the President. 

Mr. Chairman, instead of calling Mr. Baughman, if I may, I would 
like to call Mr. Hazeltine first. 

Senator SpaARKMAN. Allright. Mr. Hazeltine. 

Do you want questions now, or would you rather wait until the con- 
stituent agencies have submitted their statements? You stated that 
you would remain for questions. 

Mr. Coir. Yes. It is my suggestion, Mr. Chairman, that when 
Mr. Hazeltine completes his statement we discuss college housing, 
questions and answers, and then that we proceed with Mr. Baughman. 

Senator SparKMAN. Take up each phase as we go through? 

Mr. Corn. 1 think it works very satisfactorily. 

Senator Sparkman. I would like to insert in the record a few tables 
showing the progress to date of programs of several of the constituent 
administrations of the Housing and Home Finance Agency. 
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(The tables referred to follow :) 
HOUSING AND HOME FINANCE AGENCY 


VOLUNTARY HoME MORTGAGE CREDIT PROGRAM 


Number of assistance applications received by months 























oem fel 1 Ta en cl Ee | | 
liens iy Applica- 
Owner- tions | | | tions in 
Month {occupant | screened | Lender | Builder | Total | process 
out | at end of 
| } month 
| | | [ 
cay + amis cea: aa 
January-March 1955...__....--- néiedtt 3, 035 }- } 13 ) 37 oe 
April-June... __-- : aa | 7, 513 21 | 55 | | 
July-September. ... 6, 512 | 7 54 | 
October........- , 3, 870 | 0 14 | 5, 980 
November___.....-- fee 3, 046 |} siti 2 15 |} 5, 715 
NN SO area ae aera j 2, 653 | | 0 9 | 5, 170 
January 1956.... dasuceepaanuce 2, 580 | Ma | 0 26 | 4, 936 
February - ‘ : } 2,981 | 0 12 | 5, 065 
Marcb.. sLibe | 3, 430 | 0 |} 19 } ] 4, 007 
April. P , 3 3, 341 0 | 16 | 4, 453 
Mas : wenerauanten 3, 382 0 14 | 4, 037 
June ; : 3, 195 65 0 18 | 3, 753 
July. J : 3, 095 160 0 16 |} | 3, 354 
August-__ ms 3, 268 271 | 0 11 | | 3, 116 
September. 2, 602 343 0 6 | 2, 990 
October__- sid. \ 3, 360 | 527 () 6 | 3,040 
November a 7 eiads ind 2, 528 542 | 0 | 12 } 2, 595 
December as ‘ etd | 2, O76 | 588 | 0 | 2 | 2 
January 1957....-. a tia | 2,253 761 | 0 | 2 | 2, 03% 
February. econ tne } 2, 448 S18 | 0 | 5 | 2, 446 
Dial btatincaiced uate et 67, 123 4075|  43/ 349| 71,590 = 
Number of loans placed by months 
- —— ee = 9 - ee eee 1 Caan oe - ” i 
Month Owner- Lender Builder Total 
occupant | 
A | ee 
January-March 1955... 24 | 0 0 24 
April-June 1, 564 , 222 1, 791 
July-September 1, 735 I 211 1, 94 
October ‘ 1,118 l 28 1, 404 
November... 1, 637 0) 903 , 860 
December Bs | 1, 630 6 130 | 1, 766 
January 195 1, 311 165 1, 476 
February 1,170 2 133 30 
March... . 1, 397 ll 209 707 
April -_-. 1, 167 0 307 1, 474 
May. 1, 357 0 183 1, 540 
June 212 0) 72 1, 284 
July 1, 236 0 208 1, 534 
August 1, 258 0 134 1, 392 
September - . 1, 138 0 77 21 
October ’ ; 1, 200 0 lil 1, 401 
November... 1.991 0 106 1.197 
December... Secs = 168 0 16 O84 
Janua 1957... 4 1, OOS 0 32 1, 040 
Febru ary a 800 0 97 827 
Relat loth uk! 24,111 26 3,031 | 97, 168 
Dollar amount of loans placed, cumulative through February 1957 
Owner-occupant mortgagors____-._-------_-------- wi cthatdesiemestacandeames ea ee 
aN kag kth ca deci oi saen apse Toisas ren ss eat snl x nse ase ts sadn 308, 421 
UN a a ca iapamtatan 31, 310, 230 
SPIRO sissascasticsasticdsi ehramcen acerca cada wklatiniah nia teniek nar ae 


Ee 








24 
1, 791 
1, 947 
1, 404 


1, 766 
1, 476 
1, 305 
1, 707 
1, 474 
1, 540 
1, 284 
1, 534 
1, 392 
1, 215 
1, 401 
1,197 

O84 
1, 040 

827 


27, 168 
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Placement ratios of owner-occupant applicants by months 























| Owner- Terminated| Col. 3 | Placement 
Months | occupant |throughno| minus | Number of| ratios. col. 5 

applications} fault of col. 2 loans divided by 

{| processed | VHMCP! { col. 4 

| : ad aa’ Lindt 
January-March 1955_-- ; 582 64 518 4.6 
April-June --_--- ee 6, 850 1, 056 | 5, 794 | 27.0 
Oe ee ne 4, 489 1, 119 | 3, 370 | 51.5 
October. - 2, 587 509 | 2.078 53.8 
MN sl sci ia are ac : sake 3, 372 638 | 2, 734 59. 9 
December. : ‘ } 3, 473 778 |} 2, 695 60. 0 
January 1956....... isintennnticn wena 3,047 677 | 2, 370 | 55.3 
NE ick nck ota n Snag hae ieee «amine 2, 954 584 2, 370 | 49.4 
March___-- ee sos 3, 612 | 550 3, 062 45.6 
oa . ss 3, 977 | 699 | 3, 278 35. 6 
May....- ‘ 3, 750 | 409 | 3, 341 | 40. 6 
June___- : 3, 438 | 307 3, 131 38. 7 
SE iigarc cma : 3, 407 | 296 | 3,111 39.7 
August..-...-- ‘a 3, 555 | 342 | 3, 213 | 39.2 
September ......--- pbagswexpate 2, 734 | 225 } 2, 509 45.4 
October ----- . 5 ; 3, 186 | 251 | 2, 935 | 44.0 
November---- 2, 970 | 190 | 2, 730 | 39.2 
December. ‘ . 2, 454 159 | 2, 295 42.2 
January 1957---- 2, 433 193 } 2, 240 | 45.0 
Pepraery...-..... ‘ : 1, 963 145 | 1, 818 | 44.0 
RR iiakadinealtiGerncnewenessnennen 64, 833 | 9,191 | 55, 642 | 24,111 43.3 

1 Includes the following: No response from applicant, application withdrawn, low appraisal by FHA 


or VA, conventional loan made, and application proved ineligible for VH MCP processing. 


FEDERAL HOUSING ADMINISTRATION 
ActTiviry UNDER SECTION 213—-COOPERATIVE HOUSING 


TABLE I.—Housing mortgages insured by FHA: 1950-57 


| 
| Sales-type projects | Management-type 





projects 
Units | Amounts | Units | Amounts 
| 

i cates neces a . = itis 

285 | $2, 691,000 Snshiniiasln oe 
1951 Fc ; 1,928 | 17,726,000 | 6, 067 $55, 194, 000 
ain ts ae . 3,681 | 35, 788,000 | 6, 093 55, 913, 000 
1953______ aici 1,915 | 20, 926, 000 | 5, 664 53, 954, 000 
1954... ; 3,665 | 32, 145,000 | 2, 556 24, 273, 000 
1955 636 | 4, 855,000 | 909 8, 999, 000 
1956 1,254 | 16, 419, 000 1, 775 19, 947, 000 
January -- 214 | SGN OE biascubo these 
February : } 246 | 3, 078, 000 | 132 1, 698, 000 
Total to date...__-- 13, 824 | 136, 155, 000 | 23,196 | 219, 978, 000 


TABLE II.—Commitments issued by FHA: July 1956—February 1957 





Sales-type projects Management-type 
projects 
i 
Units | Amounts Units Amounts 
—_—_—_ — —_ _ —_——— — — t- — —_—— ———— | a 
1956—January } 50 | $679, 000 323 | $3, 593, 000 
February 7 ei x ; iat sa 360 4,141, 000 
March. _- ; : ; 83 1, 183, 000 123 | 1, 402, 000 
April__. a iad j | 30 443, 000 284 3, 136, 000 
May 195 2, 888, 000 162 1, 891, 000 
June aaa 458 6, 399, 000 268 2, 983, 000 
July 437 6, 168, 000 504 7, 191, 000 
August___. ae 549 FF PR kaa nivdieenda bike tend a 
September. __-- 751 OE Tica ccnindiaiinlsnioden : 
October - anne 264 2, 801, 000 366 | 4, 457, 000 
November. - 628 oy CE Nec aeacatet Fated pambne os 
December... _-- ae 1,119 14, 687, 000 }.....2..-<- ne 

1957—January a | 1, 213 16, 057, 000 201 | 3, 284, 000 
February - - a sett 619 | 8, 127, 000 pon penane en oereataek 

1 | 

! ! 
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PUBLIC HOUSING ADMINISTRATION 


Low-rent units under management by Public Law as of Feb. 28, 1937 








NN ie ra a ca hak cia na Raa ads cis an ani casein acs aesadiaias avcaataced| a 
Public Law 171 (Housing Act of 1949) ------------ Somiwaipiheelenera 209, 560 
TRON isis iim saksnn cera cee 4 itcicbacesh btinetletiee nae aes eee: 
a sah a aac sls ca a bea 18, 312 
NNT) ra dS cs eli cae cl aeeaene sn kala oaths 
Fuplic Law 671.......... saciid aeeiatcabaiickhkaictned taut icesicscsichalsabeuicauas se Sok cee so suieclacaieaecaumea ss a 
PWA (Public Law 11 and Public Law 67) —-_--------~--- ee ESS 
Lanham Act (war housing converted to low-rent, Public Law 475)____. 24, 845 
Ne EP ie ee ee cee ae eee ee 7, 509 


Status of units under annual contributions contract initiated under the Housing 
Act of 1949, as of Feb. 28, 1957 


Number of 


unita 
Under annual contributions contract not under construction____- 92, 163 
Uader construction.cc.......... i NN aie dociin kota cs detec iit aiuiitencmie 11, 252 
I a ce emia anla aisle abana ae 
ONE a Ae ih Dal ea ee i Sa a ls ge baticude 


‘This is the number of units chargeable against the overall limitation of 810,000 units 
in the Housing Act of 1949. 


Annual contributions contracts and construction starts under Housing Act of 
1949 low-rent program 


| 


Placed under | 


Fiseal year Limitation annual con- | Placed under 
tributions construction 
contract 

1950... 7 None... ‘ 14, 834 2, 774 
aa Presidential limitation to 30,000 construction starts in | 130, 702 88, 359 
last half of calendar vear, 1950.! 
1952 50,000 construction starts ° 45, 531 2 
1953 35,000 construction starts ? 34, 245 0: 
1954. _- No new contracts and 20,000 construction starts 0 8, 674 
1955 3___ | 35,000 annual contributions contracts 30, 351 | 8, 723 
1956 4__. | 45,000 annual contributions contracts 44, 422 7, 967 


1 28,656 started July-December 1950. 

2? Limitations were on units initiated after Mar. 1, 1949, units placed under construction include units 
initiated prior to that date. 

3 Includes 1 month extension by the Congress to July 31, 1955, 

4 Data for 12-month period ending July 31, 1956, to which statutory limitation applied 


Progress on 70,0900 units under Housing Act of 1956, Aug. 1, 1956. through 
Var. 15, 1957 


Vumber of 


unats 
Preliminary planning authorized (reserved and funds released ) 8, 185 
Annual contributions contracts______--__-______- sis a _ None 


DEFINITIONS 


Initiated: Originally developed pursuant to and subsequent to enactment of 
the 1949 act. 

Reactivated: Originally planned under laws other than the 1949 act (prin- 
cipally under Publie Law 412 (1937) ), but actually constructed and permanently 
financed under the 1949 act. 
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Public Law 412 (1937): The Housing Act of 1937. This law did not contain 
a statutory limit on the number of units but did contain a limit on dollar 
authorization which brought into being 117,019 units. 

Public Law 671 (1940): A special provision amending Public Law 412 m»king 
public housing available to warworkers without regard to income limitations. 
Following World War II, 48,402 units have been converted to low-rent use. 

PWA (Public Law 11 (1935) and Public Law 67 (1933) ) : Authorized construc- 
tion of housing primarily during depression period as a public-works program. 
Originally federally owned; transferred to local housing authorities for use as 
low-rent housing units. Consideration for transfer is that net revenue be paid 
to Federal Government for a period of 40 years. In view of this transfer, no 
annual Federal subsidy is involved. 

Lanham (Public Law 475 (1950) ): War emergency housing construction built 
by Federal Government for warworkers. Part of this housing converted to low- 
rent use and transferred to local housing authorities under arrangements sub- 
stantially similar to those cited above under Public Law 11 and Publie Law 67. 

Farm labor camps: Originally built by Farm Security Administration under 
legislation administered by that agency. Transferred to the PHA by a provision 
in Public Law 475 and under certain conditions retransferred to local housing 
authorities for use as low-rent housing. 


COMMUNITY FACILITIES ADMINISTRATION 
{dvances for public works planning, program status report as of Mar. 31, 1957 
A. DATA BY FISCAL YEAR 


| 
Applications received 


Approvals 
Average 
approval 


Number Amount Number Amount 





Thousands | Thousands | Thousands 
Fiscal year 1955___. | 68 | $959 | 9 | $74 SS 
Fiscal year 1956 194 4, 984 80 1, 619 | 20 

Fiseal year 1957: | | 
ist quarter 61 | 52 | 1, 226 | 24 
2d quarter 116 52 1,601 | 31 
3d quarter 134 | 101 2, 627 | 26 
Subtotal 311 110, 853 205 5, 454 | 27 

4th quarter (estimate) | 18d | 6, 615 102 2, 046 

| ee i er 
Fiscal year 1957 total (revised estimate) -. .- | 500 | 17, 468 307 7, 500 |__ 


! Average, $35,000, 


B. CUMULATIVE DATA THROUGH MAR. 31, 1957 


Number of Amount 


cases thousands) 
Applications filed 573 $16, 796 
Withdrawals__ 124 1, 999 
Approved _ __ 294 7, 147 
Withdrawals 30 606 
Net approvals 264 6, 541 
Plans completed 88 | 1, 149 
Repayments received 2 38 
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Pusiic FAcIniry LOANS PROGRAM 


Program status as of Mar. 31, 1957 (with 4th quarter estimates) 





Applications received 





Number {4 mount Number 
| Thousands 
Fiscal year 1956----- asiaimicaatel 40 | $7, 455 10 
Fiseal year 1957: 

Ist Quarter._-... 3 . strbeanies ‘ 22 | 2, 936 7 

2d quarter ata Silt alia oa 36 | 9, 803 8 | 
PI seen acne oemeieane~ : 44 | 17, 740 17 
Subtotal, 9 months actual. 102 | 30, 479 32 
4th quarter (estimate) ..._..._- 33 15, 000 50 
Fiscal year 1957 estimated total 140 | 1 45, 479 82 


1 Average loan, $325,000. 

2 Average loan, $256,000. 

NoTe.—Budget Bureau ceilings on fiscal year 1957 approvals: Initial, 
(Feb. 26, 1957). 


TYPES OF APPLICANTS AND PROJECTS 


A detailed analysis of applications filed through December 31, 1956 
below) showed that the typical case involved an applicant with a 
of less than 1,000, a loan of $142,000, and a water, sewer, or water 
project. 


Full applications on hand, Dec. 31, 1956, distribution by applicant 


Population Cases Total loans 

| requested 
Under 1,000 atin aren ikaw eld : 52 $7, 408, 000 
1,000 to 2,000. | 3 685, 000 
2,000 to 5,000_____- ; a 2, 710, 000 
5,000 to 10,000 ‘i s ‘ ‘ 1 1, 400, 000 
BES vewstwccacs en ‘ 61 12, 203, 000 


Distribution by type of project 


Type of project Cases 

Water aad ; 40 
Sewer ” : | 9 
Water and sewer... _-_- sia 4 
* Subtotal_..___- ane 53 

Gas . | 7 
Toll bridge--. ie : . ‘ 1 
Total... : : exdapanan nga ame 61 

| 


$15,600,000; revised, 


Approvals 


Amount 


Thousands 


(see tables 
population 
and sewer 


population 


A verage loat 
requested 


$142, 000 
228, 000 
542, 000 
1, 400, 000 





200, 000 


Loan 
requested 


5, 666, 000 
2, 881, 000 
731, 000 


$ 


278, 000 
225, 000 
700, 000 


ms | 


12, 203, 00 
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5142, 000 
228, 000 
542, 000 
400, 000 
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Senator SparkMAN. Mr. Hazeltine, we are glad to have you with us. 


STATEMENT OF JOHN C. HAZELTINE, COMMISSIONER, COMMUNITY 
FACILITIES ADMINISTRATION 


Mr. Hazetrrne. First I wish to express my appreciation to the 
chairman and the committee for permitting me to testify without de- 
lay. This will permit me to fulfill another engagement. 

Thank you very much, sir. 

Mr. Chairman ‘and members of the committee, only two changes are 
recommended in connection with the college housing program. One 
is to increase the loan authorization, and the other is to change the 
formula for determining the interest rate on the loans. 

It is proposed to increase the loan authorization by $150 million, or 
from $750 million to $900 million. It is expected that this increase 
and a carryover balance of approximately $83 million which will be 
available on June 30, 1957, would provide about $230 million for pro- 
gram operations during fiscal 1958. 

Here I would like to revise the above estimate of $83 million to $92 
million, which is our latest estimate. 

In this connection, I would like to point out that the need for stu- 
dent housing, which was intensified during fiscal year 1956, has become 
even more acute during fiscal 1957 and w ill continue to mount during 
fiscal 1958. Moreover, with fiscal 1958 a special factor is introduced. 
The first bumper crop of war births came in 1942. In calendar 1960 
these children will be 18 years of age. Thereafter, in each successive 
year, another and larger group will ‘reach college age. Since a dormi- 
tory will be ready for use in 1960 only if the application i is filed in 
fiscal 1958, it is antic ipated that the demand for loans in that year will 
equal or exceed that in either 1956 or 1957. 

As you know, under the college housing program, the Housing 
Agency borrows s money from the Treasury and lends it to colleges and 
universities for the construction of housing and related facilities. In 
doing so, the Housing Agency operates on what might be called a 

“eost plus fixed fee” basis. The cost is the interest rate paid to the 
Treasury on borrowed funds, while the fixed fee is the one-quarter of 
1 per cent added to the cost which determines the rate charged to the 
colleges. This quarter of 1 percent of fixed fee covers the administra- 
tion of the program and the establishment of reserves. 

The proposed changes in the law involve the cost of Treasury money 
to the Agency and the rate char ged to colleges but make no change in 
the fixed fee. 

The present rate on funds used for college housing loans is governed 
by the statutory formula established by the Housing Amendments of 
1955, under which the cost of money borrowed by the Agency from 
the Treasury is tied to the overall average interest rate on all outstand- 
ing Treasury debt. This rate is currently well below market rates. 
The cone ept involved here is that when the Treasury loans money to 
an agency it somehow can dip into a fund which represents the com- 
posite of all its past borrowmg still outstanding. That assumption 
is obviously unrealistic. W hen a State gover nment or a school district 
or a corporation borrows money, the interest it pays must be in line 
with yields in the securities markets at the time of borrowing. This is 


90300—57——_8 
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also true of the Federal Government. None of these borrowers pays 
interest on its new borrowings on the basis of some average of interest 

‘ates on its outstanding cor ‘porate, State, school district, or Federal 
debt. It has to meet the rates indicated by the market. 

When the interest rate charged to the colleges is less than the rate at 
which the Treasury itself can currently borrow for a similar term, a 
definite subsidy is involved. 

Mr. Casu. Mr. Chairman, could I ask Mr. Hazeltine a question for 
Senator Fulbright? 

Senator SpaRKMAN. Yes. 

Mr. Casu. Senator Fulbright was unable to be here. 

On that issue, Mr. Hazeltine, would you say that when the Federal 
Government is operating at a surplus, which it is now, that new bor- 
rowings are merely to refinance existing debt / 

Mr. Hazevrine. I do not believe that the new borrowings for the 
Government as anticipated for such programs as the college-housing 
program could be considered to be taken out of any surplus which it 
might temporarily have. 

Mr. Casu. But if we did not have an existing debt, present Federal 
revenue would cover all outlays for this program, would it not? You 
would not have to borrow is what [am saying. The Federal Govern- 
ment would not have to borrow. 

Mr. Cote. You mean if there was no debt and there was enough tax 
income ¢ 

Mr. Casn. Yes. 

Mr. Corr. I would assume that would be true, yes. 

Mr. Casu. So that when you speak of new borrowings to finance 
this program, the new borrowings are actually to refinance » outstanding 
debt rather than this progr am? 

Mr. Cote. We are not experts in the business of Government finance, 
but my guess on your question is that you cannot separate the borrow- 
ings of the Treasury in this regard. The Treasury does not borrow 
for college housing. It does not borrow for a given program. 

Mr. Casn. That is my point. 

Mr. Cote. Yes. 

Mr. Casu. That it is not borrowing for this program. 

Mr. Corr. That is true. 

Mr. Casu. It is borrowing as the Federal Government. 

Mr. Corz. That is true. 

Mr. Casu. The present interest rate is based on a formula represent- 
ing the charge on the Federal debt, whatever that may be ? 

Mr. Corr. That is correct. 

Mr. Cas. And as that total charge goes up, the interest rate will 
go up? 

Mr. Corr. That is correct. And I do not think you could do it 
any other way. My guess is the Federal Treasury would not be in 
a position to issue bonds for all of the multiservices which are 
provided. 

Mr. Casn. So it might not be proper then to single out the rate 
paid for current borrowing attributable to this program as neces 

sarily a proper rate for the Treasur y to charge you / 

Mr. Corr. Well, Mr. Hazeltine points out that it would be, if I 
understand your question. 
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Mr. Casu. I thought we had just established the fact that it would 
not be proper, that you would have to treat it as an overall Federal 
operation rather than to single out this program. 

Mr. Core. I am talking in terms of the Federal Government bor- 
rowing funds. The Federal Government in my judgment must bor- 
row its funds as an overall operation. And you are suggesting, as 
I see your question, that the Federal Government should borrow 
funds especially for college housing ? 

Mr. Casu. Oh, no, sir, | am not; but I understood that is what you 
were suggesting. 

Mr. Coie. No. 

Mr. Casu. You were suggesting the interest rate which the Treasury 
charges you be predicated upon the cost to the Treasury for current 
borrowing for the benefit of this program. Iam suggesting that per- 
haps that is not proper. 

Mr. Hazextrne. We contend that the money which was borrowed 
by the Federal Government, say in 1944, during the war, at a certain 
rate was expended and it is not therefore a pool of money which we 
could dip back into in 1957. 

Mr. Casu. Of course. But when the Treasury refinances that ex- 
isting debt at a higher rate, that will reflect an increased rate in what 
the Treasury can charge you under the present formula, would it not? 

Mr. Hazeitrne. It would reflect short term and long term, but we 
believe that if you are going to loan to colleges on a long-term basis 
that the borrowings which the Government makes on long-term are 
the borrowings which should be connected with the college housing 
program. 

Mr. Casu. Thank you, sir. Thank you, Mr. Chairman. 

Senator SparKMAN. All right, Mr. Hazeltine. You may proceed. 

Mr. Hazevrrne. To make the Treasury charge for college housing 
funds realistic in terms of current market conditions, it is proposed 
that the Treasury charge the Housing Agency on the same basis as 
most other Federal agencies—that is, the same interest rate for the 
length of time the Agency needs the money as the Treasury would 
have to pay in the current market to borrow or refund outstanding 
debt for a comparable term. This is best measured by market yields 
on the appropriate term of Government security. As the Treasury 
has pointed out to us, Federal lending agencies are able to secure 
their funds at relatively low rates of interest when they borrow from 
the Treasury, since it is the Treasury’s policy to pass on the benefit of 
itsown lower borrowing costs to each agency. 

Under the proposed formula, based on November yields, Treasury 
would be permitted to charge the Housing Agency 314 percent on its 
borrowings for this program, rather than the 25g percent charged 
under existing legislation. Adding to this the one-fourth of 1 per- 
cent for fixed fee, the Agency would then charge the colleges 314 
percent, rather than the 27% percent charged at present. This rate 
would be subject to quarterly readjustment upward or downward as 
market yields on Federal Government securities move upward or 
downward. 

I should like to point out here this would not affect any loans al- 
ready approved or any applications filed before March 15, 1957. The 
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change each quarter would only affect new applications being pro. 
cessed after that time. 

I would like to suggest also that, if the chairman agrees, there he 
included in the printed record at this point a statement on college 
housing interest rates prepared at our request by Treasury Depart. 
ment staff experts. While this particular statement represents staff 
work, it should be noted that the Treasury Department itself fully 
concurs in the position taken by the Housing Agency with respect to 
college housing interest rates. 

I have this for submission with your permission. 

Senator SparkMAN. Without objection, that will be included. It is 
the staff statement that immediately follows your statement ? 

Mr. Hazerrine. That is right. 

(The Treasury Department staff statement referred to follows :) 

TREASURY DEPARTMENT STAFF STATEMENT 
Federal lending agencies are able to secure their funds at relatively low rates 


of interest when they borrow from the Treasury, since it is the Treasury’s policy 
to pass on the benefit of its own lower borrowing costs to each agency. Wherever 


the law permits, the Treasury charges Federal agencies the same interest rate for | 


the length of time the agency needs the money as the Treasury would have to 
pay in the current market to do borrowing of comparable term. ‘This is best 
measured by market yields on the appropriate term of Government securities, 

The college housing program is one of the few areas where agency borrowing 
from the Treasury is not done at interest rates tied to the market yield on Goy- 
ernment securities of comparable maturity. Under the Housing amendments 
of 1955, college housing funds are borrowed from the Treasury at a rate of in 
terest tied to the overall average coupon interest rate on all outstanding Treasury 
debt, a rate which currently is well below market rates. This means that the 
college housing program is able to secure currently the advantage of the lower 
rates on Treasury borrowing during past years. 

The principle involved here is that when the Treasury loans money to an agency 
it somehow can dip into a fund which represents the composite of all its past 
borrowing still outstanding. That assumption is, however, unrealistic. 

When a State government or a school district, or a corporation borrows money, 
the interest it pays must be in line with yields in the securities markets at the 
time of borrowing. This is also true of the Federal Government None of these 
borrowers pays interest on its new borrowings on the basis of some average of 
coupon interest rates on its outstanding corporate, State, school district, or 
Federal debt. It has to meet the rates indicated by the market. 

The principle of borrowing at current market rates may at times result in 
a lower rate to the agency than the average coupon rate on the entire debt. This 
would occur when current interest rates are low in relation to the long-run 
average. A Federal agency should not be penalized in such a period by being 
required to pay the higher overall coupon average rate on the debt outstanding. 
In mid-1954, for example, market rates on Treasury 1-year borrowing were about 
1 percent and the computed average coupon rate on the debt outstanding was 
2% percent. It was just as fair to give an agency needing to borrow for 1 year 
the benefit of the lower rate then as it is now to charge the agency the higher 
market rate on 1-year money (about 314 percent) instead of the current average 
coupon rate (25% percent). 

Interest rates are somewhat higher in the market at the present time 4s 4 
direct result of the tremendous demand for capital that has accompanied out 
present prosperity. The supply of savings available to finance this tremendous 
demand for capital funds is not unlimited and Government monetary policy has 
properly refrained from increasing the supply of credit artificially. Conse 
quently, interest rates—the price of money—have gone up. Excessive credit 
expansions would only add to inflationary pressures at a time when the Natiol 
is very close to its productive capacity in terms of available workers and mt 
terials. It is important, therefore, that the money which has been authorized 
for direct Federal loans is available at rates of interest which, while still reli 
tively attractive, nevertheless reflect the tightening of credit throughout the 
country. ; 


’ rates 
policy 
erever 
ate for 
ave to 
is best 
irities, 
‘owing 
n Gov- 
lments 
of in- 
easury 
at the 
lower 


agency 
S past 


money, 
at the 
f these 
‘age of 
ict, or 


sult in 
. This 
ng-rul 
- being 
un ding. 
» about 
1g was 
1 year 
higher 
verage 


e asa 
ed out 
endous 
icy has 
Conse 
eredit 
Nation 


HOUSING AMENDMENTS OF 1957 105 


The maintenance of financial stability and sound economic growth is not made 
easier by insulating Federal agency users of funds from conditions in the current 
capital markets. The money which the Congress has provided for each Federal 
program can be more fairly apportioned among applicants if the rate of interest 
js not so attractive as to eliminate completely the competition from otherwise 
available sources of funds. Otherwise there is a rush for limited funds and 
heavy pressure for expansion of the program. 

Mr. Hazertine. This concludes my prepared statement, and I will 
be glad to answer questions on our proposals. 

Senator SparKMAN. Thank you, Mr. Hazeltine. 

Senator Capehart ? 

Senator Carenart. I think his statement is very clear and under- 
standable. 

Mr. Hazevtine. Thank you. 

Senator SparkMAN. Senator Ives? 

Senator Ives. No questions. 

Senator SparkmMaAN. Senator Bush ? 

Senator Busu. No questions. 

Senator SpArRKMAN. This proposal is for $150 million additional, 
as I understand. 

Mr. Hazeit1ne. That is correct. 

Senator SparKMAN. Authorization. Is that the amount that was 
contained in the President’s budget message to Congress? 

Mr. Hazevtine. The President’s budget message was $175 million. 

Senator SparKMAN. Oh, yes. I was thinking there was a variance 
there. But it has been reduced $25 million since that time ? 

Mr. Hazettrine. In reviewing the operation of the program since 
the time that the $175 million was submitted, we found that with the 
carryover which we had from 1956 to 1957 of $83 million, plus an un- 
expended amount estimated on the 1st of July 1958 of $9 million, we 
would then have a balance of $92 million which, added to $150 million 
of new authority, would total $242 million for 1958. 

We estimate that we will process and that applications will come 
in at about the same rate in 1958 as they did in 1957, and it is esti- 
mated that on June 30 we will have received and started processing 
$241 million. So that we come out with identically the same, plus $1 
million for cushion—the same amount of money as we had for 1957. 
And that was the reason we reduced 

Senator SparkMAN. I got the impression from your statement that 
1958 was expected to be an unusually heavy year in order to get ready 
for the 1960 crop of college students. 

Mr. Hazert1ne. It will continue to be heavy, but there has been a 
good deal of preparation already for it. And the speed with which 
we can process, plus the decisions which the colleges make to come in, 
I believe will continue at about the same normal level. 

Senator Sparkman. In other words, you think you are already in 
the “get ready” stage ? 

Mr. Hazevrrne. Well, we started that really in 1955-56, the time 
when we really went uphill 4 to 1 practically. 

Senator Capenart. How much have you actually loaned on college 
housing to date ? 

Mr. Hazentrne. Well, the actual total loans at the present time 
are—do you mean committed or disbursed ? 

Senator Carrnarr. Well, both. 
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Mr. Hazeutine. I can give you the disbursed right here. 

Senator Carenart. What is the disbursed ? 

Mr. Hazexttne. We have only made disbursements to colleges, $166 
million. 

Senator Carenart. You have disbursed $166 million ? 

Mr. HazextiIne. $166 million. 

Senator Caprnarr. How much have you committed for ? 

Mr. Hazettine. And committed will be at the end of June—s sorry, 
Justa moment. We will find that exact figure. 

That would be $557 million now. And we estimate $657 million by 
the end of June of this year. 

Senator Carenart. About $657 million by the end of June? 

Mr. Hazertine. June 30: yes. 

Senator Carenart. That you will either have disbursed or com- 
mitted for ? 

Mr. Hazeri1ne. That is correct; yes, sir. 

Senator Caremarr. You are asking for $150 million more. You 
have $91 million left ? 

Mr. Hazevtine. That is right. 

Senator CaPpenart. So that will make a total of between $800 million 
and $900 million in the college housing program / 

Mr. Hazevttne. Yes, sir. 

Senator Caprnartr. How does that compare with other special proj- 
ects you are working on? What other special projects do you have! 

Mr. Hazexrine. Other special programs of my administration, of 
my agency, ar the public. facility loans—— 

Senator Carenarr. What does that amount to ? 

Mr. Hazexrine. W e have $100 million authorized for that. And 
we have appropriated for that, and actually authorized $22 million 
for this year. 

Senator CarrHart. $22 mililon? What other programs do you 
have? 

Mr. Hazetrine. We have the advanced-planning program, which 
is a revolving program. And that will be up to, I think, $12 million. 
I would have to give you that. I do not have that right with me. 

Senator Capenarr. What other programs do you have? 

Mr. Hazevtine. T hose are the only three. 

Senator Carenarr. Do you have the military-housing program?! 

Mr. Hazertine. No: we do not. 

Senator Capenart. Is that covered in here? 

Mr. Core. It will be, Senator. The next witness will cover it. 

Senator Carrnarr. What is the amount expended under the mil- 
itary-housing program ? 

Mr. Corr. In FNMA we are close to the $200 million authoriza- 
tion. 

Senator Carenarr. $200 million ? 

Mr. Corr. Yes. It is about $180 million. 

Senator Carrnarr. About $200 million on military housing and 
between $800 million and $900 million on college housing ? 

Mr. Cote. Right. 

Senator Capenarr. Are you asking for more on military housing! 

Mr. Corr. No: we are not in this bill, Senator. We will diseuss 
that with you. 
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Senator SrarkMan. There is one question I want to ask. How 
about private funds in college housing? To what extent is college 
housing being built by pr ivate funds? 

Mr. Hazeurine. There is some building by private funds at this 
time. The extremely low rate which we have been charging on the 
money has discouraged the colleges going to the private lenders, be- 
cause any well-advised college comptroller or business manager could 
not substantiate at all going to private lenders. 

However, through another type of operation which we are now 
encouraging, we are trying to get participation on a parity basis be- 
tween the bonds which we purchase from the college and the bonds 
which might be purchased by others, so that the two going together 
would gre eatly augment the actual amounts that we have ourselves 
to put into the program. Now, we are getting some of that. 

Senator Sparkman. I have not had an opportunity to talk to a 
great many college presidents, but I have been surprised in talking 
with some of them to learn that they were doing a good bit of building 
with private funds. It may be on such an arrangement as you have 
discussed there. 

Mr. Hazettrnr. They have continued—— 

Senator Caprnart. Is not the so-called Federal aid to education 
bill a building bill, just like this for grade schools and high schools? 

Senator SparKMAN. That is for classrooms. 

Mr. Hazevttne. It is similar, but it is very different 

Senator Carenartr. That is for classrooms and this is for dormi- 
tories ? 

Mr. Hazettine. This is housing only. We have stayed com- 
pletely 

Senator CarrHart. This is for dormitories for college students ? 

Mr. Hazerrtne. That is correct. 

Senator Caprnartr. The President’s Federal aid to education bill 
is for classrooms ? 

Mr. Hazevtrne. Classrooms; yes. 

Senator Carruartr. What is the amount carried in that bill? Does 
anybody know ? 

Senator SparkMaN. I think it is $1.6 billion, is it not, over a period 
of 3 years? Something like that. 

Mr. Corr. Most of it isa grant program. 

Senator Busn. It is approximately $1.3 billion over a period of 4 
years. 

Senator Capenart. $1.3 billion over 4 years? And here we have 
$800 million to $900 million just to house college students. Is that it? 

Mr. Hazexrre. It started in 1950, and it is a revolving fund, of 
course. 

Senator Carruarr. That is what I mean. We will have between 
$800 million and $900 million. 

Mr. Corr. It is a loan program, Senator, and the other program 
isa grant program. 

Senator Carenart. Yes: I understand. One is a grant and the 
other is a loan program. But loans at very small interest. I mean 
colleges have been getting these loans at less interest than the Treas- 
ury was required to pay, to borrow money at existing rates. Is that 
correct ? 
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Mr. Hazectrne. We feel that that is correct. 

Senator Sparkman. I do not believe the law reads that way. 

Senator Caprnart. What is there about this college housing that 
makes it stand out and must have such special 

Mr. Hazertine. Our position, Senator Capehart, is that it should 
not be borrowing from the Government at a lower rate. 

Senator CaAPEHART. Even if you loan them at the same rate that 
the Government is now borrowing the money, my point is, what is 
there about this college housing that we should give it such favorable 
consideration? More so than we do the men in the military services 
or more so than we do the men with very little income and more so 
than we do for all these other housing needs? What is there about it? 

Mr. Hazertine. There is a great need for college housing. 

Senator Carenart. I know there is a great need for housing on the 
part of poor people and a great need for housing on the part of the 
boys in the military services. What is there about this that makes 
it so necessary that it be so much more favorable than any other of 
the sections ? 

Mr. Corr. Senator, as you know, there is a great demand to assist 
college students in obtaining college housing. Also you are well aware 
that the administration last year suggested that the rate of interest 
be such that it would attract private lending to the program, and the 
Congress disagreed with us. We have felt that the proposal sub- 
mitted here today is an excellent compromise. It will not subsidize 
the interest rate. It will go along with the idea of the Congress 
that the interest rate should be lower than that which would attract 
private lending. And we like the college-housing program. We want 
the program to go ahead. But we feel that based upon Congress—~ 

Senator Caprnarr. I am just trying to find out why it is in such 
a favored position in comparison to every other section of the bill 
and every other housing program. 

Mr. Cox. Well, it is certainly a favored program with the Congress 
I assure you. 

Senator Sparkman. Senator C apehart, I think I can tell you some- 
thing about the beginning of it. As it happens, I was the author of 
the original bill that was written into the law. The original pro- 
posal that was made before this committee was a bill—I am sorry 
Senator Ives is not here—of which he was one of the cosponsors. As 
I recall, the sponsors were Senator Ives and Senator Flanders, who 
was then a member of this committee. They offered a bill to provide 
direct loans to colleges at 2 percent. 

We wrestled over that for a while and never did anything with it. 
I think that was in 1949. 

In 1950 I introduced a proposal that sought to make loans available 
to colleges for housing, and in that we tied it to the interest rate but 
also provided that they must show that they were not able to get 
money in the private market at a comparable rate. 

I believe there was some such provision as that in it. 

At that time the plea rested in large part on the fact that following 
the war we had filled the colleges with GI students and had given the 
colleges or made available to ‘them a lot of temporary housing that 
we insisted they get rid of, and they were right up against vetting rid 
of that housing at that time. I suppose there is a lot of it still around 
in various colleges. 
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Senator Busn. Right. 

Senator SparKMAN. Then it was 2 years ago that Senator Fulbright 
worked out this formula of tying the interest rate to the char ge that 
the Government had to pay on its overall borrowing. It is one- 
quarter of 1 percent above; is it not? 

Mr. Hazevttne. Yes. 

Senator SparKMAN. Above what the Government has to pay on its 
overall borrowings. I do not know just how it is worded, but that 
is correct ; is it not ¢ 

Mr. Hazetrnr. Yes. 

Senator SparKMAN. Overall borrowings. One-quarter of 1 per- 
cent above that, it being felt that one- quarter of 1 percent was suffi- 
cient to take care of administrative expense. 

Briefly, that is the history. 

Senator Carriarr. I just wanted to get the situation reviewed a 
little bit here. 

Senator Busn. Well, Mr. Chairman—— 

Senator Carenart. I wanted to find out why we are treating it so 
much more favorably than anything else. 

Senator Busn. It is a definite gesture by the Government to allevi- 
ate the shortage of housing in higher education. 

Mr. Core. If I may interrupt, it is the one program for higher 
education. 

Senator Busu. It is the one program. It is, of course, a subsidy, 
even on the basis of the new proposal here. It will come out with an 
estimated interest rate of 314 percent. That represents a definite 
subsidy today to the higher education institutions because, as Mr. 
Hazeltine said in his statement, of the mounting population and the 
inability of these colleges to take care of it. 

Senator Carrnartr. Yes. I just wanted to review the situation a 
little bit to find out why we are so much more liberal in this instance. 

Senator Busn. I am glad the Senator brought that out. I think it 
is definitely 

Senator Carenart. My observation was that our colleges, and peo- 
ple going to colleges, possibly less needed subsidy than m: aybe some of 
the poorer people : and some of the boys in the military services 

Senator Bus. That is a question of opinion. 

Senator SparKMAN. I am not so sure about that. I mean I am not 
so sure that you have a proper basis of comparison. I know a lot of 
colleges that have been struggling during the last several years to keep 
going and to try to afford housing for the students. T hey have had 
a pretty hard time, some of them, getting rid of this old housing that 
really is not fit for further occupancy and is not intended by the Gov- 
ernment to be occupied. It is quite a task to replace that. 

Senator Bus. Oh, yes. 

Senator SparKMAN. Without some such program as this. 

As a matter of fact, in the short time it has been going it has been 
a quite successful program, would you not say, Mr. Hazeltine? 

Mr. Hazeirtne. I would think it had been; yes. 

Mr. Coxe. I think it has been very successful. 

Senator SparKMAN. Yes. 

Senator Capenart. I was not thinking in terms of trying to get 
rid of it. I was just trying to get our thinking here in focus. 





110 HOUSING AMENDMENTS OF 1957 


Senator Sparkman. I may say we had a very close vote on this same 
proposition in the last Congress. 

Mr. Cortez. This is not the same proposition that you had the vote 
on last time, Senator. 

Senator SparkMAN. Well, involving the same principle. I will 
put it that way. 

Mr. Cotz. We do not think it involves the same principle. We 
think it is a quite different principle. Last time the interest rate 
would have been fixed at a point sufficient to attract private capital, 
This will not attract private capital—or very little. 

Senator Sparkman. By the way, I am hopeful we may get some 
figures to show the extent to which private capital participated. You 
do not have that, I guess, Mr. Hazeltine, do you? 

Mr. Hazextrine. I do not have it here, but we would be very pleased 
to furnish it. 

Senator SparKMAN. It seems to me it would be helpful. 

(The information referred to follows :) 


Bond issues’ of public institutions of higher education for housing and related 
p * . . . 9 ~ ~ ° 
service facilities,” 1950-56 


{Dollar amounts in thousands] 


Application filed with | Sold directly to other 
HHFA, but bonds sold | investors 5 
to other investors 4 


Awarded to HHFA 


5 | 
Number of Amount | Numberof | A mount 


issues issues 


Number of | Amount 
issues 


| 
- 

| 

| 

| 


ial 


| | 
1950__- = bi j : 47 $46, 831 
1951. a4 : 15 18, O41 
1952 5 | $6, 767 | 3 $13, 650 6, 585 
1953_.. 7, 716 | 6 15, 700 18 16, 139 
1954... : 8, 924 22 23, 799 33 39, 947 
3088.<..2. ; 1, 418 { 12, 130 37 27, 468 
1956. , 2 10. 377 1: 14, 290 20 | 30, 032 


1 Included are bond issues having aggregate values of $50,000 or more; 1 issue for $30,000 is included in 
“amount” for 1954, but not in ‘‘number of issues’’. 

2 Defined as facilities eligible for loans under the College Housing Act of 1950, as amended. Wheres 
bond issue was for noneligible facilities such as educational buildings as well as for eligible facilities, only 
one-half of the bond issue is included under “amount’’. 11 such loans are included: 1950 (3), 1951 (2), 1958 
(2), 1954 (1), 1955 (2), 1956 (1). 

3’ Compilation grouped according to the date of bond sale or, if not available, according to the date of 
bond issue. 

4 Application filed with HHFA and subsequently withdrawn; may include loan amounts not related to 
application handled by HHFA. 

5 “Other investors” include: underwritings by bond houses, private placements with insurance compa 
nies and other large investors, purchases by State retirement or other trust funds and loans by commercial 
banks 


Note.—Other bond issues of public institutions may exist for which public information is currently 
unavailable. 


Sources: Data obtained from the Bond Buyer, Moody's Municipal and Government Manual and mate 
ria] in the files of the Community Facilities Administration. 


Senator SparkMAN. I understood we could get some from the 
American Council of Education. I believe they will have a witness. 

Senator Bus. What is the figure the Senator is looking for? I 
did not quite understand. 

Senator SparkKMAN. To what extent does private capital come into 
the picture under this kind of a program? In other words, the fear 
has been expressed at various times that the effect of this program 
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would be to drive private capital out of that field. It is my under- 
standing there has been substantial private capital in the field. 

Senator CareHArT. What we are trying to find out is how many of 
these buildings or how much money has private capital put into the 
building of college housing in the last—— 

Senator SparKMAN. In college housing. 

Senator Busy. College housing? 

Senator SpAaRKMAN. a sir. Mr. Hazeltine says they encourage 
a plan of participation. 

Senator Busu. Of course, normally, colleges and universities over 
the years have not borrowed against their dormitory programs, liave 
they? I mean it is only a recent development, since World War II 
Sally, since this legislation first passed. 

Senator SparKMAN. Yes. 

Senator Busy. So if you are going to get an accurate estimate of 
private capital that has gone into college housing, it would include 
gifts to the universities for dormitories and that sort of thing, would 
it not ! 

Senator SPARKMAN. Well, no, what we had in mind was what was 
being loaned. 

Senator BusH. Oh, just loan capital ? 

Senator SPARKMAN. Yes. 

Senator BusH. That would be an interesting figure to have, but it 
would not be as interesting as it would if it were coupled with the 
whole expenditure, the whole program. 

Senator SPARKMAN. It may well be that we can get that too. 

Senator Carrnarr. We are trying to find out whether the interest 
rate has absolutely dried up loans on the part of private enterprise to 
colleges to build college housing. 

Senator SparKMAN. Yes. 

Senator Capenart. That is what we are trying for. 

Senator SparkMAN. Thank you, Mr. Hazeltine. 

I may say this: I have heard nothing but good of your administra- 
tion of this program. 

Mr. Hazevtine. Thank you. 

Senator SrarkMAN. Every college president with whom I have 
talked that has dealt with it has praised the program under your 
administration. 

Mr. Hazertrne. As I say, we are trying to do the things we think 
will be most helpful to the overall higher educational housing pro- 
gram, and we believe that this interest rate would help get more 
money to it rather than the way it is now. 

Senator SpaRKMAN. Thank you very much. 

“a Core. Mr. Chairman, Mr. Baughman, president of FNMA, 
is here. 

Senator Sparkman. All right, Mr. Baughman. 

Mr. Corx. That is the statement immediately following the one I 
gave in your document. 

Senator Sparkman. All right, Mr. Baughman. We are glad to 

ave you, sir. 
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STATEMENT OF J. STANLEY BAUGHMAN, PRESIDENT, FEDERAL 
NATIONAL MORTGAGE ASSOCIATION 


Mr. Baveuman. Mr. Chairman. 

Senator SparkMaANn. Mr. Baughman, we might ask you this at this 
point. Senator Capehart just called my attention to it here. You 
say FNMA is a corporation organized under the laws of the United 
States. Is it also organized or is it chartered by some State? 

Mr. BauGHMAN. No, sir. 

Senator SparKMAN. It is a Federal corporation in the District of 
Columbia? 

Mr. Bauenman. Federal corporation. 

Mr. Cote. By statute. 

Senator Sparkman. All right, sir. Go ahead. 

Has the FNMA bill been signed into law yet ? 

Mr. Baveuman. House Joint Resolution 209. Not yet. We are 
waiting, sir. 

My first remarks will be directed toward the “old” FNMA—FNMA 

as it existed prior to enactment in 1954 of the present FNMA Charter 
Act. As you perh: ips know, FNMA was organized in 1938 by the 
Reconstruction Finance C “— ation, pursuant to authority contained 
in the then title III of the National Housing Act. FNMA operated 
as an RFC subsidiary until 1950, when by a reorganization plan it 
was transferred to the Housing and Home Finance Agency. 

FNMA’s initial objective was to help popularize FH. \-insured 
mortgages, by assisting in the establishment of a general secondary 
market for such mortgages. In 1948, following World War II, 
FNMA’s activities were expanded to include VA-guaranteed mort: 
gages. The method of operations followed was to purchase FHA 
and VA mortgages from local originating mortgagees. The mort- 
gages were then ‘held for seasoning with the expectation that favor- 
able market conditions would subsequently permit their resale to 
permanent investors. 

From 1939 to 1954 the “old” FNMA was financed entirely by the 
United States Treasury. The operations have been rather sizable, 
when measured in terms of dollars. FNMA has acquired mortgages 
under contracts executed by the “old” FNMA aggregating approx- 
mately $5 billion. It has sold mortgages totaling in excess of $1.4 
billion, while repayments and other credits have amounted to more 
than $900 million. 

Senator Busu. Would that indicate that they now own $2.5 billion 
worth of mortgages? 

Mr. Baveuman. Approximately; yes, sir. 

At the time of enactment of the new Charter Act in 1954, FNMA 
consequently had on hand a very large portfolio of mortgages of which 
it was necessary to take cognizance, as a part of any reorganization 
of FNMA. The problem was resolved in the 1954 Charter Act by 
giving the new FNMA what was designated its management and 
liquidating functions. These functions are ke pt separate from 
FNMA’s current operations, and are conducted of course solely for 
the account of the Government. The objective, as the name implies, 
is to manage and liquidate the portfolio of the “old” FNMA in a 
orderly manner, with a minimum of adverse effect on the home mort 
gage market and minimum loss to the Federal Government. 
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The new 1954 FNMA Charter Act, however, recognized the bene- 
ficial aspects of the former operations of the “old” FNMA, and estab- 
lished the present special assistance functions. In essence, the special 
assistance functions are conducted on substantially the same basis as 
the “old” FNMA. The present objective is to provide a secondary 
market facility for the assistance of FHA and VA mortgages. How- 
ever, aid is now rendered to selected types of mortgages only, pending 
the establishment of their marketability. The statute contemplates 
that mortgages in general are to be assisted only in the event of a 
decline in mortgage lending and home building which threatens the 
national economy. All funds used by FNMA in purchasing are bor- 
rowed from the Treasury, and so far as the special assistance func- 
tions are concerned, there is no recourse to the capitalization of 
FNMA. 

Under the special assistance functions, mortgages covering the fol- 
lowing types of housing have been designated as eligible for aid pend- 
ing the establishment of the marketability of the mortgages, with the 
related funds as indicated: (1) Housing intended primarily for vic- 
tims of major disasters, such as hurricanes and floods, $10 million; 
(2) housing in Guam, $15 million; (3) housing constructed or re- 
habilitated under urban renewal programs, $100 million; (4) housin 
in Alaska, $10 million; (5) housing in connection with defense an 
military—Wherry—programs, $25 million; (6) housing for elderly 
persons, $20 million; (7) cooperative housing, $50 million; and (8) 
armed services—Capehart—housing, $200 million. 

FNMA’s purchase prices under the special assistance functions are 
of the utmost significance in considering the program. Under the 
FNMA Charter Act, as originally enacted in 1954, prices were to be 
established from time to time by FNMA ; but by amendment contained 
in the Housing Act of 1956, the Charter Act has subsequently pre- 
scribed a minimum purchase price of 99 percent of par. In connection 
with the problem of pricing, you may recall the experience of the 
“old” FNMA. Mortgage purchases were consummated at the price of 
par, so that the old activity in many instances constituted a rather 
complete support program. FNMA was severely criticized because 
of its par price policy; and the Congress apparently concluded in 
1954 that continuation of a support program in the same degree was 
not feasible because of the excessive amounts of Treasury funds that 
had been and would be required. 

The proposed housing amendments of 1957 which are recom- 
mended by the administration include, in title I, provisions which are 
concerned with FNMA’s special assistance functions. Some are con- 
cerned with FNMA’s special assistance functions that are subject to 
authorization by the President. They would change the amount of 
money available to the Association in this category. The aggregate 
amount of $450 million for the purchase of whole mortgages would 
supplant the present 2 authorizations which now consist of $200 mil- 
lion for the purchase of whole mortgages and $100 million for the 
purchase of 20 percent participation in mortgages. 

This change has two purposes: One is to merge the $100 million 
participation fund into the existing $200 million whole-mortgage 
fund, and the other is to increase the aggregate amount available for 
special assistance by an additional $150 million. The merger of the 
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participation fund into the whole-mortgage fund is recommended 
because there have been virtually no inquiries with respect to partie. 
ipations. FNMA has received no offers at all of mortgage participa- 
tions. 

The special-assistance-functions authorization subject to the dis- 
cretion of the President is extremely important. In the exercise of his 
discretion, the President has provided for the earmarking of $180 
million for the purchase of whole mortgages. I have already itemized 
the different types of mortgages and the amount applicable to each 
type. The need for funds “for urban- renewal-housing mortgages is 
mentioned specially, because that program is gaining momentum and 
is expected to rely heavily on FNMA’s special assistance functions for 
assistance in financing. It is expected, also, that there will be addi- 
tional requirements for housing for the elderly and for housing in 
Alaska and Guam. 

The statutory requirement that FNMA under its special assistance 
functions have a purchase price of not less than 99 would be repealed 
by the proposed Housing Amendments of 1957. The bill provides for 
the restoration of the language of the original FNMA Charter Act, 
The present requirement for the 99 purchase price expires by its terms 
on August 6, 1957. 

At the present time interest rates on various types of FHA and VA 
mortgages vary between 4 percent and 5 percent. Because secondary- 
mortgage-market investors pay a premium or charge a discount, de- 
pendent. upon rate of income return, the statutory fixed price is wholly 
unrealistic. Such investors also take account of other variable pricing 
factors, including the amount of the mortgagor’s equity, the length of 
the term of the loan, and the type of security. 

The FNMA Charter Act, in section 305 (b), requires that the 
special assistance functions shall be fully self-supporting. And, of 
course, FNMA is expected to resell a large portion of the mortgages 
that are bought. Such resales cause the portfolio to revolve and hold 
the investment of Government funds to a minimum. These aims are 
difficult to achieve under an inflexible purchase-price requirement. 

It is the definite purpose of the special assistance functions to aid 
in establishing the marketability of those types of mortgages that are 
selected by reason of their need for such assistance. We believe firmly, 
however, that the assistance should supplement—not supplant—the 
activities of private mortgage lenders and investors. Help under 
FNMAV’s special assistance functions should be made available to the 
extent that private investment money cannot or does not suffice. But 
FNMA’s purchase prices may not. be substantially higher nor its other 
purchase requirements substantially more lenient than those of private 
investors—unless there is to be a complete reversal of the governmental 
policy that these same private investors should be encouraged to invest 
their funds in FHA and VA mortgages of these types. 

Under the special assistance functions the vari: ability of the many 
factors involved from time to time in determining purchase prices 
is such, in our opinion, that FNMA should have adequate discretion 
to permit pricing policy determinations by its Board of Directors. 

Senator Busu. May I ask a question there, Mr. Chairman. You 
have a portfolio now of approximately $2.5 billion worth of mort- 
gages. What authority do you have to sell those? Do you have any 
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discretion about selling those mortgages as to price? Can you sell 
them below par ? 

Mr. BaucHMaNn. Yes, we have such 

Senator Busu. Can you sell them at any price that you determine 
to be a fair market price? 

Mr. Bavenman. We have such authority, but our Board of Direc- 
tors make determinations policywise as to whether they will or will 
not sell them, and they did make such a determination in October 
1955. Due to the tightness at that time of the prevailing mortgage 
market we decided to take the mortgages off the market. 

Senator Busn. This question crosses my mind. I don’t really 
understand this FNMA operation very well, frankly, but with $2.5 
billion worth of assets, why isn’t it possible for them to sell some 
of those assets by action of the Board of Directors, maybe half-a- 
billion dollars or something, instead of coming up here and asking 
for still more authority to lend, or borrow. 

Mr. Baveuman. Well, of course, Senator, we did sell mortgages. 
As the report indicates, we sold $1.6 billion. 

Senator Bus. Over a period of years. 

Mr. Bavemman. That is correct. 

Senator Busn. But here this year you have just come up here with 
a request for another $100 million so as to increase your borrowing 
authority by another billion dollars, is that right ? 

Mr. BaucuMman. Well, this particular operation I am talking about 
is the management and liquidating function, which is purely a liqui- 
dating function for the benefit of the Government. It has no con- 
nection with our secondary market operations. 

Senator Busn. Are you going to come to the question that I am 
talking about in your remarks here about the secondary market. 
operation ? 

Mr. BaucuMan. Yes, sir. 

Senator Busn. All right. Then I will withhold any further ques- 
tions until that time. 

Senator SparkMAN. All right, Mr. Baughman, go ahead, sir. 

Mr. Baucuman. As will be recalled, we appeared on February 6 
before your committee and testified with respect to Senate Joint Reso- 
lution 38, a resolution to amend that part of the Federal National 
Mortgage Association Charter Act which relates to the secondary 
market operations. The resolution, which was considered by the 
Congress as interim legislation, would carry out, in part, recom- 
mendations made by the President. 

Subsequently, related legislation, House Joint Resolution 209, 
passed the House and the Senate with amendments. 

To the extent that the full recommendations of the administration 
are not included in House Joint Resolution 209, it becomes relevant 
today to discuss briefly, again, our original recommendations. 

In 1954 an additional new role was assigned to FNMA by enact- 
ment of provisions for the secondary market operations. The second- 
ary anoles operations were designed to attract the investment of 
private funds in FNMA itself, in progressively increasing amounts, 
through the ownership of its capital stock and the purchase of its 
debentures, all with relation to its secondary market operations only. 
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It is intended that the secondary market operations will be ultimately 
privately owned and financed. Thus, the secondary market opera. 
tions embody a completely new concept, with an objective that differs 
materially com the special assistance objectives of the old FNMA 
and of the successor present FNMA special assistance functions. 

The objective of the FNMA secondary market operations, under 
the FNMA Charter Act, is to provide a degree of liquidity for mort- 
gage investments, thereby improving the distribution of investment 
vapital available for home mortgage financing. As I have already 
implied, the major part of the required operating funds come from 
private sources. The debentures, of which $650 million are outstand- 
ing in the hands of private investors, are not guaranteed by the Gov- 
ernment. All purchases of mortgages are aflected within the range 
of market prices for the particular class of mortgages involved. 

Senator Busn. How are those debentures secured ¢ 

Mr. Baveuman. By the mortgages in the portfolio, of course. 

Senator Busy. Those are guaranteed by the Government. 

Mr. BaucuMan. Yes, sir. 

Senator Busu. So indirectly you have a Government guaranty on 
the debentures because the security is a Government-guaranteed obli- 
gation, is it not? 

Mr. Baucuman. That is right. 

Senator Carruart. The collateral that is behind the debentures is 
guaranteed by the Government. 

Mr. Bavucuman. Guaranteed and insured mortgages; yes, sir. 

Senator Carenart. Therefore the debentures are indirectly guar- 
anteed by the Government or the same as a guaranty. } 

Mr. Baveuman. I don’t think there is any indirect or implied 
guaranty of the debentures, but certainly they are well secured. 

Senator Busu. That’s the point. The security is a Government 
guaranty on the collateral. 

Senator Carenart. Yes. 

Senator SparKMAN. No guaranty on the debentures, but guaranty 
on the collateral that secures the debentures. 

Senator Busu. In a sense, it is like a loan collateralized by Gov- 
ernment bonds. 

Mr. Coir. Not quite, Senator. 

Senator Busy. No; not quite. 

Mr. Cots. A bond is a better security than an FHA or GI mortgage. 

Senator Busu. I say in a sense, though. 

Mr. Corr. In a sense. 

Senator Busu. You have a Government-guaranteed obligation in- 
stead of a Government direct obligation as the collateral. 

Mr. Bavecuman. The FNMA secondary market operations are, in 
our opinion, well conceived. The conduct of the secondary market 
operations in the manner contemplated by the present charter act has 
served successfully to alleviate the extreme tightness of the general 
secondary mortgage market, particularly during the several months 
just past. There is ample reason to believe that, under the present 
law and with the increase in capitalization that has been recommended, 
the secondary market operations will exert a progressively more 
favorable effect on the general secondary mortgage market. 
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Our first recommendation had as its purpose to strengthen the 
Association’s capital structure so as to place it in a position to in- 
crease the secondary market operations borrowings by $1 billion. 
This recommendation was in two parts: (1) it was proposed that the 
approximately $93 million of FNMA preferred stock held by the 
Secretary of the Treasury be increased by $100 million, to be ac- 
complished through the exchange of additional stock for an equal 
face amount of notes representing interim borrowings from the 
Treasury; and (2) it was proposed that the present $1 billion maxi- 
mum amount of the Association’s obligations that the Secretary of 
the Treasury is authorized to hold be increased to $1.7 billion, except 
that until July 1, 1957, the limitation would be $1.35 billion. 

Of the recommended $100 million increase in capitalization, $50 
million would become available upon the approval of House Joint 
Resolution 209. The proposed Housing Amendments of 1957 would 
provide the remaining $50 million. By reason of the 10-to-1 ratio 
of the secondary market operations borrowing authority to the sum 
of the capital and surplus of the Association, the aggregate $100 
million increase in capitalization would provide for operations on a 
continuing basis by permitting a $1 billion increase in borrowings. 

If secondary market operations are to be as useful in the future 
as they have been in the past, and if they are to accomplish their 
purposes, it is essential that builders, financial institutions, mort- 
gage bankers, and the housing industry in general, as well as inves- 
tors in FNMA’s debentures and its stockholders, regard the opera- 
tions as being established on a continuing basis. 

It is especially important that FNMA be able to continue its 
mortgage purchasing activities in times like the present, when money 
istight and mortgage financing is difficult to obtain. 

Upon the approval of House Joint Resolution 209, the present $1 
billion maximum amount of FNMA’s secondary market operations 
obligations that the Secretary of the Treasury will be authorized to 
hold would be increased to $1.35 billion. This type of authorization 
does not necessarily contemplate an increase in the rate or amount of 
borrowings from the Treasury—rather it provides a ready source of 
funds under emergency conditions when private investors might be 
able or unwilling to purchase FNMA’s debentures. It also furn- 
shes, of course, aclditional assurance to private investors that FNMA 
has a source of liquid funds with which to pay off maturing de- 
bentures in any unforseen circumstance in which neither liquidation 
of the portfolio nor refinancing is feasible. 

Senator SparkMAN. Mr. Baughman, does the Treasury hold any 
notes now or is that $1.35 billion a reserve that is available? 

Mr. Baucuman. The Treasury continually holds some of our notes. 
In other words, we have interim borrowings from the Treasury. As 
we buy mortgages, we borrow from the Treasury. When that sum 
reaches proportions whereby we could go on the open market, we go 
out and issue our debentures and pay off what we have borrowed 
m the interim from the Treasury. But we have never been called 
upon to pay any maturity of any debenture through the use of that 
find, if that is your question. 

Senator SpaRKMAN. Yes. 

Senator Carenarr. How much does the Treasury actually have in 
dollars in FNMA at the moment ? 

90300—57- 
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Mr. Baverman. Well, in the secondary market operation- 

Senator Caremarr. The whole thing. What does the Treasury 
of the United States have invested in FNMA at the moment, Amer. 
ican taxpayers’ dollars. 

Mr. BavuguMan. Somewhere in the neighborhood of $2.2 billion 
J would say. 

Senator Capenart, $2.2 billion. In other words, if that $2.2 billion 
could be sold tomorrow to private investors, the ‘Treasury would be 
better off by $2.2 billion. 

Mr. BauveuMman. That is correct, if that could take place. Just in 
answer to some of this liquidation question, our old portfolio, whieh 
is the largest part of our holdings at the present time, amounts to 
approximately $2.5. billion. Three-quarters of that aed is 4 
percent paper, and another quarter 414’s with a very few 414 percent 
mortgages. If you were to sell that port folio, you would hare to sell 
it at a terrific discount in today’s market. 

Senator Busn. On the other hand, you would, if you applied that 
to the Government debt, you would stop paying interest on the equiva- 
lent amount of money and over a period of years ahead you would 

save all the interest that you would be paying on that amount of 
Government debt: wouldn’t you? 

Senator SparKMAN. Well— 

Senator Busn. Wait a minute. Let him answer that question. Is 
that so? 

Mr. Bavenman. I don’t quite think that is true. 

Senator Busu. I said if it would apply to reducing the Govern- 
ment debt, you would immediately stop interest on that Govern- 
ment debt to that. extent. 

Mr. Baueuman, You would stop interest- 

Senator Busn. And if that was applied to carrying long-term 
debt, which would be the logical thing when you are selling a long 
term investment. I would like to see the figures on that. 

Senator SpaRKMAN. Senator Bush 


Senator Busn. Just a minute. It would save the Government the | 


amount of money that it may have t: aken as an immediate loss in the 


discounts. It would more than make it up on the interest saving | 


over a period of time. 

Mr. BaveuMman. Senator, I don’t think that is quite right. Part 
of it is right, but on the other hand, if the portfolio were retained 
at the present rate of income return, and even paying the prevailing 
rate the Government pays for its borrowings, the Government would 
come out. much more ahead if they held the portfolio than if the 
mortgages were sold at discounts at the present time. 

“Senator Sparkman. Yes. You are overlooking the fact that the 
lowest paper that FNMA holds is paying 4 percent interest, which ® 
more than the rate being paid on the national debt, and F NMA 3s 
collecting interest. 

Senator Busu. I am not overlooking that. T just figure that if you 
save the interest at the long-term Government interest rate— 

Senator SparKMAN. Well, how much is it ? ; 

Senator Busu. I will have to ask one of the authorities here. 
haven't checked it lately. 

Senator Sparkman. Three-and-one-quarter percent or less. 
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Mr. Bavcuman. The present rate is 33¢. 

Senator Busn. [f you save that for 15 or 20 years— 

Senator Sparkman. But you are collecting 4 percent over the same 
period of time. 

Senator Busi. That is true. But you are loosening up, reducing 
your public debt by $3.5 billion. 

Mr. Coie. Senator, there is another problem, of course, in connec- 
tion with the sale of the FNMA portfolio particularly in the man- 
agement and liquidating function. You sell this portfolio and it 
would be in effect competition with the funds which are needed for 
new housing. And this is the reason that we have not put it on 
the market. It would be a definite competition with funds which are 
now available for new housing construction. 

Senator Carenarr. The point is that if they bought these securities 
at the moment then they would not buy mortgages on new homes that 
were in the process of being built. There are just so many dollars 
available in the United States today, and we are doing the best we 
can to get. a proper distribution of them and keep the present economy 
going at the highest possible level. If you sell this old portfolio 
you absorb X amount of money that would normally go into new 
mortgages. And furthermore, the interest rate on the mortgages you 
are holding is lower than the present interest rate on new securities 
and new mortgages. If you sold them, you would have to sell them 
at a big discount. 

Senator Busn. I think you have made a good point on that. 

Mr. Bauguman. The Housing Amendments of 1957 would increase 
the $1.35 billion figure to $1.7 ‘billion, effective July 1, 1957. This 
would retain a relationship to the increased capitalization that is 
believed to be appropriate. 

The final recommendation in our earlier testimony was a timely one, 
because any proposal to increase the Treasury’s investment in FNMA’s 
preferred stock should also define the tax status of the related divi- 
dends paid to the Treasury. 

FNMA is required by its charter, in connection with the secondary 
market operations, to pay what is, in effect, a Federal corporate in- 
come tax. It is also required to reimburse the Treasury, in the form 
of interest on its obligations and dividends on its preferred stock, for 
the cost to the Treasury of the funds invested in such FNMA securi- 
ties. The interest rate and the dividend rate, alike, are determined 
by the Treasury. 

The bill under consideration would resolve the nature of the divi- 
dends on the preferred stock. It would authorize that all such pay- 
ments to the Treasury of either interest or dividends, made in reim- 
bursement of the cost to the Treasury of the funds, should be treated 
by FNMA as operating expenses and, therefore, as eligible deductions 
from gross Income in any computation of the Federal corporate in- 
come tax or its equivalent. 

Senator Doueias. Mr. Chairman. 

Senator SparKMAN. Senator Douglas. 

Senator Doveras. T am disappointed in Mr. Baughman and Mr. 
Cole when they apparently persist in not understanding the respee- 
live jurisdictions of the Committee on Banking and Currency and 
the Committee on Finance. Here is a tax proposal which was sent 
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up to us once and which we threw out on the ground that we had no 
authority to deal with it, and here they come back with it again, 
This is clearly a matter for the Committee on Finance and not a 
matter for the Committee on Banking and Currency. I thought that 
if these gentlemen were not aware of the respective jurisdictions of 
the two committees that our action on the first bill should have apprised 
them of that fact. 

So, Mr. Chairman, I move that this be thrown out of consideration, 

Senator Caprenart. Mr. Chairman, we wrote the original law 
whereby we incorporated the features into the law that makes it 
necessary now for them to pay the taxes. Therefore if we wrote the 
original law, we ought to be able to take it out. 

Senator Dovat Las. I do not know the facts about the original law, 
but obviously a change of this nature should come up before the 
Finance Committee, because to my mind it may lay the precedent 
for a very dangerous principle, né amely, that dividends on preferred 
stocks are an element of cost, which they most certainly are not. 
Dividends on stock are profits. If we have not learned the distinction 
between dividends on stock and interest on bonds, we are going to be 
in a very sad way. I view this as particularly dangerous in the light 
of the suggestion, apparently successful, to give dividends preferred 
tax treatment. 

Senator SparKMAN. I will say this, Mr. Baughman. In connection 
with the previous bill, the matter was discussed before the whole 
committee, and there was very strong feeling on the part of the com- 
mittee that the matter should be considered by the Finance Com- 
mittee. 

We have a couple of members, 2 or 3 members, on this committee 
who are also members of the Finance Committee. My recollection is 
they felt rather strongly that it ought to be considered by the Finance 
Committee. 

Mr. Corse. Mr. Chairman, I may be in error, but I do not believe 
we were apprised of this decision. That was a jurisdictional matter, 

Senator SpARKMAN. Not unless it was carried in the report. 

Mr. Cote. I think not, Mr. Chairman. 

Senator SparkMAN. We should have. There was a strong feeling 
in the full committee that it should be referred to the Finance Com- 
mittee. 

Mr. Core. Shall he continue his statement, then, with respect to— 

Senator SparkmMAN. I may say this. We did recall that in the 
original legislation there was some kind of a tax provision, but we 
have had 2 or 3 times when tax legislation has come up, and I believe 
in every instance, with perhaps this single exception, we have referred 
it to the Finance Committee. 

Mr. Core. Shall we then just forego the rest of the statement! 

Senator SparKMAN. What’s that? 

Mr. Corr. Shall we forego the rest of the statement, or shall he 
continue with it? 

Senator SparKmMAN. I think it might be well to leave off the rest 
of it since it relates to this matter which the full committe decided 
ought to go to the Finance Committee. 

Mr. Cote. That finishes the statement. 

Senator Sparkman. Thank you, Mr. Baughman. 
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Any further questions of Mr. Baughman ? 

Mr. Baughman, there was one question I wanted to ask you. Right 
jin the very ’ beginning of your statement you stated the objective was 
to operate in such a way as would have a minimum adverse effect on 
the home mortgage market and minimum loss to the Federal Gov- 
ernment. 

You have never sustained any loss, have you ? 

Mr. BaveHMman. No, sir; no paper loss, anyhow. 

Senator SPARKMAN. You have made money actually, haven’t you? 

Mr. Bavenman. So far, except we have a portfolio of 4 percent 
paper that if we were asked to liquidate I think we would lose con- 
siderable money. 

Senator SparkMAN. Yes, but there is no reason to anticipate that 
you would be asked to liquidate, is there? 

Mr. Bavcuman. I don’t know of any reason, but sometimes we are. 

Senator SparkMAN. Would anybody ask you to liquidate that other 
than Congress ¢ 

Mr. Cote. Mr. Chairman, I think the point is on another program 
with respect to the statement he made; am I not right? 

Mr. BavGuman. It is on the management and liquidating port- 
folio that you referred to. It isn’t on the special assistance portfolio 
or the secondary market operations portfolio. 

Senator Sparkman. Talking about the portfolio, that is wholly 
within the control of your board of management, isn’t it? 

Mr. Bavcuman. Well, except we are stipposed to carry out the 
mandate of Congress. 

Senator SparkMAN. That is what [ say, and there is no mandate 
at the present time for any forced liquidation ? 

Mr. Baveuman. It says: “manage and liquidate the portfolio of 
the ‘old? FNMA in an orderly manner, with a minimum of adverse 
effect upon the home mortgage market and minimum loss to the 
Federal Government. 

Senator Capenarr. Fairly clear. 

Senator Sparkman. I wanted it a little more clear that there had 
not been any loss and that if FNMA is permitted to continue to man- 
age it in an orderly manner, in the way they have been managing it, 
there is no reason to antic ipate that there would be a loss. 

Mr. Cote. That is correct. 

Senator SparKMAN. I don’t want the impression to get out that 
We are anticipating a loss in FNMA/’s operation because I do not be- 
lieve we are. 

Senator Carrnarr. What is the amount of money invested now by 
those participating in FNMA, the 2 percent purchases ? What does 
it amount to, the 2 percent stock? What does it amount to in dollars 
and cents ? 

Mr. Bavetuman. Approximately $19 million. 

Senator Carrnarr. You say $19 million? 

Mr. Baucuman. Yes, sir. 

Senator Carrenarr. What does the Federal Government have in- 
vested in your capital structure? I don’t mean your mortgages. 

Mr. Bavcuman. At the present time $93 million. 

Senator Carruarr. Only $93 million. There is $93 million, and 
that is in the form of preferred stock. 
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Mr. BavguMman. Preferred stock. 

Senator Carrenarr. The Government has invested $95 million in 
preferred stock. It is holding about $2.2 billion in mortgages. 

Mr. Bavcuman. That has no relationship to this partic silar opera- 
tion that we are talking about. 

Senator Caprnarr. I am trying to find out how much actual Goy- 
ernment money there is in the whole operation. There is $93 million 
of preferred stock. Then I think we ascertained it has about $2.2 bil- 
lion in notes, 

Does the Government have any other moneys invested in any way, 
directly or indirectly ? “ 

Mr. BaugumMan. Not in the Federal National Mortgage Association, 

Senator Capenarr. You have $19 million in money from salable 
stock to those who partic, What do you have in the way of sur- 
plus? Do you have any surplus? 

Mr. Baveuman. We also have $650 million of private investment in 
our debentures. 

Senator Carrnmarr. That is your surplus or your reserve / 

Mr. Baveuman. No, that is debentures outstanding that we owe w 
the public that they invested in the secondary m: arket operations. 

Senator Carrnarr. I see. What do you have in reserves? 

Mr. BavcuMman. Our reserves are something—in the old mlanage- 
ment and liquidating functions I think it runs up somewhere between 
S80 and $90 million. 

Senator Carenarr. What is it in your preseut 

Mr. Bavenman. In the secondary market operations, I think it runs 
somewhere in the neighborhood of $3 million. 

Senator Capenarr. Three million / 

Mr. BavuGuMman. Yes. 

Senator SparkMAN. Anything further / 

Thank you, Ma. B: wighm: cli. 

(The followi Ing was received for the record : 

FEDERAL NATIONAL MORTGAGE ASSOCIATIO 
HOUSING AND Homer FINANCE AGENCY, 
Washington, D. C., March 20, 1957, 
Hon. Jomn SPARKMAN, 


Chairman, Subcommittce on'Housing, Committee on Banking and Currency, 
United States Senate, Washington, D.C. 


Deak Mr. CHarRMAN: I am furnishing herewith, for possible inclusion in the 
record of the current hearings on housing legislation, a table developed by the 
Treasury Department showing the types of investors that, at January 31, 1957, 
held the then outstanding debentures of FNMA’s secondary market operations. 

It could be inferred from some of the testimony, I believe, that these debentures 
are held substantially in their entirety by commercial banks, with attendant im- 
plications that FNMA’s privately financed secondary market operations exert 
important inflationary influences 

To the contrary, the enclosed table establishes that more than three-fourths 
of the owners of the debentures of FNMA’s secondary market operations are 
outside of the commercial bank category, and include such reservoirs of savings 
as mutual savings banks, insurance companies, savings and loan: associations, 
State and local governments, and pension trust funds 

[I hope that this information will be helpful to you and the committ 

Sincerely yours, 
J. S. BAUGHMAN, President. 
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Ownership of NMA secondary market operations debentures, Jan. 31, 1957 


[Par value, in millions of dollars] 


3.35 percent due 
May 20, 1957 


Percent 
of total 
outstand- 
ing 


Amount 


Commercial banks 

Mutual savings banks 

Life insurance companie 
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Senator SpARKMAN. I have a table giving the figures on the FNMA 
special assistance program, which will go in the record. 
(The table referred to follows :) 
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Mr. Corr. Mr. Mason. FHA Commissioner, is our next witness, 
Senator SPARKMAN. Mr. Mason. 
Glad to have you, Mr. Mason. Proceed in your own way, sir. 


STATEMENT OF NORMAN P. MASON, COMMISSIONER, FEDERAL 
HOUSING ADMINISTRATION 


Mr. Mason. Mr. Chairman and members of the committee, I am 
Norman P. Mason, Commissioner of the Federal Housing Adminis. 
tration. I appreciate being here today to discuss the Administration's 
legislative proposals relating to our operations. 

The most significant change proposed, in my opinion, is in section 
201 of the Administration proposal. We are asking that the FHA 
Commissioner be given the discretion of establishing higher loan-value 
ratios for FHA’s home mortgage programs when he considers such 
action necessary in view of conditions in the home building and mort- 
gage lending industries and the economy in general. Under this per- 
missive authority loan-to-value ratios could be adjusted within the 
statutory maximums to coordinate with Administration measures to 
counteract inflationary or deflationary pressures in the economy. 

It is proposed to increase loan-to-value ratios on 1- to 4-family 
properties to 96 percent of the first $10,000 of appraised value (or 
replacement cost in those programs providing for the use of replace- 
ment cost instead of value), 85 percent of the next $6,000, and 70 per- 
cent of appraised value in excess of $16,000 up to the maximum mort- 
gage amounts permissible under the law. 

These proposed maximum limitations would provide that owner- 
occupants could get 96-percent loans for homes of $10,000 or less valu- 
ations, 94 percent at $12,000 valuations, 90 percent at $17,500 valua- 
tions, and less than 85 percent for valuations from $24,000 up. 

As you know, under the present statute maximum loan-value ratios 
for owner-occupants are limited to 95 percent of the first $9,000 of 
value plus 75 percent of valuations above $9,000 up to the maximum 
permissible mortgage amounts. These present ratios provide for 9% 
percent financing at $9,000 or less, 90 percent at $12,000, and 85 per- 
cent or less from $18,000 up. 

Under the FHA section 203 regular home mortgage program, the 
average value for a new single-family home insured in 1956 was 
$13,400. Under present statutory maximum loan-to-value ratios, a 
downpayment of $1,550 would be required, equal to 11.6 percent of the 
value. Under our proposal this downpayment would be reduced to 
$910, or 6.8 percent. In 1955 a little more than one-third of the new 
homes insured by FHA had appraised values below $10,000, approxi- 
mately 22 percent between $10,000 and $12,000, 39 percent between 
$12,000 and $18,000, and 4 percent at $18,000 or above. Value dis 
tributions for existing homes insured by FILA are typically a little 
above the new-home distributions. 

We propose this change permitting lower downpayments in order 
that, if economic conditions warrant, the FITA Commissioner would 
have the flexibility to extend to the great middle-income groups in the 
country in greater measure the benefits of more liberal downpayment 
requirements which have formerly been available only to lower income 
families. The progressive increases in downpayment requirements 
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in the Housing Amendments of 1957 are more gradual in the middle 
price ranges than the present statute provides. Thus, this change 
would bring the greatest benefits in lower downpayments in the $12,000 
to $18,000 price ranges. 

Accompanying my remarks are a table and chart. The accompany- 
ing table and chart show the differences between FHA present statu- 
tory minimum-downpayment requirements and the proposals in the 
Housing Amendments of 1957. Indications are that the increases in 
loan-value ratios we have proposed can probably be handled from an 
actuarial standpoint with the resources from present mortgage-insur- 
ance charges of one-half of 1 percent annually. 

We have not proposed that the present maximum mortgage amounts 
of $20,000 on 1- and 2-family dwellings, $27,500 on 3-family units, and 
$35,000 on 4-family units be increased, since we believe these maximum 
mortgage amounts are sufficient under present building costs and hous- 
ing market conditions to cover adequately the financing needs of the 
great majority of American home purchasers. 

Senator Doveias. Mr. Chairman. 

Senator SPARKMAN. Senator Douglas. 

Senator Dove.as. I would like to ask the witness under what cir- 
cumstances the FHA would use discretion to lower the downpayment 
requirements if given that discretion in the statute ? 

Mr. Mason. Sir, it might be for various reasons. 

Senator Dovcias. Would you give them ? 

Mr. Mason. If the amount of housing starts declines. 

Senator Dougias. Which it has been doing. 

Mr. Mason. Which it has been doing and which it is doing right 
now; we believe that this should be done, if starts get down where we 
will get below even the minimum that we should have built each year. 

Senator Dovgtas. I rather inferred that, because on the top of page 
2of your testimony, the sixth line from the top, you state, “Under our 
proposal this downpayment would be reduced to $910, or 6.8 percent,” 
which indicates by inference that you intended to apply this discretion- 
ary authority if it is given to you by the statute. Is that your inten- 
tion ? 

Mr. Mason. We would do it if economic conditions were such or if 
because of the failure of the Veterans’ Administration program to get 
an increase in its interest rate it was a necessity to cushion that program 
by providing housing for that need. 

Senator DovGLas. Suppose we give you this discretion, rush this 
bill through the Senate, and rush it through the House; would you 
lower the downpayments, were conditions as they are at present ? 

Mr. Mason. You mean as they are today / 

Senator Doveias. That is right. 

Mr. Mason. Well, Senator, this would take study. I would say that 
weare very close now to a borderline of where action should be taken ; 
but whether we are actually there or not, I am not— 

Senator Dovetas. In other words, you are contemplating reducing 
the downpayments ? 

Mr. Mason. We are asking the Congress for the privilege of doing 
this if conditions come that we think require it. 

Senator Dovcias. And you think you are already close to that 
point 2 
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Mr. Mason. I think we are close to the point ; yes, sir. 

Senator Doveras. In other words, that we are moving into a period 
of recession ? 

Mr. Mason. No. We are moving into a period of a lower nuinber 
of housing starts. 

Senator Dovuetas. As part of a period of recession / 

Mr. Mason. Not necessarily with any bearing on recession ; no, sir, 

Senator Dove.Las. You mentioned, or I think the previous witness 
mentioned, the fact that the interest rate on short-time governments 
had been reduced from 33% to 314, or a reduction of one-eighth of 1 
percent. Doesn’t that indicate a shortening of the money market? 

Mr. Mason. It is a slight indication that way. Of course, we in 
the housing field would like to see this money market for housing loans 
easier. 

Senator Doveras. Yet at the same time you are coming in here 
asking that the rate of interest of GI’s be increased ? 

Iam a little puzzled at this facing both ways in your program. On 
the one hand, you say there is inflation, or at least the Government 
as a whole has inflation, and that loans should be checked. The best 
way to check the loans is to increase the rate of interest. On the other 
hand, you apparently want to stimulate loans by reducing the down- 
payment so that more people will borrow. 

Wouldn’t you say that one could pass judgment upon you that you 
had mounted your horse and ridden off in all directions ? 

Mr. Mason. I can’t vouch for this judgment as to whether this would 
be true or not, Senator. 

Senator Doveras. How can you claim on the one hand the Gov- 
ernment, or at least the Office of the President, and the Federal Re- 
serve Board, says that credit should be made tighter in order to check 
inflation and, on the other hand, you are proposing to loosen credit 
by reducing downpayments / 

Has this statement of yours been cleared with the Bureau of the 
Budget ? 

Mr. Mason. Yes, sir. 

Senator Doveras. I would like to know in which direction the Bu- 
reau of the Budget is facing. 

Mr. Mason. Let me say, sir, that this is discretionary authority to 
be used—— 

Senator Doveras. But you are planning to use it. You say you 
are very close to the point of using it. 

Mr. Mason. I say we are close to a point. Let me explain also that 
the housing economy has been slowing down while the rest of the 
economy has been expanding, and we do not believe that it is wise 
to get housing, which is one of the primary needs of our people, re 
duced beyond a place where the number of houses produced would 

fall below some safe level. I am sure you will agree with this. 

Senator Doueias. As I understand it, the February rate of starts 
on a yearly basis would be 910,000 units; is that correct ? 

Mr. Mason. I haven’t the figure before me, but I believe that is 
correct. 

Senator DoveLas. Will someone tell the Commissioner of FHA 
what the number of starts runs. 

Am I correct ? 


Mr. Mason. Yes. 
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Senator Dove.ias. All right. Well, then, assuming that I am cer- 
rect, how much farther would the starts have to fall before vou would 
use the discretionary power to lower the downpayments ? 

Mr. Mason. Senator, this is a point where we must review and find 
out. We have not an automatic level. 

Senator Dovenas. You have not thought about this question? 

Mr. Mason. Sir, we have thought about this a great deal, but we 
have not arrived at an answer. 

Senator Doves. But you don’t want to say what results you have 
reached in your thoughts ? 

Mr. Mason. The answer, sir, is that we have discussed this within 
the Administration, within the Housing Administration, and with 
other parts of the Administration, but we do not have an automatic 
figure arrived at at this time. 

Senator Doveras. Suppose it went down to 850,000; do you think 
the downpayments should be reduced ? 

Mr. Mason. I don’t believe the Administration has, as I said before, 
any published figure as to what point this would be put into effect. 

Senator Doveras. Does it have any private figure 

Mr. Coxz. I think, Senator, if I may interpose a moment, we don’t 
have a private figure, nor do we think we should have either a public 
or a private figure. We don’t think it is a matter of a gage, which 
when arriving at a given number you automatically take this step. 

This step must be taken in conjunction with many other factors in 
the economy, and you don’t take just—as you well know better than 
I—a figure of adjusted annual housing starts and say this is the sole 
factor to determine whether or not there should be a lowering of the 
downpayment. It must be considered with all other factors in the 
economy. 

Senator Dovenas. As I say, I appreciate the difficulty of forecasting 
though I think sometimes people are rather free at forecasting. But 
I am puzzled by this ambivalent and mutually contradictory policy 
of the Administration, on the one hand asking for authority to reduce 
downpayments which would obviously stimulate added bank loans 
and, on the other hand, warning against an increase of bank loans. 

Subject to correction, I believe Dr. Wheatley, who was the principal 
adviser to the Federal Reserve Board, in his testimony before the 
House said, in his judgment, the danger is still inflationary and that 
reduction in downpayments would be a very dangerous thing. Have 
you checked this with the Federal Reserve Board ? 

Mr. Cote. Senator Douglas, the Federal Reserve Board, as you 
know, is not part. of the executive branch, but, naturally, we take into 
consideration the opinions of the Federal Reserve Board. They are 
available to us. We may have a difference of opinion with the Fed- 
eral Reserve Board. 

If your question is, have we discussed it with the Federal Reserve 

Board, I have not reecntly discussed it directly with the Federal 
Reserve Board, but people in the executive branch of the agency who 
deal directly with the Federal Reserve Board have. : 
_ Now it seems to me that there can be a distinction between a level- 
Ingoff or deteriorating of housing starts, and full economy, a full 
production, a high level employment in the other segments of the 
economy. Perhaps we are wrong. But at least it appears to us that 
this kind of a distinction exists. 
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Therefore, we thing that it is possible that the housing economy 
does require certain considerations in relation to the entire economy, 
and as Housing Administrator it is my responsibility to see to it that 
housing is placed competitively in at least a favorable position with 
regard to the rest of the economy. We do not say that the slight 
softening of the bond market is an indication of depression. We say 
that the slight softening of the bond market is a straw in the wind 
which indicates the possible—and I say “possible”—the possible avail- 
ability of more funds for housing, and this is our approach to it. 
It may sound contradictory, but we think it isn’t. 

Senator Douguas. In other words, you think that housing may 
need a special dose of adrenalin, even though the rest of the econ- 
omy is— 

Mr. Corr. That is true, Senator, and our dilemma, quite frankly is 
that if we give housing the dose of adrenalin in such sufficient quanti- 
ties that we cause the remaining segment of the economy to be in- 
flated, then we haven’t accomplished the objective which we can seek. 
It is a delicate thing, and sometimes the actions do seem to be con- 
tradictory, but we feel that there can be a special treatment for 
housing. It is possible. 

Senator Doveias. One other question, Mr. Chairman, if I may. 

I have looked over this chart. (See p. 135.) Apparently assum- 
ing that the median income of families has been caught approximately 
at $5,000 and that their homes should be at 2% times the income, 
roughly—a $12,500 house, therefore, is the house for a median fam- 
ily—it would seem that the biggest reductions come around $15,000 
to $16,000 or again from the $6,000- to $7,500-income class. That 
what you are doing is administering the major dose of the adrenalin 
to the upper middle class. I had thought that a long series of hear- 
ings before our committee this year and the years past had indicated 
that this market of all markets tends to be a little bit overflooded and 
the big challence to the housing industry and home-financing indus- 
try is to get down to the lower-income groups which at present are 
excluded. There you have an unsatisfied demand. Yet we propose 
to shoot adrenalin to diminish the downpayments for the class which 
on the whole is pretty well taken care of in housing and which also 
tends to be a litle bit bedeviled by installment debt. 

Aren’t you adding to the worries of the suburbanite nowadays who 
is already badly harried by failure of railroads to get him in on time 
to New York and Philadelphia? 

Mr. Mason. Sir, this chart gives the relationship, as you have said, 
and it is true that the greatest spread is about $16,000. 

It is desirable, the real objective of this program was, to reach the 
middle-income people, and we did this by seeking and finding the 
average loan that we made last year and determining that probably 
to be the average person. I mean the average person who would use 
the program. 

Senator Dove.as. Very big difference between the average person 
and the—— 

Mr. Mason. I agree, Senator, that term is not right. I say the aver- 
age FHA borrower. 

Senator Douguas. Did you do this because the industry prefers to 
build the $16,000 to $18,000 house. To stir them to build a more 
economical house? 
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Mr. Mason. Senator, the building industry, if it were here, would 
tell you that I am the person who is continually bedeviling them to 
build for the low-cost market, and I believe in the low-cost market. 
We have a program with a 5-percent downpayment for the low-income 

ople. 

Senator Dovetas. It doesn’t show up in this chart, which is sup- 
posed to reflect reality and not purely hypothetical curves. 

Mr. Mason. The program does show up because we already have 
the program, Senator. It is at the $9,000 level and below. 

Senator Doueias. What is that? 

Mr. Mason. Currently the downpayment is 5 percent on homes 
valued at $9,000 or less but under this program it would be 4 percent 
on homes of $10,000 or less. . 

Senator Dovucias. Reduction of 1 percent for them and a reduction 
of over 6 percent for the $15,000 house. 

Mr. Mason. That is right. But the most favorable program is 
there for the low-income people. 

Senator Dovenas. Is that on a principle of 50-50; the rabbit for the 
$4,000 man and a horse for the $6,000 man ? 

Mr. Mason. Senator, this is a program of low downpayment for 
low-income people, and we hope the building industry will go ahead 
and build for it. 

Senator Doveias. All right, Mr. Chairman. 

Senator SparkMAn. Mr. Mason, what about the extra down- 
payment that you had required by administrative regulation a year 
or2 ago? Isn’t that still on? 

Mr. Mason. Currently this is on for the middle-income people, 
and higher-income people. 

As you know, we added 2 percent to the downpayment straight 
across the board. Last summer we took off the 2 percent on low-cost 
housing, housing valued at $9,000 and under, but we did not take 
it off from the so-called middle income housing. 

At the present rate of starts, we are considering very seriously this 
action at the present time, but we have not yet come to a decision. 

Senator Sparkman. I will say to you, frankly, the way it appears 
to me is that this is a good program for directing home building to 
the particular area where you want it. I mean in the price area. 
But I don’t see that it is going to get any more housing necessarily 
because that is going to be dependent upon the availabililty of home- 
mortgage credit. 

Mr. Mason. Certainly the amount of housing is dependent upon 
the amount of mortgage credit, and I would be the last person to 
question this, but what this does do when there is a tightness in the 
market, is that it makes it easier for the person of average income to 
compete with the person of higher income for those funds. 

Senator Sparkman. It seems to me that the objective in using this 
kind of a schedule ought to be to provide incentive for the type of 
housing we want built. 

I think it is a good thing generally, but it seems to me that there 
ought to be more liberal terms in the lower brackets and less liberal in 
the higher if we want to push, if we want to offer a real incentive to 
get housing built in that lower bracket. 
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Now may I say this: I find some difference with your following 
what you found to be the average house this year. I think we ought 
to push away from it instead of just following it, push it down. 

My own feeling is that we ought to be wor king for housing. Our 
greatest emphasis ought to be on housing priced between $8 000 and 
$12,000, I would say, rather than the higher bracket to which you 
give the greatest benefit. 

Mr. Mason. Senator, I would go along with you and say it should 
be $10,000 and less, and I have been putting emphasis on this by our 
terms now. 

Currently, a house priced under $9,000 has a 5-percent downpay- 
ment. If it is over that price, it has 7 percent on the first $9,000, 
So we have been emphasizing that. We have not been successful, 
certainly, in changing the trend, and I think that your point is well 
taken. I believe it is desirable and I think we still have that em- 
phasis on a low-cost-housing program in a 4-percent: downpayment 
up to $10,000, which ts this proposal, against 5 percent for the first 
$9,000 and 25 percent for values above $9,000. There really are 
savings here in the downpayment program for the low-income people. 

Senator SpARKMAN. Senator Bush, did you want to ask something? 

Senator Busu. No; I think he answered it. 

Senator SparkMAN. I thought you started to ask something. 

Senator Busu. I did, but he answered my question, 

Senator Sparkman. You haven't finished your statement? 

Mr. Mason. No; I haven't. 

Senator SPARKMAN,. Go ahead. 

Senator Busu. Mr. Chairman?! I noticed at the bottom of page 2, 
Commissioner, you said: 































Indications are that the increases in loan-value ratios we have proposed can 
probably be handled from an actuarial standpoint. 





The question which was in my mind some time back was whether this 
reducing the downpayment in this area of price, whether vou are 
building up a monthly payoff that is going to be more difficult fora 
person to absorb and whether you won’t find more failures in being 
able to meet the schedule of payments, whether you hawe reduced 
the downpayments so much. 

Mr. Mason. At the present time, sir, the veterans’ program carries 
a much lower downpayment, a 2 percent downpayment. is their re- 
quired amount, and the Veterans’ Administration program has little 
or no difference in defaults from the FELA program. 

Senator Busu. Little or no difference ? 

Mr. Mason. This is a matter of judgment, of course, but we have in 
your fair State insurance actuaries and people who do as a regular 
profession study and gtve us advice on this sort of thing. 

Senator Busi. All right, sir. 

Senator SparKMAN. All right, Mr. Mason. 

Mr. Mason. The next item is amendment to title VILL, armed serv- 
ices housing. 

In section 206 of the housing amendments of 1957 three amend- 
ments are 1 ota to the title VIII program for armed services 
housing. 1-year extension of the program to June 30, 1959, is 
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requeste d in order to provide the Defense Department sufficient time 
for careful programing of the needed housing. 

Secondly, we are asking for an amendment to section 803 (b) 
of the National Housing Act in order to make this milit: iry housing 
program work more in ‘accordance with usual military bidding pro- 
cedures. The amendment provides that the bid of the ‘eligible bidder 
on a military housing project under title VIII shall bear a reasonable 
relation to the Commissioner’s estimate of replacement cost of the 
property o1 * project when the proposed improvements are completed. 
It removes the present provision that the eligible bid must be equal 
to or less than the FH.A’s estimate of repl: wement cost for the pro- 
posed project. 

Under the present status, if the military receives no bid equal to 

r less than FELA’s estim: te of repli wcement cost, FHA may, upon 
pte of the military, reexamine its estimated cost and revise its 
appraisal and eligibility statement accordingly, or the military is 
forced to reject all bids and either rebid the project or abandon it. In 
large construction projec ts such as most military housing under title 
VIII, 2 moderate range in estimates of replacement cost is inevitable 
due to frequent variances in labor, job overhead, and other factors. 
This proposed amendment will provide much needed flexibility in 
the administration of the military housing program. 

To date bids have been opened on 47 military housing projects. On 
39 of these projects the low bid was equal to or less than the FHA 
estimate of replacement cost. The bids below the FHA estimated 
replacement cost ran from 1 to 4 percent, with 1 extreme case in which 
the low bid was 10 percent below our replacement cost. We have 
attached table II listing the 8 unsuccessful bids, showing the percent 
by which the low bid exceeded FHA’s replacement cost estimate, 
which in most cases was 1 to 3 percent, although there was 1 case 
in which the low bid was 16 percent above the FHA’s replacement 
cost estimate. 

Finally, there is a technical amendment to apply the $16,500 average 
unit limitation on mortgage amounts on the basis of aver ages for 
an entire project whether or not more than one mortgage may be 
involved. 

The administration’s legislative proposals do not include any pro- 
vision for increasing the FHA general mortgage insurance authori- 
zation provided under section 217 of the National Housing Act. This 
is unusual. The act is ordinarily amended each year ‘in order to 
provide sufficient insurance authorization to cover FHA insuring 
operations during the forthcoming fiscal year. Because of the un- 
anticipated extent of tightening in the mortgage money market dur- 
ing the past 12 months, FHA oper ations have been at a suffic riently 
reduced level so ths at, since June 30, 1956 the return of available au- 
thorization by means of either repayment of insured mortgages or 
expiration of outstanding commitments has been sufficient to cover 
the current use of authorization in new business. 

As of December 31, 1956, there was ave ailable approximately $3 991 
million of unused gener: il mortgage insurance authorization. This 
amount is expected to be sufficient for the requirements of the agency 
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throughout the fiscal year of 1958 under the insurance programs 
which are alre: udy in operation. However, if substantial changes in 
existing programs or the assignment of new programs to FHA by 
the Congress were to increase the prospective volume of FILA op- 
erations, it would probably be necessary to request an increase in the 
available insurance authorization at some later time prior to June 
30, 1958 

We also propose additional technical and clarifying amendments 
to the National Housing Act to enable us to better administer the 
various FHA-mortgage insurance programs. I would like to enu- 
merate the more signifies nt of these amendments, which are contained 
in the housing amendments of 1957. The section-by-section analysis, 
which you have, discusses each amendment, and I shall be happy to 
answer any additional questions you may have. 

Section 202 would extend the mortgage limitation of up to $8,400 
per unit on elevator-type structures that is currently a program to 
include housing for the elderly and would make it clear that the 

rental housing program for the elderly permits the design and oceu- 
pancy of units for elderly single persons. 

Section 207 provides under the title | property repair and moderni- 
zation program that, in the absence of fraud or misrepresentation on 
the part of the financial institution, any payment for loss made to 
the institution shall be final and incontestable after 2 years from the 
date the claim was certified for payment. 

Section 209 makes two modific ations of the FHA home-mortgage 
program provisions for management of properties being submitted 
to FHA for debentures. First, FILA is authorized to include in its 
debentures the approved expenditures of mortgages made for protec- 
tion of the property from vandalism, termites, weather, ete., prior 
to transfer of the property to FHA, which may be delayed 18 months 
or longer in States with extended redemption periods. Second, mort- 
gagee payment of mortgage insurance premiums is terminated when 
an application is filed for exchange of the property for F HLA deben- 
tures, 

Section 210 clarifies the language of sections 204, 207, and 803 of 
the National Housing Act to be consistent with section 224 of the 
Hfousing Act, added in 1954, which provides that FHA debenture 
interest rates shall be fixed by the Commissioner with approval of the 
Secretary of the Treasury, based upon yields on long-term Govern- 
inent obligations. 

Section 212: The present statute provides that commercial and com- 
munity fac ilities m: iy be allowed under the mortgage in section 215 
cooperative housing projects only in the case of the multifs unily man- 
agement-type cooperative. The investor-sponsor-type structure, which 
in niost cases will be a multi-family-type structure, is presently not 
included under this provision. Similarly, certain types of community 

facilities, such as community houses or play areas for children, are 
not included in the mortgage in sales-type cooperative projects. This 
amendment would provide that the commercial and community faeill- 
ties provisions for management-type cooperatives would be extended 
to the new investor-sponsor-type projects as well as sales-type projects. 
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Section 213 makes clear that the provisions of section 204 (j) of 
the National Housing Act extend to the insurance programs under 
sections 213, 220, 221, and 222 of the act. Section 204 (j) permits 
termination of the mortgagee’s lability for payment of mortgage 
insurance premiums in those cases where the mortgagee forec loses on 
the mortgaged property but informs the Commissioner that it does 
not intend to convey the property to FELA in exchange for debentures. 

Section 214 would extend to the section 221 housing insurance fund 
and the section 222 servicemen’s mortgage insurance fund the author- 
ity provided by section 219 for transfer of resources as may be 
required among certain of the FHA insurance funds. 

Section 215 amends section 226 of the Housing Act to provide, in 
those cases where the mortgage is based upon replacement cost rather 
than appraised value, that the Commissioner be allowed to submit 
astatement of the estimate of replacement cost rather than to furnish 
a statement of appraised value to purchasers of the property. This 
would apply to sales housing sections 213 and 220 of the National 
Housing Act. 

Section 216 amends section 513 (e) of the National Housing Act 
in order to relieve mortgagors under the various sales housing pro- 
grams of certifying that they will not use the dwellings for hotel 
purposes. 

I would like to reaffirm Mr. Cole’s statement concerning section 2 
of S. 88, which would attempt by legislative action to control dis- 
counts on FHA-insured and VA-guaranteed mortgages. Such legis- 
lation, we believe, would deprive many prospective “home buyers of 
the opportunity to purchase a home with the benefits of FHA mort- 
gage Insurance, 

This, Mr. Chairman, concludes my prepared statement. 

Senator SparKMAN. Thank you, Mr. Mason. 

Any further questions, Senator Capehart? 

Senator CapenArt. One question. Going back to military housing: 
Do you think if we increased the interest rate from, say, 4 to 414 per- 
cent that we would get more private money ? 

Mr. Mason. Senator ( ‘apehart, we haven’t recommended a change. 
We have naturally thought about this kind of thing and certainly 


any increase in the interest rate does broaden the interest of lenders 
in the program. 


Mr. Coie. Senator, as you know—— 

Senator Carenartr. I wondered why you had recommended in- 
creasing the VA to 5 percent, whereas milit iry housing is 4 and you 
didn’t recommend increasing it. 

Mr. Coir. Senator, as you well know, the Capehart mortgages are 
quite close to the Government bonds and—— 

Senator Capenmarr. Are what ? 

Mr. Coir. Are quite comparable to Government bonds in their 
acceptability in the market, and the Administration believes, at least 
thus far, that these mortgages would provide quite effective competi- 
tion to the Treasury in borrowing funds for its use. 

Senator Carrnarr. You are going to have to increase FNMA’s 
borrowing capacity of military housing: i is that it ? 


90300—-57——_ 10 
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Mr. Coxix. Senator, again the military will appear here with their 
recommendation approved by the Administration. We have no recom- 
mendation at present in that regard. 

Senator CarprHart. You mean you think it is the military’s re- 
sponsibility ? 

Mr. Cote. Yes. 

Senator Carenartr. That is the reason you haven’t 

Mr. Coiz. That is correct. 

Senator Carenart. You think the interest rate is their responsi- 
bility, and on funds for FNMA? 

Mr. Cote. It is, on the amount of funds for FNMA. On the in- 
terest rate, our opinion is, as you say, that higher interest rate will 
attract more private funds, although, as Mr. Baughman testified over 
in the House the other day, rather interestingly enough, some private 
lenders are becoming interested in and purchasing some Capehart 
mortgages, It may be that private lenders will find that these are 
extraordinarily good securities and will go into the market. 

So I think that the Administration wants to test that. 

Senator Capenartr. Your observation of the military housing sec- 
tion of this bill—has it worked smoothly other than these recomenda- 
tions ¢ 

Mr. Cote. Mr. Mason could answer that. 

Mr. Mason. Yes, Senator. I would say I think we have done a 
remarkable job of coordination between FHA and the military, two 
organizations with different viewpoints, and we have gotten together 
very well. 

Senator Capenarr. And these minor changes you have recom- 
mended, were the only changes you feel are needed ? 

Mr. Mason. That is right. 

Senator CAPEHART. They have the same problem that everybody 
else does at the moment, and that is selling their mortgages? 

Mr. Mason. That is correct. 

Senator Sparkman. Thank you, Mr. Mason. 

(The chart and tables attached to Mr. Mason’s statement follow:) 
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Taste I.—Minimum downpayments for 


AMENDMENTS OF 


1957 


1-family owner-occupant mortgagors 


based on alternative mortgage formulas, assuming sale price equal to FHA 


value 


Mortzage formula 


FHA anvnraised value: 
$9,000 
$10,000 

$11,000... 

512,000 

$13,000 

$14,000 
$15,000 
$16,000 
$17,000 
$18,000_. 
$19,000 
$20,000_ - 
$21,000... 
$22,000. - 
$23,000 
$24,000. 
$25,000_ - 








! 

} Current FHA statute 

| (95 percent of 1st $9,000 

| of appraised value and | 

| 75 percent of excess 
value) 


Administration pro- 
posal (96 percent of 

Ist $10,000 of appraised 
value, 85 percent of 
next $6,000 and 70 

| percent of excess value 


Amount Percent Amount Percent 
{ 
| } 
| $450 | 5.0 | $360 4.0 
700 | 7.0 | 100 4.0 
950 | 8. 6 550 ef 
1, 200 | 10.0 | 700 5.8 
1, 450 | 11.2 | 850 6.5 
1, 700 12.1 1, 200 7.) 
1,950 | 13.0 1, 150 Ra 
2, 200 | 13.8 1, 300 8] 
2,450 | 14.4 1, 600 14 
2, 700 15. 0 1, 900 10.6 
j 2, 950 15.4 2, 200 IL 
| 3, 200 | 16.0 2, 500 12.5 
3, 450 16.4 | 2, SOF 13.3 
3, 700 16.8 3, 100 14.1 
| 3, 950 7:2 400 14.8 
4, 200 | 17.5 3, 700 15.4 
4, 4%) 17.8 1, 000 16,0 


TABLE II.—Title VIII military housing project bids in excess of FHA replacement 
cost estimate 


Project 


Abilene Air Force Base, Tex 
Fort Carson, Colo 

Dover Air Force Base, Del 
Fort Meade, Md_- 

Pine Bluff, Ark 

Tripler Hospital, Hawaii 
Fort McClellan, Ala_- 

Fort Shafter, T. H 


| Less than 1 percent. 
2 No contractors bid this job. 


FHA Low bid Percent 
| estimate 
| 
$12, 316,000 | $12, 493, 974 1% 
2, 605, 500 2, 688, 200 3 
6, 719, 853 6, 811, 900 1% 
| 14,373, 176 14, 716, 070 214 
555, 059 560, 277 (‘) 
2, 680, 500 3, 020, 300 10 
1, 419, 900 1, 647, 000 16 


(?) = = = see ece-ence 
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(The following was ordered inserted in the record :) 


UNITED STATES SENATE, 
March 4, 1957, 
Mr. NORMAN P. Mason, 
Commissioner, Federal Housing Administration, 
Washington, D. C. 

DEAR COMMISSIONER Mason; I have just received and read the Administra- 
tion’s proposal for liberalizing the terms of FHA-insured mortgages. I refer, of 
course, to those provisions which provide that the amount of the FHA-insured 
mortgage may be increased, with a consequent reduction in the required down- 
payment. ; 

Practically every conversation I have had recently on the subject of housing 
has dealt with the inability of builders to secure financing, both temporary and 
permanent. There has been little or no discussion concerning the inability of 
puilders to sell houses by reason of reduced demand, But my interpretation of 
the effect of liberalized FHA terms is that such liberalization would broaden the 
market and increase the demand for housing. Since the number of housing starts 
has been reduced substantially, wouldn’t this increased demand press upon a 
reduced supply and, therefore, be inflationary? 

In order to clarify my thinking on this point, can you inform me what the 
present policies of your respective FHA insuring offices are with respect to the 
issuance of commitments; that is, whether commitments are being issued without 
restrictions or, if there are restrictions, the nature of these restrictions. At the 
same time, could you furnish me with some analysis of the numbers and general 
locations of unsold houses presently on the market. 

Sincerely, 
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JOHN SPARKMAN,. 


FEDERAL HousING ADMINISTRATION, 
Washington, D. C., March 11, 1957. 
Hon. Jomnn SPARKMAN, 
Chairman, Subcommittee on Housing Committce on Banking and 
Currency, United States Senate, Washington, D. C. 

Dear SENATOR SPARKMAN: I was pleased to receive your letter of March 4 
regarding the administration's proposal for liberalizing the terms of FHA-insured 
mortgages and have given serious consideration to the several questions in which 
you are interested. 

We do not think the proposed increase in loan-value ratios will significantly 
increase the supply of mortgage funds. However, we do believe this action will 
enable FHA to better adapt its mortgage-insurance programs to serve the middle- 
and lower-income families of our country and aid in providing a better distribu- 
tion of available mortgage funds. 

The increased loan-value ratios are intended for use when conditions in the 
economy and home-building industry warrant and to ease any adjustments when- 
ever the Veterans’ Administration loan-guaranty program may be terminated. 
Implementation of these proposals would be contemplated this year in the event 
prospective veteran borrowers are unable to obtain money at the current 4%-per- 
cent maximum VA interest rate. This consideration would, of course, not be a 
factor in the event that Congress determines that an increase in the maximum 
VA rate would be desirable. 

The trend in vacancies is declining. While we have no data on the actual 
number of units in the unsold inventory, the Census Bureau has recently reported 
a decline of 0.8 percent in vacancies during the fourth quarter of 1956. Their 
report shows a vacancy rate of 2.8 percent. Rental vacancies were 2.1 percent 
(down 0.1 percent from the third quarter), while vacancies in homes for sale 
were 0.4 percent (down 0.2 percent). 

Each month we receive from each of our 75 insuring offices an opinion report 
on vacancies and unsold inventories of housing. These reports currently show 
only very scattered instances of advancing inventories. The number of offices 
reporting declining inventories definitely exceeds the number in this category a 
yearago. This is particularly true in the case of low-priced and moderate-priced 
homes. We have attached a table showing by insuring office the results of an 
actual vacancy survey we completed last March, a year ago, as well as the opinion 
reports of our insuring offices on the trends of vacancies on January 1, 1957, 
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in our insuring-office cities. As the table indicates, 3 out of 4 offices report 
stationary vacancies at near minimum levels, and of the remaining offices more 
report declining vacancy trends than rising trends. 

Recent reports indicated only scattered instances of localities with surplus 
sales or rental housing and such instances as are reported are generally limited to 
relatively small localities or, in some cases, to particular segments of the housing 
market. A survey inquiry to our field offices in November showed a normal 
scattering of surplus problems, with perhaps fewer serious situations than were 
reported a year earlier. 

Surplus situations are, of course, expected to develop in individual localities 
from time to time. FHA insuring office directors, as a part of their regular 
operating responsibilities, are expected to identify such problems as may develop 
within their jurisdictions and to take appropriate steps to restrict the volume of 
new commitments being issued until such time as the situation has corrected 
itself. These restrictions take the form of limitations on firm commitments to 
builders either with or without restricting issuances of conditional commitments, 
Restrictions on commitments for rental projects are also appropriate from time 
to time. Excepting the standards applied in normal review of applications, no 
restrictions are imposed on owner-occupant applications. Since these problems 
are generally local in nature, the insuring office directors are expected to initiate 
and terminate appropriate restrictive measures upon their own initiative. Wash- 
ington headquarters does not attempt to maintain any continuing reporting on the 
number of areas which may be affected by restrictios at any particular time and 
as a general rule is familiar only with those areas in which particular problems 
have been referred to Washington by the insuring office director concerned. The 
lack of any uniform reporting procedure on this subject precludes the maintenance 
of any meaningful list of these areas by Washington headquarters. 

We are in agreement with your judgment that the current demand for housing 
in the United States is not the cause of reductions in the volume of building. 
With adequate financing, an increased volume of starts could undoubtedly be 
satisfactorily marketed. The possibility that more liberal downpayment require- 
ments might stimulate demand beyond supply potentialities would certainly be 
au major consideration in determining whether or not to reduce these requirements. 
It does seem desirable, however, to have discretionary authority requested so as 
to be best able to adjust the building industry to the operation and prospective 
termination of the VA home loan guaranty program. 

Sincerely yours, 
NoRMAN P. Mason, Commissioner, 
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Senator Sparkman. Mr. Cole, you have two of your commissioners 
who have not yet appeared, Mr. Slusser and Mr. Steiner. 

Mr. Core. Mr. Steiner is here. We don’t expect Mr. Slusser to be 
here. If you need someone from the Public Housing Administration, 
we will have someone. 

Senator SparkMAN. I don’t know that 

Mr. Cote. Mr. Slusser is recovering from a very serious operation— 
cataract removal. 

Senator SparkMAN. By the way, I noticed Mr. Steiner’s statement 
is very short. 

Mr. Cote. We would be glad to present it. 

Senator SparKMAN. Let Mr. Steiner come around. 

I notice, Mr. Steiner, your statement is quite short, so 1 thought 
we might be able to go through it rather hurriedly. Just go right 
ahe ad, | sir. 


STATEMENT OF RICHARD L. STEINER, ACTING COMMISSIONER, 
URBAN RENEWAL ADMINISTRATION 





Mr. Sretner. Mr. Chairman and members of the committee, our 
proposed legislation for the urban renewal program consists of four 
changes in the existing law, which are contained in the bill referred 
to as the “Housing Amendments of 1957.” These changes include 
a necessary increase in the capital grant contract authorization for 
the program and several proposals which we believe will simplify the 
program and will enable us better to assist communities undertaking 
urban renewal projects. 

The need for an increase in the capital grant authorization is indi- 

cated by our present situation. As of March 1, 1957, some $853.8 mil- 
lion of the aggregate available capital grant authorization of $900 
million was already reserved or was in the process of being reserved 
for 441 local urban renewal projects and 18 demonstration projects, 
In recent months we have received a larger volume of applications 
for new projects than was anticipated. Because of the desirability 
of administering the program within the presently available contract 
authority, we are now directing the $46.2 million balance of available 
authority to the most urgent needs of the existing program, and par- 
ticularly to urban renewal projects in which the process . acquisition 
and clearance of slum areas has already commenced or is about to 
begin. For this reason, it has been necessary to defer ac tied on some 
initial applications for survey and planning assistance. 

Senator Sparkman. Mr. Steiner, I wonder if we might put the 
statement in the record. Senator Capehart is going to have to leave. 

By the way, I am going to place in the record at the end of Mr. 
Mason’s testimony an exchange of letters that I had with Mr. Mason 
a few days ago with reference to the downpayment schedule. (See 
p. 135.) 

(The remainder of Mr. Steiner’s statement follows :) 

It is, of course, extremely important to the urban renewal program that addi- 
tional capital grant authorization be provided by the Congress so that there will 
be capital grant authority sufficient to cover necessary adjustments of fund reser- 
vations for existing projects and for further program growth. For this purpose 
we are requesting an increase in capital grant authorization of $175 million for 
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the next fiscal year. I will now describe briefly the three proposals which are 
intended te provide some simplification of the urban renewal program and to 
enable the Government better to assist communities carrying out projects. 

Section 302 of the bill would establish an alternative formula for calculating 
the Federal capital grant which represents the Government’s share of the ulti- 
mate cost of an urban renewal project.. When a community elects, with the con- 
sent of the Administrator, to follow this alternative formula, it would provide 
for capital grants by the Government amounting to not more than three-fourths 
of the aggregate of the net project costs of the urban renewal projects involved. 
This would be in lieu of the present capital grant formula under which capital 
grants may amount to not more than two-thirds of aggregate net project costs. 
The justification for the larger Federal share of project cost under the new 
alternative formula would be the elimination from project costs, and the conse- 
quent assumption by the locality, of many of the smaller cost items relating to an 
urban renewal project. These excluded costs are frequently those which are 
most difficult to budget, to evaluate, and to control. We believe that the result of 
the utilization, by those localities which are able to do so, of the proposed alterna- 
tive basis for calculating capital grants will be a simplification of the adminis- 
tration of the program, with resulting savings in time to both the Federal Goy- 
ernment and local governments, and the elimination of many procedural require- 
ments and controls frequently regarded as redtape and bureaucracy. The alter- 
native formula may also strengthen local control and permit greater local re- 
sponsibility in the carrying out of urban renewal projects. 

The proposed alternative formula will, according to our estimates, result in no 
substantial increase or decrease ‘in the relative share of the overall cost of proj- 
ects borne by the Federal Government or the local government. What the for- 
mula does is to apply a larger percentage of Federal participation to a smaller 
cost base. Under this alternative formula, project cost—that cost which is used 
for calculating the sharing of costs by the Federal Government and the locality— 
would consist solely of major, easily definable items of expense. These items 
would include the cost of land being acquired, direct costs of demolition and site 
clearance, site preparation and improvements, land disposition, and related car- 
rying charges (except for taxes and payments in lieu of taxes). The alternative 
formula would exclude from the project cost upon which the three-quarter Fed- 
eral share is based, many smaller cost items which are difficult to identify and 
which cause time-consuming budget auditing and processing problems in the 
administration of the program of Federal assistance. Such items include survey 
and planning costs, costs of legal services, taxes and payments in lieu of taxes, 
and all administrative and overhead expenses of local public agencies. All such 
costs would be borne locally and would not constitute a part of the project cost 
which is shared by the Federal Government and the locality on the three-quarter, 
one-quarter basis. 

No community would be required to follow this new formula. Furthermore, it 
is not intended that a community, in choosing whether to follow this formula or 
the existing two-thirds, one-third formula, shall be forever bound by its choice. 
It is intended, however, that the program will be so administered as to prevent 
a community from changing formulas from project to project during the fore- 
seeable future. Rather, after one formula is elected, a change will be permitted 
only upon adequate justification based on long-range considerations. 

The use of the alternative formula is not expected to cause any substantial 
change in overall cost to either the Federal Government or the localities receiving 
Federal assistance. The major effect of its use will be a simplification of Federal 
procedures, particularly as they relate to necessary control of local expenditures, 
with a resulting saving of time and elimination of redtape and possible Federal 
interference in local affairs. A more detailed explanation of the alternative 
formula and its effect is given in the section-by-section analysis of the bill. 

Another proposal intended to simplify administration of the program of Fed- 
eral assistance for urban renewal appears in section 308 of the bill. This pro- 
posal would reduce paperwork involved in review and approval of relocation 
payments which were authorized by the Housing Act of 1956. It would enable 
the Administrator to include in his rules and regulations respecting such pay- 
ments to individuals and families displaced by urban renewal projects, provisions 
authorizing the payment of fixed amounts to such individuals and families in 
lieu of their actual moving expenses. Such authority would make it possible to 
eliminate in many cases the burden of receiving and reviewing evidence of 
moving expenses in order to approve relocation payments. This would reduce 
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paperwork for both the Federal Government and the loeal public agency. The 
$100 limitation in the law on such payments to individuals and families would, 
of course, remain applicable, regardless of whether payments were based upon 
substantiation of actual moving expenses or upon fixed amounts established by 
the Administrator. 

Section 304 of the bill would amend a provision of the Housing Act of 1954 
which authorized the amount of certain local grants-in-aid to be computed on 
an estimated cost basis, rather than on an actual cost basis, if such grants-in-aid 
for a particular project are not completed at the time of final land disposition, 
provided the Administrator has been assured that they will be completed when 
needed and within a time prescribed by him. For example, when a school or 
similar facility, which is being provided to a project as a local grant-in-aid, is not 
yet finished at the time the urban renewal project is otherwise completed, the 
project may be closed out on the basis of the estimated cost of the facility. This 
provision thus makes possible the closing out of projects which would otherwise 
be delayed, with certain continuing costs, such as interest charges. The present 
law does not apply. however, to certain projects proceeding under the law as it 
existed prior to the enactment of the Housing Act of 1954. The present proposal 
will simply make the 1954 act provision available for these older projects and 
will thus make earlier closings, and consequent Federal and local savings, 
equally possible with respect to all urban renewal projects receiving Federal 
assistance. 

Senator SparKMAN. Let me ask you this question: Your program is 
beginning to move quite well; isn’t it? 

Mr. Sterner. Yes, sir; there is a great deal of activity in the pro- 
gram. 

Senator SparKMAN. You are pleased with the manner in which 
it has gotten off the ground, so to speak ¢ 

Mr. Sterner. Yes, sir. There are always small ways in which a 
program can be further perfected, but, generally spe: aking, it is mov- 
ing In a very satisfactory manner, T think. 

Senator Sparkman. Do you believe that the additional amount 
which you are requesting—is that $175 million ? 

Mr. Srerer. Yes, sir. 

Senator SparKMAN. Do you believe that is adequate ? 

I will say to you, frankly, I have been somewhat disturbed by seeing 
in the papers the last few days what has been written up as a slowdown 
on the urban renewal program. I view it as a program that we have 
been trying to get underway ever since 1949 and now, when you have 
it going, it seems to me that it is very bad to slow it down. 

I thought while Senator Capehart was here I would like to ask you 
to comment on that. 

Mr. Srerner. Yes, sir. 

Senator SparKMAN. Your statement will be printed in full in 

Senator SparKMAN. Your stat t will | ted full in the 
record. 

Mr. Sterner. Fine. Thank you. 

T think perhaps it is best for me to comment under two headings. 

There are two different situations that we face that have perhaps 
been somewhat confused in the public mind and in the press. 

In the first place, the applications received so far this year in fiscal 
1957 have come in at a rate faster than anticipated. As a result, we 
are running short of funds available in fiscal 1957. As a result of 
that, we have about $46 million; T think that is the figure just referred 
to in the statement of funds available for the rest of this year. 

We have set that aside to assist projects which are alre: dy moving, 
are already under contract, or which after several years of planning 
are now ready to go into an execution contract. We have also said 
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that those funds would be used for any disaster area projects, new 
projects, which might originate. 

In the light of that utilization of the remaining funds for fiscal 
1957, it is necessary to defer action on some of the new applications 
to start new projects. 

Now that is the first aspect of this situation. The second aspect re- 
lates to our needs for fiscal 1958. 

For fiscal 1958, we are asking for $175 million new contract author- 
jzation, and this is an amount which we feel will permit the program 
to go forward with vigor. 

Senator Carenarr. Will you yield a moment. 

What did you have this fiscal year? 

Mr. Srerner. This year we had $200 million, sir. 

Senator Capenart. And you are asking for $175 million? 

Mr. STEINER. Yes, sir. 

Senator CaPenarr. But you will have no carryover ? 

Mr. Srerver. No, sir. We will not have a carryover. 

Senator Caprnart. Why shouldn’t it be as big next year as it was 
this year ¢ 

Mr. Sresner. Well, this figure, I think, must honestly be said, 
reflects—— 

Senator Caprnart. An economy drive? 

Mr. Steiner. A determination to achieve some ec onomy in Govern- 
ment operation, and I think we will be looking at projects with con- 
siderable scrutiny as to expensive cost fes atures, the expensive items, 
but I think I can say very definitely that the $175 million is a figure 
which will permit the program to move forward, to move forward 
with vigor during 1958. 

Senator SparkKMAN. Do you want to ask any more questions before 
you go! 

Senator Caprnarr. No. 

Senator SparKMAN. Actually this is authorization that you are re- 
ferring to and not expenditure of funds, isn’t it? 

Mr. Sterner. This is contract authorization ; yes, sir. 

Senator Sparkman. The funds might be spread out over a period 
of several years, might they not? 

Mr. Sterner. Yes,sir. There is a time lag of several years in actual 
disbursements. 

Senator Carenart. Is there a lot of the $200 million that you have 
this year then that is going to be spread out over a number of years 
to come ¢ 

Mr. Sretner. Yes, sir. That $200 million is available this year for 
contract commitments. 

Senator Capenarr. How much has actually been spent of the $200 
million ¢ 

Mr. Srerver. None of it has actually been 

Senator Carprnart. But $160 million has been disbursed ? 

Mr. Srecver. No, sir. 

Senator CapgeHarr. $159 million has been authorized but none of 
it has actually been spent. is that correct ? 

Mr. Srerner. None of it has been disbursed, that is correct. 

Senator Capenart. So if you add $200 million last year, $175 mil- 


lion this year, that would be $375 million, all of which could be dis- 
bursed later ? 
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Mr. Srerner. The total picture, Senator, is something like this: 

Nine hundred million is available in contract authority. About 
$855 million has been reserved. Out of that, about $252 million has 
actually been or is in process of being committed by contract. About 
$157 million has been appropriated by the Congress for disbursement, 
and about $8714 million has been disbursed. That is the total picture. 

Senator Carrnarr. I thought you said a moment ago none of it 
had been disbursed. 

Mr. Srerner. ‘The figures I have just given you are total cumulative 
for the program since the beginning, 1949. 

Senator Capenarr. I see. I get it. 

Mr. Srerner. None of the $200 million available for 1957 has act- 
ually been—— 

Senator CaPEHART. I see. 

Senator Sparkman. It seems to me, though, the fallacy of the rea- 
soning that it is economy in government—expenditures, that is, in 
the immediate future—that that is a fallac y because actually it in- 
volves funds that may not be spent for 1957, 

Senator Carenarr. | have been reading these resolutions that have 
been floating around here, and I can well understand why these 
gentlemen might get a little economy minded. 

[ would just as soon forget it, you understand. 

Senator Sparkman. The program is taking hold, though. 

The thing about it is that this involves cleaning up the slums of 
this country and redeveloping them. It is a fine program, and it is 
just getting going and I don’t want. to see it crippled right in its 
beginning. 

Mr. Corr. Senator, we don’t think this will cripple the program 
and we do, as Mr. Steiner said, think that it will provide a strong 
progressive program. 

Now it is true that this reduction will be effective a year or two 
hence. This will give the Congress and also, frankly, give the agency 
an opportunity to examine, to determine wh: at we should do in the 
future. It isn’t a matter of an exact thing. 

Senator SparKMAN. All right. 

Mr. Steiner, I will keep you a few minutes longer, if I may, because 
you do have some technical amendments that you are requesting, 
don’t you? 

Mr. Sterner. Yes, sir. 

Senator SparKMAN. You have explained those in your printed 
statement which I think is sufficient, but is there any particular item 
regarding those technical amendments that should be called to our 
attention ? 

Mr. Sterner. Well, there is one technical amendment which perhaps 
is of greater significance than the others that I think ought to be 
commented upon at least briefly. 

Senator Sparkman. If you will, please, sir. 

Mr. Srerner. The present. formula for Federal cost sharing pro- 
vides for two-thirds of the ultimate net project cost to be paid by the 
Federal Government in Federal grants. 

In arriving at this net cost, a great many costs go into the project, 
into what we call gross project cost administration, the cost of buying 
the lands, demolition of structures, improving the site, site improve- 
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ments; many costs go into the gross project cost. The land is then 
sold. That amount is deduc ted from the gross project cost, and we 
arrive at net project cost. 

The Federal Government pays two-thirds of net project cost, and 
the local government one-third. 

Now there has been some talk about the difficulty of administering 
the program, redtape, the Federal requirements, and so forth. We 
are proposing an alternative Federal capital grant formula which is 
entirely optional with the local agency. In other words, they have 
two options as to which formula they want to go under. 

This formula, we believe, would be very helpful to those communities 
which have some funds available to them other than the advances 
and loans which come from the Federal Government. 

Many of the small costs would be excluded from gross project cost, 
and then we would have a different gross project cost basis, deduct 
the same reuse value of the land, come out to a net project cost which 
is smaller than under the old formula and propose that the Federal 
Government say three quarters of that net project cost. 

In effect, we are proposing to eliminate from the project cost some 
of the small items which create difficult problems of administration 
between Federal and local government, which involve anditing.diff- 
culties, and things of that sort. 

We eliminate some of those costs, come out with a smaller net project 
cost. We propose that the Federal Government would take three 
quarters of that, rather than two-thirds, and the local government one 
quarter. We have examples in the section-by-section ‘explanation of 
the act based on ani lysis of the budgets approved in the last 2 fiscal 
years, and the cone lusion of that anaiyais'y is that the ultimate dollar 
cost to the local government and the Federal Government would be 


very close under either formula alternative. 
Senator SPARKMAN. By the way, Mr. Steiner, as soon as the Presi- 


dent signs the bill we passed last week, will the last obstacle have been 
removed from moving ahead on area B in Southwest Washington ? 
The thousand dollar—— 

Mr. Srerner. That involves the FHA financing side of the picture, 
sir. I think everything is in good shape in the urban renewal part of 
the project. 

Senator SparKMAN. The land has already been cleaned off, hasn’t it? 

Mr. Sterner. Yes, sir. I don’t think I can speak as an expert on 
the FHA part. I know the builder has applied for the FHA mort- 
gage insurance, and it is my understanding that this amendment will 
be very helpful. 

Senator SparkMAN. I have a telegram here from Mr. Robert Moses, 
chairman of the committee on slum clearance, city of New York. I 
will read it because you might want to comment on it. It is addressed 
to me, 

New York, N. Y., March 14, 7957. 
Senator Joun SPARKMAN, 
Chairman, Subcommittee on Housing, 


Committee on Banking and Currency, 
United States Senate. 
Understand that there is a move to cut the new request for $500 million in title 
1 assistance funds to $200 million. This should not be done. Programs are 
based on advanced planning and require additional funds. It is obvious that 
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in view of the allocation of funds authorized to date which have been practically 
exhausted the $500 million additional is a minimum program over the next 2 
years to provide for completion of existing projects and reasonable amounts for 
new projects. Otherwise the program will collapse. 
RosBektT MOskEs, 
Chairman, Committee on Slum Clearance, 
City of New York. 

I don’t know whether you need to comment or not. You have al- 
ready discussed it. 

Mr. Sterner. If I may make a very brief comment, Senator, I 
would like to emphasize the point that the $500 million figure is a 
figure which has been talked about for a 2-year authorization. The 
present bill contains a figure of $175 million for a 1-year authorization, 

Senator SPARKMAN,. Yes. 

Anything further ? 
Mr. Cole, do you have anything further ? 
Mr. Corg. I think not, sir. 


HOUSING AND HOME FINANCE AGENCY, 
OFFICE OF THE ADMINISTRATOR, 
Washington, D.C., April 10, 1957, 
Mr. JACK CARTER, 
Staff Director, Subcommittee on Housing, 
Senate Banking and Currency Committee, Washington, D. C. 

DeAaR Mr. Carter: I am happy to enclose tables presenting information about 
the progress of project execution and redevelopment operations in the urban 
renewal program, as requested in a telephone conversation on April 4 between 
Mr. Carl Coan of your staff and Mr. Nat Grossblat of the Urban Renewal 
Administration. 

The first attachment hereto summarizes the physical progress of projects in 
the execution stage. The table also summarizes the status of activity in 
redevelopment of project areas where land has already been disposed of for 
such purpose. 

In the second attachment, table I summarizes the estimated cost of im- 
provements by type and stage of completion of new construction or redevelopment. 
The amounts entered under “Stage of completion” in this table represent 
estimates of the outlays ultimately to be made by the redevelopers in connection 
with such improvements or new construction, with the exception of the entries 
under “Completed.” The entries in the last-mentioned column represent estimates 
of new construction already in place. 

With respect to the same table I, please bear in mind that the expenditures 
for improvements or outlays estimated therein are exclusive of the cost of 
site improvements and supporting facilities constructed by local public agencies 
in the course of readying the project land for disposition. Such expenditures 
by local public agencies involve substantial sums, but are not available in sum- 
mary form at this moment. I stress this point to alert you to the fact that, 
because of its limited coverage, table I is not comparable to previous summaries 
issued by the Urban Renewal Administration which estimate construction 
outlays arising from urban renewal projects in terms of both (@) construction 
in the form of site improvements and supporting facilities, and (b) construction 
in the form of improvements by redevelopers. 

Tables II of the second attachment summarizes new dwelling units proposed, 
completed, and occupied as of December 31, 1956, in the 77 projects where 
new housing is provided for under the redevelopment plans for the areas. In 
other words, among the 114 projects for which redevelopment activity data are 
available at this time, there are 37 projects in which the redevelopment plans 
do not include housing construction under the anticipated new uses of the land. 

Should you wish any further information, please do not hesitate to call on me. 

Sincerely yours, 
OAKLEY Hunter, -tcting Administrator, 
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HovusING AND HOME FINANCE AGENCY—URBAN RENEWAL ADMINISTRATION 


Status of redevelopment operations as of Dec. 31, 1956 


TABLE I. ESTIMATED COST OF IMPROVEMENTS BY TYPE OF REDEVELOPMENT 
AND STAGE OF COMPLETION (114 PROJECTS)! 


(Thousands of dollars] 








a atacoe ceo acaslnsipileiisctniianhiepbigenaniic crip tanta alii ills - = / itntinaaee 
Stace of completion 
Estimated . 
Type of redevelopment cost of | | 
improve | Under 50 | 50 percent or | 
ment Not yet | percent | overcom- | Completed 
| started | completed pleted | 
Total , $983, 514 $704, 584 | $83, 814 | $55, 315 $139, 801 
Housing 546, 980 297, 824 | 68, 511 15, 670 34, 975 
Private 507, 963 378, 204 | 63, 284 45, 677 | 20, 805 
Rental 83 $37, 042 54, 336 32, 000 | 1105 
Sales tR0 11, 162 8, G48 13, 670 | 16, 700 
Publie 34, 017 19, 620 5, 227 14,170 
Commercial 123, 918 116, 689 | 4, 348 930 1,951 
Industrial 106, O87 100, 987 | 5, 000 100 
Publie or semipublie, total 206, 529 89, 084 5, 955 8. 715 102, 775 
Residential-related 15, 950 15, 095 855 
Other 126, SI ©, 037 67. 775 
Unelassified 63, 767 14, 952 | 5, 100 S 71: 35, 000 


TABLE II. NEW HOUSING CONSTRUCTION PROPOSED AND COMPLETED (77 
PROJECTS)! 








Total Private | Private Public 
rental sales rental 
Number of dwelling units proposed under re- 
development plan 47, 382 36, 662 
Number of dwelling units completed 4, 371 1, 234 } 
Number of dwelling units occupied 4, 356 219 1, 355 
By white 2, 005 346 1, 623 36 
By nonwhite-- 2, 351 873 159 1,319 
Number of dormitory rooms: 
Proposed _-- 106 : 
Completed - 106 


Occupied 
By white 
By nonwhite 


' Projects in execution. 


Housing AND Homer FINANCE AGENCY, URBAN RENEWAL ADMINISTRATION—ALL 
REGIONS AND PuERTO Rico 


Summary of physical progress of 125 of 133 projects in execution as of 
Dec. 31, 1956 














Number of Accomplishment (percent completed) 
Execution activity project : 
involved 
0 Under 50 50 to 89 90 to 99 100 
land acquisition 124 { 26 l 15 61 
Relocation 122 7 29 24 14 {8 
‘ite clearance 123 ) 21 24 18 37 
‘ile improvernents 113 73 15 6 F i4 
oriing facilities 6 él 12 } 9 i7 
disposition 2 125 x6 15 Q 9 13 
hedevelopment 125 99 16 4 | ] ) 


1 pieludes 8 projects for which data were not available. Includes 1 completed project (East Poplar No. 2 
“i ivadelphia, Pa.). Includes estimates as of Dee. 31, 1956, reported on Sept. 30, 1956, for 3 projects. 

- Tojects involving land disposition number 1 more than projects involving land acquisition because all 
44 area Was owned by the local publie agency before the project Was initiated. 

Reports are ay iilable for only 114 projects respecting redevelopment activity. 


90300—57——_11 
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COMMITTEE ON BANKING AND CURRENCY, 
SUBCOMMITTEE ON HOovUSING, 
Washington, D. C., April 4, 1957. 
Mr. Ricuarp L, STEINER, 
Commissioner Urban Renewal Administration, 
Lafayette Building, Washington, D. C. 

DEAR Mr. STEINER: The Senate Subcommittee on Housing has completed 
hearings on proposed housing legislation for 1957, during which hearings we 
heard a great deal of testimony and recommendations for new legislation con- 
cerning the urban renewal program. 

In order that the subcommittee may act with all the available relevant facts 
concerning the renewal program before it, I am requesting that your office 
provide the subcommittee to the best of your knowledge with answers to the 
following questions concerning the renewal program : 

1. What States have passed urban-renewal-enabling legislation? 

2. What States now have urban renewal legislation pending in their legisla. 
tures? 

3. Assuming adequate grant reservation authority for the program, how 
many new cities does your office estimate will request title I assistance before 
July 1, 1958? For States with enabling legislation? For States with such 
legislation pending—assuming the individual legislatures act favorably? 

4. How many cities, or other governmental entities, who at this point have 
no project under a survey and planning or lean and grant contract, have ap- 
plications for survey and planning assistance for projects pending in the HHFA 
regional offices? What is the amount of capital grant reservation being requested 
for these projects? 

5. How many cities already active in the program have applications for 
survey and planning assistance for new projects awaiting URA approval in the 
HHFA regional offices? How many projects are involved? What is the amount 
of capital grant reservation being requested? 

In order to have the printed record of the hearings available for consideration 
of the subcommittee during executive session, we have set April 9 as the last 
day for material to be entered into the record. 

We should appreciate having submitted to us as much of the above-requested 
information as is possible to get ready by that date. The remaining informa- 
tion will not get in the printed record, but will be used as reference material 
during debate on the legislation. 

Sincerely, 
JACK CARTER. 





HOUSING AND HOME FINANCE AGENCY, 
OFFICE OF THE ADMINISTRATOR, 
Washington, D. C., April 10, 1957. 
Mr. Jack CARTER, 
Staff Director, Subcommittee on Housing, 
Senate Banking and Currency Committee, Washington, D. C. 

Dear Mr. Carter: I am happy to provide the information about the urban- 
renewal program requested in your letter of April 4 addressed to Mr. Richard 
L. Steiner, Urban Renewal Commissioner. 

With respect to your first and second questions, enclosed herewith is a sti 
mary of the status of urban-renewal enabling legislation. 

Your third question asks for an estimate of the number of new cities that 
will request title I assistance before July 1, 1958, distributed between States 
which possess enabling legislation and States in which pending legislation may 
be enacted and approved. We have no regular means of ascertaining local 
intentions respecting the initiation of urban-renewal projects by communities 
not currently represented in the title I program. Our current assumption is thal 
120 new urban-renewal projects are expected to be initiated by American Col- 
munities in fiscal year 1958. Between 60 and 70 new cities are expected to be 
represented in these approvals, in addition to cities which already have one 
more projects underway. Inasmuch as comparatively few States have lt 
cently enacted or now have pending enabling legislation, the large majority 
of the new cities expected in fiscal year 1958 will be in States which possess 
enabling legislation before the current fiscal year. 
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In this general connection, you may be interested to know that 51 new cities 
were represented in the 99 projects initiated in fiscal year 1956. In fiscal year 
1957, some 46 new cities are represented in the 85 projects approved through 
March 31. The 1957 totals would, undoubtedly, be considerably greater were 
it not for the fact that a shortage in available urban-renewal, capital-grant, 
contract authority has required deferral of final action on new applications. 

In answer to your fourth question, survey and planning applications were 
pending on April 5 from 28 cities not now represented in the program. These 
applications cover 34 proposed urban-renewal projects for which capital-grant 
reservations are requested in an aggregate amount of $35.4 million. 

In answer to your fifth question, survey and planning applications were 
pending on April 5 from 17 cities already represented in the program. These 
applications cover 29 proposed urban-renewal projects for which capital-grant 
reservations are requested in an aggregate amount of $103.1 million. 

The dollar figures cited above in connection with pending applications repre- 
sent the aggregate amount of capital-grant reservations requested by the locali- 
ties: These amounts may well be reduced considerably after the applications 
have been carefully reviewed by our staff. 

Should you wish any further information, please do not hesitate to eall on 
me. 

Sincerely yours, 


ALBERT M. Coe, Administrator. 


HousinG AND HOME FINANCE AGENCY—URBAN RENEWAL ADMINISTRATION 
STATUS OF ENABLING LEGISLATION 


A, Legislation believed adequate for slum-clearance or urban-renewal projects 
assisted under title IT: 


Alabama Kentucky Oklahoma 
Arizona Maine Oregon 
Arkansas Maryland Pennsylvania 
California Massachusetts South Dakota 
Colorado Michigan Rhode Island 
Connecticut Minnesota ‘Tennessee 
Delaware Missouri Virginia 
District of Columbia Nebraska Washington 
Georgia New Hampshire West Virginia 
Illinois New Jersey Wisconsin 
Indiana New York Alaska 

lowa North Dakota Hawaii 
Kansas Ohio Puerto Rico 


B. Enabling legislation exists, but deemed inadequate : 
Louisiana North Carolina Virgin Islands’ 


C. No legislation: 


Plorida ?* Nevada * ; Utah * 
Idaho New Mexico” Vermont 
Mississippi South Carolina * Wyoming 
Montana Texas *® 

—_—————— 


‘ Perfecting amendments now pending. 
; platute held unconstitutional in whole or in part. 
Legislature convened April 2, 1957; new bill expected to be introduced. 


#gislation recently passed by both houses; no information available at this time as 
to approval by Governor. 


; Legislation recently passed by both houses ; vetoed. 
Bill reported March 12, 1957. 
* Bill introduced at current session but failed to pass. 
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Senator Sparkman. That will be all until 2: 30 this afternoon when 
we meet in the Old Supreme Court Chamber on the second floor of 
the Capitol. 

By the way, Mr. Cole, we shall want somebody from Public Housing 
here at a later time, not today. 

Mr. Coz. Yes; we will be happy to. 

Senator SparkMAN. You realize we have some dis sposal of public- 
housing units. 

Mr. Corr. Off the record. 

(Discussion off the record.) 

Senator SparkMAN. We want someone with reference to the dis- 
position of these particular housing projects. Then we want the 
record to carry some data, information, as to the progress of the pro- 
gram, and so forth. 

Mr. Cots. All right. 

Senator SparKMAN. The committee will stand in recess until 2:30, 
Then we will meet in the Old Supreme Court Chamber on the second 
floor of the Capitol. 

(Whereupon, at 12:50 p. m., the subcommittee recessed, to recon- 
vene at 2: 30 p. m., the same day, in the Old Supreme Court Chamber, 
United States Capitol.) 


AFTERNOON SESSION 


(The subcommittee was reconvened at 2:35 p. m., Senator John 
Sparkman presiding, in the Old Supreme Court Chamber, Capitol 
Building.) 

Senator Sparkman. Let the committee come to order, please. 

Senator Bible has a brief statement to make in support of his bill. 
What is the number of that? 


STATEMENT OF ALAN BIBLE, A UNITED STATES SENATOR FROM 
THE STATE OF NEVADA 


Senator Bretr. S. 1569, Mr. Chairman. 

Senator SpaRKMAN. 8S. 1569; we are very glad to hear you at this 
time. 

Senator Brstz. Thank you, Mr. Chairman and Senator Capea 

I welcome this opportunity of appe aring before you ~ . few mo- 


ments on behalf of S. 1569 which has been introduced by Senator 
M: ene and myself at the request of the city administr: atime of Las 
Veeas. Clark Count vy, Nev., conveyed to us through the members of 


there: city housing authority. 

[am personi ally acqué ainted with this project, the sale of which to 
the city is the subject matter of this bill. I watched the growth of 
this particular project since the early days of World War IT. 

The housing authority of the city of Las Vegas, Nev., has been 
operating this so-called Kelso-Turner pe for persons of low and 
medium income since Se ptember of 1947. During all this time, prior- 
ity has been given to veterans and serv i emen and their families. 

Prior to the operation of this project by this authori ity, through 
lease from the Public Housing Authority, the project has been op- 
erated by the housing authority of the county since its construction 
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in 1941. The takeover by the housing authority of the city of Las 
Vegas was in 1947, . a 

The project has filled the needs of veterans, servicemen, and civilian 
employees of nearby Nellis Air Force Base, as well as migratory 
workers, during all of these years. The need of this type of housing 
within the financial ability of low- and middle-income families stil 
definitely exists, and in the event housing of this nature would be 
taken out of the market many families would suffer considerably 
due to the fact that there they are unable to secure decent, sanitary 
housing within their capacity to pay. 

It is the desire of this Commission, this housing authority of Las 
Vegas—and, as you probably are well aware, they are a voluntary 
group of men serving without remuneration and simply as a public 
service—to continue the operation of this project by their legally con- 
stituted authority to meet the present and future needs of this seg- 
ment of the overall economy. 

This authority has agreed to pay to the Federal Government a 
fair and just price, which price has been set forth in the bill which 
Senator Malone and I have introduced, a figure of $452,200. 

The authority agrees not only to return to the Government a just 
price for the project but to continue supplying safe and sanitary 
housing for these low-income families without any subsidy from the 
Federal Government. 

I think the records will show that low-rent housing projects are 
now being constructed with the assistance of the Federal Government 
ona subsidy basis. Las Vegas Housing Authority emphasizes it will 
return to the Government more than the original investment and 
give the same service to the families of low- and middle-income groups. 

The independent and Federal rent surveys which have been made 
to establish the rents in that particular area and to indicate those 
being charged in the project show that they are comparable to the 

rivate accommodations within the city. And certainly the authority 
= no intent whatever of raising those rents. 

On the question of payments in lieu of taxes, the Las Vegas Housing 
Authority has in the past been authorized by the Federal Government 
tomake a payment in lieu of taxes equal to the taxes that would be 
paid if the project were privately owned. This has been done for 
many years, since its operation, I think, in 1947. And the authority 
will follow the same procedure if and when title is transferred to it. 

This particular project in this Kelso-Turner tract was built, as I 
said earlier, in World War II. It was built originally to further the 
war effort. And the need for housing of veterans, servicemen, and 
migratory workers still definitely exists. 

It is the plan of the authority to continue this type of service to 
this segment of the economy of that particular area. 

In the opinion of the authority, without governmental supervision 
by the authority the project could easily revert to a slum. In the 
event that this condition should arise in the future, the whole project 
could then be demolished, the land reverted to much-needed parks, 
recreational areas, and so forth in that particular area, and one of 
the streets, namely, 12th Street, which is also known as Maryland 
ney, could be extended to meet the overall master plan of the 
city. 
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The project is classified as Nevada 26021 as a permanent Lanham 
housing project specifically built to meet the needs of the then Me- 
Carran Field, now Nellis Field, situated about 9 miles north of Las 
Vegas. The project is built on approximately 19 acres of land, 
About 6 of these acres are now in use for playgrounds and park areas, 

[ will submit for the use of the committee two maps, one showing 
the definite location of the Kelso-Turner project within the city of 
Las Vegas, the other showing the types of units within the project 
itself. 

The project does consist of 125 units, 46 duplex and 33 single build- 
ings. I have included in the statement a breakdown of the various 
types of units, some 1-bedroom, 2-bedroom, and 3-bedroom units, 
with the rents that are now being paid—21 1-bedroom units (approxi- 
mately 650 square feet each unit); 72 2-bedroom units (approxi- 
mately 750 square feet each unit); 32 3-bedroom units (approxi- 
mately 850 square feet each unit). 

Rents, including utilities, are as follows: 1-bedroom, $63 per month; 
2-bedroom, $70 per month; and 3-bedroom, $75 per month. 

The buildings are of concrete block construction, with low, flat 
roofs and concrete floors. The utility lines, the gas, water, and sewer, 
the streets are all project owned and maintained. 

It is a project which has to be operated as a unit and one which 
could not conveniently or expeditiously or successfully be broken 
away from unit operation. 

Mr. Chairman, I would like the permission of the committee to 
insert at this place in the record a letter from the acting mayor of 
the city of Las Vegas, Nev., indicating the interest of the city coun- 
ciland mayor. They are the appointing board of the housing author- 
ity, and they indicate the same general reasons which I have out- 
lined. 

I would also like the privilege of leaving with you for your further 
information—though, of course, I assume it would not be made a 
part of the reported transcript—copies of the two maps which point 
out the exact location of the area and of the 1-, 2-, and 3-bedroom units 
within the Kelso-Turner tract. 

Senator SparKMAN. Without objection, the letter will be included 
in the record, and the two maps referred to will be made part of the 
committee’s files. 

(The letter referred to follows: ) 

Crry oF LAs VEGAS, NEV., 
OFFICE OF THE MAYor, 
Varch 8, 1957. 
Housing AUTHORITY OF THE CITY OF LAS VEGAS, 
811 North I Street, Las Vegas, Nev. 
(Attention Mr. Herbert Gerson, executive director.) 

GENTLEMEN: Reference is made to your discussion with Mayor ©, D. Baker 
relative to the trip to Washington, D. C., by members of the Housing Authority 
of the city of Las Vegas for the purpose of securing agreements and legislation 
to enable the housing authority to purchase Kelso Turner, Nev 26021, by nego- 
tiated sale. I understand that in this discussion Mayor Baker was advised 
that the Nevada congressional delegation requested an expression from the mayor 
and board of city commissioners on the subject matter. 

We feel that the efforts of the Las Vegas Housing Authority to purchase Kelso 
Turner for the continued housing of low- and middle-income families of vet 
erans, servicemen, and others is very commendable and certainly fits in with 
the overall master plan and redevelopment plan of the city of Las Vegas. The 
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necessity for the relocation of families who would be displaced by the ¢on- 
templated urban renewal and redevelopment program within this city must be 
considered, and if the city is to be successful in the elimination of slums and 
blight it is absolutely essential that the housing authority be in a position to 
do its just part by the combined operation of this and other housing projects 
for the unfortunate families. In addition, the continued housing of essential 
migratory workers, veterans, and servicemen, within their capacity to pay, is 
a must in the overall economy of this city. 

Therefore, you are hereby authorized and directed to inform our Nevada 
congressional delegation in Washington that the mayor and board of city com- 
missioners of the city of Las Vegas do heartily endorse the proposal to secure 
this Kelso Turner housing project by the housing authority for the purposes 
enumerated above through a negotiated sale at fair and just value, and it is 
hoped that they will use their good offices toward this accomplishment. 

Sincerely yours, 

REED WHIPPLE, 
Mayor pro tempore. 

Senator SPARKMAN. Senator Capehart / 

Senator Carenart. Who arrived at the price of $452,000? 

Senator Bisie. The figure was arrived at, Senator Capehart, by an 
independent appraiser. I do not have the name of the independent 
appraiser. It was made by an independent firm selected by the 
housing authority and the Government itself. 

Senator Carpeuarr. Your interest, of course, is in selling it regard- 
less of the price—that is, providing it is a decent price ? 

Senator Brate. That is correct, and we are interested in meeting 
the standards of full cash value, and that is what the report of the 
appraiser shows—that this is the full and true cash value at the time 
that the appraisal was made. 

Senator SparkMAN. You are interested in selling to get it out of 
the Government’s hands and also in buying in order to get it into the 
hands of the city authority, are you not? 

Senator Brste. That is correct. 

Senator Sparkman. In other words, they will operate it? 

Senator Brsie. That is correct. 

Senator SparkmMAN. As I understand, it will be operated as a ar. 
to give relief to the housing situation there in the city of Las Vega 

Senator Brste. And I believe the housing authority, as I have ores 
viously stated in my testimony, have operated this particular unit for 
a period of 10 years, since 1947. 

You would have to see the unit. I think the m: ap points it out. It 
can be operated only as a housing authority unit. It could not be 
broken up. 

Senator SparKMAN. We have no report from the Agency yet on the 
bill. Is it your understanding it will be approved by the Agency? 

Senator Brie. It is my understanding that the Agency is in full 
accord with the bill and will so recommend. The bill was introduced 
just a few days ago. 

Senator Sparkman. Yes. 

Senator Brste. Time has not been sufficient to get a report. 

Senator Sparkman. I understand the report is under preparation. 

Senator Birnie. That is correct. 

Senator SparkMAN. We will have it shortly. 

Thank you very much. 

Senator Brste. Thank you ver y much, Mr. Chairman. 
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(The following was received for the record :) 
UNITED STATES SENATE, 
March 20, 1957. 


Hon. JoHN SPARKMAN, 
United States Senate, Washington, D. C. 

Dear SENATOR: My colleague, Senator Bible, has submitted a statement for 
your subcommittee in support of Senate bill 1569, which was introduced by 
Senator Bible for himself and me. 

I wish to join Senator Bible in his statement and I hope it will be given favor. 
able consideration. 

With best wishes, I am 

Sincerely, 
GEORGE W. MALONE. 

Senator SparkMAN. Our next witness this afternoon is Mr. Ralph 
H. Stone, the Assistant Administrator of the Veterans’ Administra- 
tion. And Mr. Sweeney accompanies you ? 


STATEMENT OF RALPH H. STONE, CHIEF BENEFITS DIRECTOR, 
ACCOMPANIED BY THOMAS J. SWEENEY, DIRECTOR, LOAN 
GUARANTY SERVICE; JOHN W. DERVAN AND PHILIP N. BROWN- 
STEIN, DIRECTOR’S STAFF; CARL SINGER, ASSOCIATE CHIEF 
ACTUARY; AND T. F. DALEY, ASSOCIATE GENERAL COUNSEL FOR 
LEGISLATIVE SERVICES, VETERANS’ ADMINISTRATION 


Mr. Sronz. Mr. Chairman, I am Ralph H. Stone, Chief Benefits 
Director of the Veterans’ Administration. Mr. Sweeney is Director 
of Loan Guaranty. And we have Mr, Dervan and Mr. Brownstein of 


the Director’s staff. 

We have a rather summarized statement that we desire to put into 
the record and to answer any questions, of course, that you may ask 
of us. 

In accordance with the request of your letter of March 8, 1957, the 
Veterans’ Administration is pleased to report to your subcommittee on 
the matters under consideration by your committee which are related 
to the veterans’ housing program. 

In connection with certain of these subjects, the Veterans’ Admin- 
istration has furnished reports with detailed comment to the commit- 
tee on S. 88, S. 726, S. 912, and 8. 929. In substance, the Veterans’ 
Administration has opposed the proposals to use the reserves of the 
national service life insurance fund as a source of governmental sup- 
port for veterans’ loans. Among other factors, it is noted that since 
the NSLI reserves are not maintained as liquid credits by the Treasury 
Department, it would be necessary to raise whatever funds as might 
be used in support of veterans’ loans by refunding a portion of the 
present certificates held in the NSLI account with the proceeds of new 
issues offered to the public. 

The proposal such as that in section 2 of S. 88 which would require 
the Veterans’ Administration, together with the Federal Housing Ad- 
ministration, to prohibit or regulate the discounts, fees, or charges pay- 
able by builders or sellers, attendant on the origination or sale 0 
Government guaranteed or insured mortgages in the private secondaty 
market, is not regarded by the VA as a desirable measure. 

Our experience with section 504 of the Housing Act of 1950 has led 
us to the conclusion that aside from the serious administrative difficul- 
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ties encountered in controlling charges of this nature through effective 
regulations, such controls would discourage investment in VA and 
FHA types of loans and would cause what we believe to be undesirable 
effects in the channeling of mortgage money. 

With respect to the remaining bills, the VA comment regarding 
§. 929 has pointed out that no effective purpose would be served by 
attempting to require that lenders extend VA-guaranteed loans on 
whatever terms that a veteran might request within statutory limits. 
We have also noted relative to secion 3 of S. 726 that no practical ad- 
vantage would be gained by requiring the concurrent processing of 
veterans’ direct loan applications w hile they were under consideration 
by lenders cooperating with the Voluntary Home Mortgage Credit 
program. 

Your committee m: Ly be interested in a picture of the recent trend in 
the volume of GI loan applications and appraisal requests. We have 
provided two charts and accompanying tables as exhibits, which show 
the monthly trends in recent years through 1956. During January 
and February 1957, further declines have been registered in both apphi- 
cations and appraisal requests. The decline in GI loan activity has 
been particularly accentuated during the past 3 months as a result of 
the increase in the FHA interest rate to 5 percent. During February 
1957, the number of new houses started under VA inspection declined 
to9,918. This is the lowest volume of GI housing starts since January 
1953, and represents a decline that has been uninterrupted for quite a 
number of months. We have also been informed that the report of new 
nonfarm dwelling units started during February 1957 has declined 
further on a seasonally adjusted annual rate to 910,000, which rate is 
the lowest for any single month for 5 years. 

[n order to maintain the avail ability of veterans’ loans on a competi- 
tive basis, the Veterans’ Administration recommends that the Congress 
take action to increase the interest rate on veterans’ loans to 5 percent. 
This recommendation has also been made to committees of the House 
of Representatives. 

The Veterans’ Administration was requested to testify before the 
Committee on Veterans’ Affairs of the House of Represent: itives on 
January 24 and 25, 1957, and before the Subcommittee on Housing 
of the Banking and Currency Committee, House of Representatives, 
on March 4, 1957. In the hearings before the Veterans’ Affairs Com- 
mittee, the Veterans’ Administration discussed the effect of the FHA 
interest rate increase on the GI loan program in considerable detail, 
and in the hearings before the Subcommittee on Housing of the House 
Banking and Currency Committee the problem of prohibiting or 
controlling discounts was reviewed in detail. 

While we regret that the scheduling of this hearing did not provide 
us an opportunity to prepare and duplic ate a more detailed discussion 
of these topics, we have available a copy of our statements submitted 
in connection with the hearings mentioned above, which, if you 
desire, we will be glad to furnish for the record. 

Senator SparkMAN. Yes, Mr. Stone; we will be very glad to have it 
and make it a part of the record at the end of your remarks. 

Mr. Stone. For your reference we are including two charts as 
exhibits to this statement, one of which shows the number of veterans 
who received GI loan entitlement as a result of military service in 
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World War IT and during the Korean conflict, and the number of 
each group that have thus far made use of their GI loan privilege, 

The other chart shows that the veterans with Korean service are 
comprising a steadily larger proportion of the total GI-loan activity, 
Since veterans with Korean service still have nearly 8 years of their 
statutory loan-entitlement period remaining, and ‘only 614 percent 
of them have thus far obtained GI loans, sy will bear the brunt of 
any premature phasing out of the GI-loan program due to a com- 
petitive disadvantage with FHA and other types of mortgages be- 
vause of the interest-rate limitation. 

In this connection it is worthy of note to point out that during 
recent months the interest rates authorized to be paid by commercial 
banks on savings deposits have been increased, and the dividend 
rates paid by savings and loan associations and other thrift institu- 
tions to their depositors have also been increased in many localities, 
These higher rates paid to depositors make it impractical for such 
institutions to invest their funds in GI loans at 414 percent interest, 
but many institutions will find a continued investment in such loans 
to be practicable at a 5-percent mortgage interest rate. 

We are including another chart as an exhibit which shows the 
annual volume of housing starts since 1951 according to the type of 
financing contemplated in the property appraisal. It is of interest 
that the annual volume of loans made with conventional financing 
has been quite stable at slightly more than 600,000 units per year, 
and that the stimulus to housing production in excess of 1 million 
units per year has come largely ‘from the funds made av: ail ible for 
investment in VA-guaranteed loans. 

If there are other matters which are related to the loan-guaranty 
activities of the Veterans’ Administration and the effectiveness of 
the GI-loan program about which your committee would like further 
comment, we will be pleased to furnish it. 

We do submit for the record this preliminary statement together 
with the charts as they have been covered in the statement here. 

(The charts referred to follow:) 
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Trends in VA-guaranteed loan applications 
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Month and year closed 
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Senator SparKMAN. Thank you, Mr. Stone. 

Senator Capehart? 

Senator Capenart. I do not believe I have any questions. You 
simply unequivocally recommend a 5 percent interest. rate. 

Mr. Stone. Yes, sir. 

Senator CaPEHART. It is very clear what you want. 

Mr. Sronr. As we have stated-—— 

Senator Caprnarr. That is the only change you wish to make in 
the law ? 

Mr. Stone. Yes, sir. 

Senator Sp ARKMAN. That means then that you—or does it mean— 
that you would like to see the VA-guaranty program continued rather 
than to have this merged program that there has been some talk about ? 

Mr. Sronr. Yes, sir; we would desire the VA program to be con- 
tinued with the GI bill for housing. 

Senator SpARKMAN. It has been a highly successful program; has 
it not, Mr. Stone ? 

Mr. Srone. Indeed it has. 

Senator SparRKMAN. Do you have any comments or recommenda- 
tions to make at this time on the direct-loan program ? 

Mr. Strong. The direct-loan program, of course, has accomplished 
a great deal in certain rural areas. We have confined the use of that 
money to the rural sections and small communities of the country 
where lending institutions did not desire to make loans. Your large 
investors or large lending institutions desire, it seems, to keep their 
lending in more of a larger community. 

Sen: itor SPARK MAN. More easily handled ? 

Mr. Srone. For servicing and things of that nature. They do not 
like to spread out into the rural sections, though they have done a 
magnificent job in their participating with V HMCP and practically 
eliminating the use of direct-loan money this past year by lending 
through VHMCP nearly $200 million—about $176 million. 

Senator Sparkman. The direct-loan program does not come up at 
this time anyhow; does it / 

Mr. Stone. Tea: it does. There is a bill being submitted now, 
H. R. 4602, asking for $200 million additional. We still have in the 
neighborhood of $: 200 million now that will be available and is being 
used daily ‘ and they ask for $200 million to go on unt il July 1958 when 
the bill expires. 

Senator SpARKMAN, Is that the administration proposal ? 

Mr. Sronr. We go along with that. And one of the big reasons 
why we have not made direct loans is that the law called for a limita- 
tion of $10,000 per unit. Well, to get a 3-bedroom house in many areas 
it is pretty hard to do that at $10,000. They wanted a bigger, better 
house. 

This bill also increases the amount of money that we can make per 
loan to $12,500, which will make a lot more eligible. 

Senator SparKMAN. Do you agree with that / 

Mr. STone. Yes, sir. 

Senator Carenarr. That bill has not been introduced in the Senate! 

Mr. Stone. Not in the Senate. 

Senator SparkMAN. A different version of it has. This is the 
Teague bill you are referring to? 
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Mr. Stone. That isright. It is H. R. 4602. 

Senator SparKMAN. These same provisions are carried in the John- 
son bill on the Senate side; are they not? 

Mr. Stone. Sir? 

Senator SparKM4N. These provisions that you have just referred to 
are in the bill that Senator Johnson of Texas, introduced ? 

Mr. Strong. No, sir; not these particular provisions. 

Senator CapeHArtT. We had better get that bill and have somebody 
introduce it today, so it will be before this committee. 

Mr. Stone. I think they are voting in the House this week—or next 
week. 

Senator Carprnarr. What ? 

Mr. Srone. There will be voting in the House next week. 

Senator Carenarr. I know: but we are not the House. 

Mr. Strong. No; I know it. 

Senator CapeHarr. We had better get it introduced today so it can 
be printed, and we can consider it along with all housing bills. We 
do not want to hold separate hearings on that bill. 

Senator SPARKMAN. No. 

Senator Carenartr. Unless you want to wait—— 

Senator SpAaRKMAN, That is the direct loan rather than the guaranty 
program £ 

Mr. Srone. This is direct loan; yes. 

Senator SPARKMAN. We will ae k ito it. We will look at the 
House bill. 

Yes, Mr. Sw eeney ! 

Mr. Sweeney. There is another provision in this direct-loan bill, 
Mr, Chairman, and I think it should be brought to the attention of the 
committee. As you well know, in many of the rural areas builders 
found it difficult to get construction money, and the country boy was 
at a disadv: tage in getting new homes. And in this bill there is a 
reservation provision for builders. 

Senator SPARKMAN. Yes. 

Mr. Sweeney. And [ think that that has a great saluta ary effeet— 
and particularly with the small builder and the rural boy—about get- 
ting new houses. We want to call that to your attention. 

Senator CarpeHartr. What is it ? ; 

Mr. Sweeney. The provision that we could reserve funds for small 
builders in these communities. In other words, he would have to put 
up two points with the Government, and then we would go ahead and 
reserve funds, and as he sold these houses then we make firm commit- 
ments to the individual veteran. 

As you well know, it is rather difficult to get construction money, 
and this is sort of semiunderwr iting to him to proc eed. 

Mr. Stons. Mr. Chairman, I would like to correct a possible mis- 
understanding there on H. R. 4602. We do not approve it as voted 
out because it still limits the interest rate to 414 percent. We recom- 
mend again that the veteran mortgage be plac ed ina competitive basis 
with other money. Therefore, we recommend H. R. 4602 with an 
amendment to raise from 41% to 5 percent the interest rate on guaran- 
teed and direct loans. 

Senator SPARKMAN. I did not understand that you were endorsing 
the bill in its entirety, but I understood that there were three pro- 
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visions you wanted particularly—the increased amount of loan money 
that would be available, the one that Mr. Sweeney has just described 
to permit reservation of money so as to enable the builder to carry 
forward the building, and the third provision is the increase of the 
limit per house. 

Mr. Sweeney. For the expiration of the direct-loan program. The 
program was extended last year for 1 year without money provision. 
Now the House has restored $150 million, and they also authorized 
to have us pick up about $60 million that we lapsed last year, so 
it is about $210 million. 

Senator SparKMAN. That makes it $200 million. 

Mr. SWEENEY. Yes, sir. 

Senator SparKkMAN. That is the figure I referred to. 

You give tables in connection with your statement showing the 
status of applications for these loans. Not the direct loans. I am 
talking about the VA-guaranteed loans. They are down quite low 
now, are they not? 

Mr. Sweeney. Yes, sir. 

Mr. Stone. Yes, sir. 

Senator SparKMAN. In fact, I believe I saw that they were at the 
lowest level since 1949? Isthat correct / 

Mr. Stone. Just about that, yes, sir. They are. 

Senator SPARKMAN. One year, 1949, 1950, one or the other. I do 
not know which. 

Do you believe increasing the interest rate would within itself bring 
these back up? . 

Mr. Stone. Well, we did not really believe that at the very start, 
but recently the lending institutions have come out very openly and 
even before congressional committees saying that it would and that 
they would make loans. I do not believe that it would bring back the 
business that we had in 1955 or early 1956 to that fullest extent. But 
the great advantage in the rate increase is that it at least makes a 
possibility of money being available because it puts it on the same 
competitive level with other loans, especially FHA, and conventional 
lending to a certain degree. 

Senator SParkMAN. Mr. Stone, you may remember that in 1953 
we were confronted with a somewhat similar situation. There was a 
variance between the interest rate on FHA loans and on GT loans, and 
we were assured then that if we would raise the interest rate, bring 
them together, that was all that would be necessary to bring the money 
out. As a matter of fact, the money market became tighter after we 
did that than it was before. 

Mr. Stoner. Well, you will notice from the record there that in 
1953 the interest rate was raised sometime in May and there were 
322,000 applications. In 1954, the following year, the applications 
were 527,000, and in 1955 they were 669,000. So the increase in the 
interest rate did cause the loan volume to jump a great deal for at 
least 2 years. 

Now, in 1956 it dropped to 507,000 when money became harder to 
get. It started dropping along in August or September. August, 
47,000. September, 43,000. October, 44,000. November, 37,000. 
December, 33,000. January, 31,000. February, 25,000. That is in 
the report there. 
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So there has been a constant dropping since money got more costly. 
That is all. 

Senator Carenartr. Mr. Chairman, is this dropping a good sign 
or a bad sign? 

Mr. Stone. Well, it is a bad sign. 

Senator Carenarr. Why? 

Mr. Stone. Because the veterans are not getting their homes. 

Senator Caprnartr. Why ? 

Mr. Stoner. We have many applications—— 

Senator Caprenartr. How do you know they want them, need them ? 

Mr. Srone. By the number of applications. 

Senator Carrenarr. Would not this thing gradually work itself 
out? Would it not gradually work itself out? I know a lot of vet- 
erans who bought homes who did not use VA at all. 

Mr. Srone. Oh, yes, lots of them have. 

Senator Carenarr. My point is we cannot go on here forever with 
it going up. 

Mr. Srone. Well, of course, we feel there might be 500,000 to a 
million yet of World War II who want to use their entitlement before 
scheduled expiration. But the Korean veteran, of course, has until 
1965 to exercise his eligibility, and he is now about the average age 
of 23, 24. 

Senator Carrnarr. I think the test is, if you have any figures on 
it, how many of the boys are trying to buy houses who cannot. Do 
you have any figures on that at all? 

Mr. Stoner. No, we do not. We cannot get a figure of that type. 

Senator Carrnarr. Does anybody have any information on it? 
Maybe these reduced figures are normal. Maybe it is a perfectly 
normal thing. 

Mr. Sronr. No, there is not. There are many of them that cannot 
get the loans. No one will provide the money for them to buy the 
house. 

Senator Carenart. Do you have any statistics? 

Mr. Sronr. We determine this from the letters and the talks of our 
people with the veterans who come into our contact offices and into 
our regional offices. And I think most of you Members of Congress 
have had letter from individual veterans. 

Senator Capenart. No too many. 

Mr. Stoner. You have not ? 

Senator Cirark. Would the Senator yield? 

Senator Carrnarr. Yes. 

Senator Crark. Did I not understand you to say in response to a 
question by Senator Capehart that your applications were still up? 
You have a record of applications, do you not? 

Mr. Stone. Yes. 

Senator Crark. Could you give us those figures on applications 
today as compared with a year ago or 2 years ago? 

Mr. Sronr. The home-loan applications received—if you take that 
exhibit you can follow me right through there. It is the first one— 
trends in VA-guaranteed loan applications. That is all spelled out 
there. 

Senator Crark. What page is that, Mr. Stone? Unfortunately, 
I came in a little bit late. f 
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Mr. Stone. The third one from the back. 

Mr. Sweeney. The fourth exhibit. 

Mr. Stone. It is the tabulated sheet there. 

Senator SparkMAN. While he is looking that up, Mr. Stone, the 
number of applications does not necessarily reflect the desire or the 
need or the demand, because ordinarily they do not make an appli- 

sation unless they feel that they can get it financed, do they ? 

Mr. Sweeney. Mr. Chairman, I think that what Senator Capehart 
has in mind is: Do we have any intelligent survey as to whether the 
housing needs of the veterans have been met. Sir, our roundups 
from various quarters indicate that there are many World War I] 
veterans who would like to have houses at prices which they could 
meet, and, as you well know, in the last 2 or 3 years the price of 
houses has gone up in the $15,000, $18,000 br: acket. Well, a good 
many of the World War II veterans cannot carry those houses. And 
it behooves the building industry to look around, resurvey, and build 
houses something under $12,500, 

Senator CapeHart. Would you yield? Then it is not a matter of 
money or interest rates or credit or anything else? It is simply a 
matter that he just does not have enough money to buy the price 
houses that are on the market today ? 

Mr. Sweeney. There are two factors today. First of all, making 
houses available at a price, and, secondly, having the money to finance 
it. You have two factors. Prices of houses have gone up. And, 
secondly, the tight-money market. Money is not available there ex- 
cept for a price, which is the discount. 

Senator Ciark. The tight-money market is very definitely a factor 
in pricing the veteran out of the market, is it not ? 

Mr. Sweeney. Yes, sir. 

Senator Caprenart. Is it as big a factor as the price of the house? 

Mr. Sweeney. It depends on what geographical area we are talk- 
ing about. As far as New England area, it is price. On the west 
coast you have the two factors, not only price but discount and the 
lack of funds, sir. 

Senator Ciark. Would you not agree that if the interest rate were 
down around 3 percent instead of 41% to 5 there would be thousands 
and thousands of veterans who could afford to buy homes who cannot 
do it today? 

Mr. Sweeney. Well, I think that—— 

Senator CrarK. Neither you nor I make the tight-money policy, 
and we are not responsible for it. But is it not a fact that if we had 
cheaper money you would have many a veteran buying a house who 
cannot now buy it? 

Mr. Sweeney. Yes; you would qualify a good many veterans from 
the underwriting side, sir. 

Senator Ctark. Let me ask one more question, if I may, Mr. Chair- 
man ? 

Senator SPARKMAN. Yes, 

Senator Ciark. Mr. Stone, I gather that your testimony, most of 
which was given, unfortunately, before I got in here, was to the effect 
you want to see the interest rate raised from 414, to 5 percent to make 
it competitive with other mortgage money under Government. pro- 
grams. Suppose the Congress were not willing to go along with you 
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on that. Would you still favor having a separate category of VA 
loans or would you be content to have that merged with ‘FHA ? 2 

Mr. Srone. Well, as we gave our testimony to the House on that 
particular point. I think they contemplate that the Government 
would pay the insurance premium. That, of course, would auto- 
matically raise the GI's interest rate to 5 percent if they went to the 
FHA. Then there is a half a point or a certain cost that is used for 
insuring the mortgage. The average cost of all of our 5 million loans 
that we have made during the life of this program has been $36. 
Now, if the Government is going to pay a half a point premium to 
FHA or carry the insurance on that basis and turn over to FHA as 
they had originally planned one-half of 1 percent interest, figuring 
the average life of a loan at about 11 years, that would amount to 
$600. It would be an additional subsidy. 

Now, that could be lessened by making that charge smaller; per- 
haps the actual cost of the insurance. But no matter how you figure 
it or how low they make it, the cost to the Government would be higher 
in the long run. 

Senator CLark. But if we worked out some special assistance deal 
in which veterans could participate, there is no doubt, is there, that 
there would be a lot more veteran housing sold ¢ 

Mr. Stone. There is not any finer program, of course, than the VA 
program for the veteran. The benefits to the veteran are one-half of 
1 percent interest plus the difference in philosophy—of FHA from 
VA. We are charged to set a ceiling price. They do not. FHA 
sets the mortgage amount, while we set the maximum sales price of 
the property. 

Senator CLark. I am not too clear yet, Mr. Stone, as to whether, if 
Congress did not go along with you on the 5 percent, you would still 
want to maintain the separate program. 

Mr. Stone. it is not so much the necessity of a separate program or 
of carrying on a separate program. We certainly do not want to be 
classed with being selfish to perpetuate our business. That is not it. 
We figure that it is working satisfactorily. We have a very fine 
organization of people throughout the country. And it has been so 
cheaply administered and the cost has been so very low that why is 
it necessary to set up a whole new mac hinery turning it over to F HA 
where you are automatically going to increase their interest rate to 5 
plus a surcharge ? 

Senator CLiark. Only because with the 5-percent rate it is not work- 
ing ina satisfactory way now, and we might be able to devise another 
program where it would. 

Mr. Srone. Well, money is a product the same as everything else, 
and the cost of money is dearer, is higher today, as the cost of every- 
thing isup. Our cars, our rents, ever ‘ything has been going up a little 
bit. 

Senator CLark. We are only charging the United Kingdom 2 per- 
cent interest. Perhaps we could do something as good for our own 
GI's. 

Senator Capnarr. That is a lot of politics that this gentleman is 
talking. He knows that the 2 percent was worked out 10 years ago by 
a Democratic administration when Mr. Truman was President. They 


entered into a contract with the British to run for years and years. He 
knows that as well as I do. 
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He is talking about tight money at the moment, but that is a little 
demagoguery. That is all it is. 

Senator CiarK. If the Senator wants to defend himself on that 
eround—and I take mild offense at the word “demagog”—I suggest it 
was the tight money interest rate which was worked out by the Eisen- 
hower administration which got us into a mess of trouble. 

Senator Cargnarrt. I just wanted to be factual about it and say that 
the 2-percent interest rate was written in there 10 years ago. That is 
all. We have gotten along pretty well so far in this committee over 
the years without a lot of petty politics, and I do not see any situation 
we should inject it into at the moment. 

Senator CrarK. NordolI. Iam quite prepared to have the pot call 
the kettle black. 

Senator SparKMAN. I wonder if we can go ahead with the VA pro- 
gram. Senator Monroney, do you have any questions / 

Senator Monroney. I have no questions. 

Senator SparkMAN. Mr. Stone, I want to ask you another question 
or two. I noted your comment regarding the use of insurance funds, 
Frankly, I failed to follow the line that has been presented to us by all 
of the administration witnesses in opposition to the use of those funds 
to help finance or to make available home mortgage financing for vet- 
erans. Since the one agency of Government has both, is responsible 
for both, and both are guaranteed by the Federal Government, and it 
represents money that the veterans themselves pay in and that they are 
using when they borrow, I just cannot think of a better use to which 
that fund could be put. 

Mr. Stone. Of course, Mr. Chairman, the-—— 

Senator SPARKMAN. Part of it. Ido not say all of it. 

Mr. Srone. The insurance is not in my department. 

Senator SpARKMAN. I realize that, but it is in the same agency. 

Mr. Srone. It is in the same agency. And, of course, I think the 
biggest point on the whole thing is that these funds are not liquid. If 
they had a billion dollars laying in the Treasury in this trust fund, it 
might be a little bit different. But it is not liquid. It would be neces- 

sary for the Treasury Department to go in the market, sell new bonds 
at probably 31% or 314 percent, whatever the interest rate for Govern- 
ment lending is now, and that in itself would take money from the 
lending institutions. They would have to go to the same pe ople that 
the veterans are going to to buy a house, or anybody else. So it would 
just. merely put the Government in the direct loan business, which, of 
course, personally T am against. 

Senator SparkMAN. Suppose instead of going into the direct Joan 
business they simply use those funds, authorize FNMA to use them 
or your part of the Veterans’ Administration to use them, for the 
purpose of purchasing mortgages that the VA is already guaranteeing. 
Of course, I will admit I do not see a great deal of difference between 
direct loans and putting money into FNMA for the purpose of buying 
mortgages. It seems to me that it is six of one and half a dozen of 
the other. 

Yet most of the people who oppose direct loans are willing to go 
alone with FNMA purchase of Government-guaranteed or Govern- 
ment-insured mortgages. 
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I realize that the total amount is not liquid. But suppose that that 
kind of a policy should be agreed upon. Funds are coming in all the 
time, are they not? 

Mr. Srone. Yes. 

Senator SrarkMAN. Into the insurance fund? 

Mr. Sronn. Yes, sir. 

Senator Sparkman. Certainly future revenues, income in that de- 
partment, that agency, could be utilized for this purpose. That 
would not disturb the pattern that has been set so far as the Treasury 
is concerned. 

However, I am not greatly disturbed about having the Treasury 
go out and raise more money, because, after all, when this money 
is placed in the Treasury and Treasury certificates are taken back, 
which I understand bear a rate of interest at about 3% percent—is 
that not about right? 

Mr. Stone. Three percent. 

Senator SparkMAN. Three to 314 percent, something like that. 
The Government is getting the money at a cheap rate but the veteran 
who is paying it in is not getting the greatest protection or the great- 
est income that could be derived. Those same funds could be used to 
purchase mortgages guaranteed by the Government and derive a 
414 percent rate. So it seems to me again the veteran is being called 
upon to carry an undue part of the load. 

Mr. Srone. Well, Mr. Chairman, everything that could be done 
would ¢ ertainly help the program. And our main object in the whole 
matter is to do everything that we can to secure homes for veterans 
who want it. We speak of a billion dollars as being trivial. Well, 
perhaps it is in this way, because our business is around $6 billion a 
year. And we would like whatever is done not to be just a little 
temporary measure. We could use a billion dollars up m that way 
in perhaps a couple of months or a month. 

Senator SparkMAN. It would be quite a stimulus though, would it 
not ? 

Mr. Srone. Now, vou speak of using the money that comes in each 
year from premiums. It 1s about $80 million a year. And it would 
buy up certain mortgages, yes. But again that is a temporary thing. 
And the boys have done pretty well in getting houses for themselves 
by being able to make loans from private institutions in the main. 

And we feel that private institutions will make loans to those wanting 
homes. 

The Veterans’ Administration is not favorable toward the Govern- 
ment going into business, and that has been the policy of setting up 
the GI bill in its very inception—that the homes would be purchased 
and the demands met from private business rather than Government. 

Senator SparkMAN. It seems to me though that the difference is 
pretty thin when the Government itself guarantees these mortgages. 
Whereas the law says that the Government shall guarantee 60 percent, 
in practical effect it guarantees 100 percent. 

Mr. Stoner. Well, our policy, of course, is that we will do that now, 
but it is not. a 100 percent guaranty legally. 

Senator Sparkman. Oh, I realize that. I say the law says 60 per- 
tent. But your practice really makes it a 100-percent guaranty of the 
Federal Government. 
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Mr. Strong. That is right in — from the lender’s standpoint, 


We hope it w ill alw ays be that wa 
Senator SparKMAN. Fr ankly, a fail to see the difference in sub- 


stance between that kind of a policy and a policy where the Veter ‘ans’ 


Administration would take funds available to it and invest them in 
the purchase of mortgages likewise guaranteed by the Federal Gov- 
ernment or even take that money and lend it directly. It seems to 
me that all of it is just about the same, in substance. 

Mr. Srone. They do lend a great deal of the premium or the trust 
money to veterans who have insurance policies. 

Senator Sparkman. Yes, of course, I know they do that. 

Mr. Sronr. About $162 million are loaned now to veterans on their 
insurance policies. 

Senator SparkMAN. Do you have the figures relating to insurance? 

Mr. Singer. This is the 1956 statement. 

Mr. Sweeney. Mr. Singer is with the Insurance Department. 

Senator Sparkman. Will you identify yourself for the record? 

Mr. Srncer. Carl Singer, Associate Chief Actuary of the Veterans’ 
eeauiauaee, 

Senator SparkMAN. Associate Chief Actuary of the Department of 
Insurance of the Veterans’ Administration ? 

Mr. Stncer. Yes, sir. 

Senator SparKMAN. I wonder if you could give us some tables or 
some figures that would show just how much money is under the con- 
trol of your Department and how it is placed ? 

Mr. Srncer. Last year we took in—— 

Senator SpaRKMAN. What the intake is and various figures of that 
type. 

Mr. Srncer. Last year we took in about four-hundred-and-thirty- 
million-odd dollars in premiums, but, of course, that is not found 
money. 

Senator SPARKMAN. That is not what? 

Mr. Stncer. That is not found money that is available for new in- 
vestment. It has to be paid out in claims and in dividends and some 
of it gets paid out in policy loans. 

Senator SPARKMAN. Yes. 

Mr. Sincer. The excess of income over disbursements last year 
was about $114 million. And the dividend scale is going to be about 
$30 million more, 

Senator Carenart. Is the $114 million the total amount that could 
be invested in GI loans. 

Mr. Sincer. That would have been true in 1956 but not in subse- 
quent years. 

Senator Capenartr. What? 

Mr. Sincer. In 1956 that would have been the figure. That will not 
be now. The dividends have increased. 

Senator SPARKMAN. aa represents new money / 

Mr. Singer. Yes, si 

Senator fiefaeikation. What about the money that has been invested 

1 Treasury certificates? Do they come due sometime / 

Mr. Srncer. Those come due- 

Senator SpaARKMAN. Are they ever paid off or do you just issue new 
certificates ? 
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Mr. Sincer. Those are exchanged annually, and we collect our in- 
terest annually. This interest is also exchanged for certificates. The 
wry this works is that all these certificates, of which there are about 

5.4 billion worth—of those Treasur y notes—are dated each June 30, 
iol the interest comes due each June 30. So that practically during 
the vear each month we show an excess of disbursement over income 
with the exception of the month of June, in which case we showed a 
very large excess of income over disbursements because practically— 
well, let’s see. We collected $160.5 million from Treasury notes duri ing 
the year, and $159.5 million of that came in June. See, practic ally 
all of it comes in the month of June. 

Senator SparKMAN. The figure that you gave of $114 million net, 
did that include the interest that you collected ? 

Mr. Sincer. Yes. 

Senator SpARKMAN. In other words, that included all income last 
vear ¢ 
* Mr. Stncer. Income minus all disbursements. 

Senator SparKMAN. Yes. Any further questions? 

Mr. Stone. Just to correct the point, that would be around $80 mil- 
lion this vear rather than $114 million. 

Mr. Stncer. Yes. That was 1956. The dividend scale is being in- 
ereased by about $30 million this year. 

Senator SpARKMAN. What is being increased ? 

Mr. Sincer. The dividend scale is being increased about $30 million 
this vear. 

Senator SraRKMAN. You mean the holders of those certificates are 
going to get $30 million in dividends? 

Mr. Sincer. The polic: vholders; ves, sir. 

Senator Sparkman. The policyholders. That is what I mean. 

Mr. Sincer. Yes, sir. 

Senator SpARKMAN. That does not relate to us old World War I 
fellows: does it? That is only—— 

Mr. Sincer. You have not done badly, 

Senator SparKMAN. What? 

Mr. Sincer. You have not done badly. 

Senator SparKMAN. Lagree. It is the best policy I have. 

Mr. Stoner. Yes indeed. 

Senator Busn. Mr. Chairman, may I ask a question ? 

Senator SpARKMAN. Yes indeed, Senator Bush. 

Senator Busu. On the third from the end of those charts there it 
says, “Use of GI loan entitlement.” Does that apply strictly to home- 
mortgage loans ? 

Mr. Sweeney. Yes, sir. 

Senator Busu. It has nothing to do with borrowings against in- 
surance policies or any thing like that ? 

Mr. Stone. No, sir. Nothing at all. 

Senator Busu. This gentleman spoke of that. Do veterans bor- 
row against their GI insurance? 

Mr. | Sincer. Yes, sir. 

Senator Busu. Regularly? Right along? 

Mr. Sincer. Yes, sir. 

Senator Bus. But that has nothing to do wth it? It is pure home 
mortgages ? 
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Mr. Sweeney. These loans are made by private lenders and guar- 
anteed by the Government, Senator. 

Senator Busu. Sir? 

Mr. Sweeney. Loans made by private lenders and guaranteed by 
the Government. . 

Senator SpaRKMAN. Anything further, Senator Bush ? 

Senator Busu. No. 

Senator SPaRKMAN. Anyone? 

Thank you very much, gentlemen. We appreciate your giving 
us this testimony. 

Mr. Stone. Thank you. It has been a pleasure. 
(The statement referred to by Mr. Stone follows :) 


STATEMENT OF RALPH H. STONE, CHIEF BENEFITS DIRECTOR, VETERANS’ ADMINIs- 
TRATION, BEFORE THE COMMITTEE ON VETERANS’ AFFAIRS, HOUSE Or ReEPRe- 
SENTATIVES, JANUARY 24, 1957 


In your request to the Veterans’ Administration to appear before your com- 
mittee, your letter of November 28, 1956, indicated that the committee would 
be interested in the general subject of housing, with particular reference to 
mortgage financing and its effect on guaranteed and direct loans administered 
by the Veterans’ Administration. We welcome this opportunuity to review 
with you and your committee these particular matters and others having ¢ 
direct bearing on the present and future course of the guaranteed- and direct- 
loan programs, and will attempt to cover each of the subjects listed in your 
letter of January 9, 1957. 

As you are aware, and it is important to point out, there are many factors 
and influences beyond the control or province of the Veterans’ Administration 
that have some direct effect on present conditions and which are too broad in 
scope for our administrative policies and procedures to cope with successfully, 
However, we will attempt in this statement to present the VA’s review of hous- 
ing generally, some arguments, both pro and con, regarding an increase in the 
GI loan interest rate, including our recommendations on that subject, and 
other complex problems in the veterans’ home financing picture. 








1956 





LOAN GUARANTY ACTIVITIES IN 








During 1956, activities in connection with the guaranty of loans to veterans 
tapered off somewhat from the record-high peaks of 1954 and 1955 but were 
substantially higher than the volume in most previous years in the history of the 
program. 

Appraisal requests and loan applications 

During 1956, the Veterans’ Administration was asked to appraise a total of 
709,500 dwelling units, of which 57 percent were proposed new homes and the 
remaining 43 percent were existing homes, Certificates of reasonable yatue 
were issued on 586,780 housing units and 991,480 compliance inspections were 
made during the construction of 270,675 new homes started during the year for 
sale to veterans. 

During 1956, a total of 512,400 formal applications to guarantee or insure loans 
to veterans were received, of which 507,144 were home loans, 1,819 were farm 
loans, and 3,937 were business loans. As of the end of 1956, a cumulative total 
of 5,462,423 GI loan applications had been received, of which 94 percent were 
loans for home purchase, 114 percent were applications for farm loans, and the 
remaining 4144 percent were loans for business purposes. 

In response to the committee’s request for intormation regarding monthly 
rates of loan-guaranty activities, we have prepared two charts showing the 
month-to-month trend for the period July 1953 through December 1956. With 
your permission, I should like to present these charts at this time. This chart 
shows monthly trends in the number of housing units which the Veterans 
Administration was asked to appraise. The lower portion of each bar repre 
sents the number of proposed houses for which appraisals were requested and 
the upper section of the bar represents requests to appraise existing homes. The 
other chart shows monthly trends in the number of home-loan applications 
received. As in the chart on appraisals, the lower portion of each bar represents 
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the number of applications to guarantee loans on new homes and the upper 
section represents the number of applications to guarantee loans on existing 
homes. ‘Che line which you see running through this chart shows the trend in 
the total pumber of home loans guaranteed. You will note that the number of 
loans guaranteed naturally lags somewhat behind the rate of applications 
received. Copies of these charts, with supporting tables, may be found in an 
exhibit to our statement. 

Loans guaranteed or insured 


As of the end of 1956, a cumulative total of more than 5 million loans, amount- 
ing to $39,700,000,000 had been guaranteed or insured by the Veterans’ Adminis- 
tration. Of this total, more than 4% million loans, amounting to over $38,800,- 
000,000 were loans for home purchase; 70,000 loans amounting to $276,600,000 
were farm loans: and nearly 227,700 loans, amounting to more than $625 million 
were for business purposes. During 1956, 507,725 home loans were closed and 
guaranteed totaling over $5,868,000,000, as were 1,316 farm loans totaling $6,- 
645.000, and nearly 4,000 business loans, totaling $15,800,000. 


Work in process 


As of the end of December 1956, the processing of appraisal requests and loan 
applications was on a current basis in most regional offices. Loan applications 
awaiting prior approval were about equivalent to the number of such applica- 
tions received during the 3 preceding weeks, and the appraisals in process were 
about equivalent to the number of appraisal requests received in the 5 preceding 
weeks. 

Loans repaid in full 


During 1956, a total of 202,290 VA-guaranteed loans, having an original prin- 
cipal of $1,274,000.000 were terminated by repayment in full. Cumulatively, as 
of the end of December 1956, 1,208,000 loans, having an original principal of 
$6,300,000,000, had been repaid in full. Of the 1,208,000 loans repaid, home loans 
accounted for 974,800, or 20 percent of the total number which had been guaran- 
teed: 46.000 were repaid farm loans, or 65 percent of the total number under- 
written: and repaid business loans totaled 187,300 or 82 percent of the total 
business loans made. 


Defauit and claim experience 


As of the end of 1956, a cumulative total of 522,450 home loans had been re- 
ported in default, of which 457,089 had been cured or withdrawn, 29,442 had 
resulted in claim payments, and 35,169 were still in default. About six-tenths of 
1 percent of the total number of home loans guaranteed to date had resulted in 
claims and the net amount of claims paid to date (which is subject to further 
recovery from the liquidation of securities and repayments) was equivalent to 
about one-twentieth of 1 percent of the initial principal amount of total home 
loans guaranteed. The percentage of home loans outstanding on which defaults 
were pending, has been declining steadily during the past 4 years—from 1.7 per- 
cent of outstanding at the end of 1951 to ninety-four one-hundredths of 1 percent 
at the end of 1956. 

As of the end of 1956, a cumulative total of about 15,500 farm loans had been 
reported in default, of which nearly 12,900 had been cured, almost 2,200 had 
resulted in claims, and the remaining four hundred-odd cases were still in default. 
About 3 percent of the farm loans made to date had resulted in claims and the 
net amount of claims paid to date amounted to about one-half of 1 percent of the 
original principal amount of all farm loans made, 

As of the end of 1956, a cumulative total of 41,000 business loans had been 
reported in default, of which 24,500 had been cured, 14,150 had resulted in claims, 
and the remaining 2,350 were still in default. About 6 percent of the business 
loans made to date had resulted in claims and the net amount of claims paid to 


date amounted to 1.7 percent of the original principal amount of all business loans 
made. 


Relation of VA loan guaranty activity to total residential construction and home 
financing 

_ During 1956, there were 270,700 new houses started under VA compliance 

inspections. This number is equivalent to about 25 percent of the total private 

housing starts in the country, which have been estimated at nearly 1,100,000. 

In 1955, the new houses started under VA inspections comprised about 30 percent 

of the national total of housing starts. 
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Nonfarm real estate mortgage recordings of $20,000 or less during the first 10 
months of 1956, as reported by the Home Loan Bank Board, totaled $23,028 
million. VA-guaranteed home loans during the same period amounted to $4,934 
million dollars—equivalent to 21.4 percent of the overall national total. In 1955, 
VA-guaranteed loans represented 25 percent of the nonfarm mortgage recordings. 


Degree of veteran participation in loan guaranty program 

As of the end of December 1956, a total of 5 million veterans had secured VA- 
guaranteed or insured loans, using all or a portion of their entitlement. Of this 
number, 424,420 were veterans of the Korean conflict. As of the end of 1956, 
there were an estimated 15,355,000 veterans of World War II and 4,984,000 vet- 
erans of the Korean conflict (885,000 of whom also saw service in World War II) 
in civil life. Thus, there are close to 15 million World War ILI and Korean 
veterans who have not used any part of their loan guaranty entitlement. 


Direct loan activities 
During 1956, the monthly trend in the number of direct loan applications 
received was as follows 


ga ee ge : POLY. sieibapniachathalaat demain teas vet, 
PN carci egestas sca cate Oe i arta emo useitaimninesnaee sR 
Ne eh iaie et cada Sanaa emo 1, 049 | September.._________- sa a 1, 644 
i nerrevencnasuadamannwe 8 See: 
a lea ale 1, 525 | November_______ ne ee 
ie tecnceaus a cata inte cad anemia 1, 550 | December_____ indi iediatoaliiaia 1, 741 


As of the end of 1956, a cumulative total of 151,631 direct loan applications 
had been received, of which 61,611 had been withdrawn or rejected, 83,288 had 
been closed and fully disbursed, and 6,732 were being processed. 

Of the 83,288 direct loans closed and fully disbursed, 3,682 had been repaid in 
full, 7,253 had been sold to private investors, 338 had resulted in foreclosures or 
voluntary conveyances, and 72,015 were outstanding. 

The 338 direct loans which had resulted in foreclosures or voluntary con- 
veyances as of the end of 1956 were equivalent to four-tenths of 1 percent of 
all the direct loans made. As of the end of 1956, there were 3,631 direct loans 
in default, or 5 percent of the loans outstanding on that date. Of the tofal 
number of direct loans in default, only 262 were considered as serious. Loan 
servicing efforts were expected to effect a cure in most of the remaining cases. 


CURRENT STATUS OF DIRECT LOAN FUNDS 





In our statement before the Subcommittee on Housing of this committee which 
was given on November 26, 1956, we presented a report of the status of direct 
loan funds up to November 1, 1956. Those figures were brought up to December 1, 
1956, in our letter of January 9, 1957, to the chairman of this committee. It is 
now possible to report the status of direct loan funds as of January 1, 1957. 

The following table shows the status of direct loan funds on January 1, 1957 
and the prospects for the balance of the current year: 


Unreserved funds on hand July 1, 1956_- $112, 112, 000 
Treasury advance December 1956_____-~ ‘ 49, 736, 000 
Sales proceeds July through December 1956 495, OOO 


13, 734, 000 


Principal repayments July through December 1956 





BOGS 222. ; 176. 077, 000 
DS, HOT, 000 


Reservations for loans July 1—Dee. 31, 1956 


117, 570, 000 
100, 000, 000 
15. 000, 000 


232, 570, 000 


Unreserved funds on hand Jan. 1, 1957 
Treasury advances and sales, 3d and 4th quarters 
Estimated principal repayments__-_-_- oe isle sole 


Estimated funds available Jan. 1, to June 30, 1957___- . 


We assume that your questions about the amounts of funds which were au- 
thorized but which were not drawn during both the past and the present fiscal 
years, have been answered by our letter of January 9, 1957, to the chairman of 
this committee. If any detailed data are necessary for your committee, We 
will be pleased to submit it on request. 
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VHMCP ACTIVITY AND THE DIRECT LOAN PROGRAM 


We have been advised by the executive secretary of the voluntary home 
mortgage credit program that since the beginning of their activities through 
December 1956, lenders cooperating with VHMCP have placed 19,943 loans 
for veterans, amounting to $174,621,000. This is a substantial amount of 
money that private industry has invested in the areas that previously had 
to rely almost entirely on direct loan financing. This reflects creditably on 
the VHMCP program and the lenders cooperating with it. 

We are also advised however, that during recent months the number of 
financing assistance requests received by VHMCP has been decreasing as have 
the number of cases they have referred back to VA for direct loan consideration. 
During October 1956, VHMCP received 3,893, in November 3,082, and in De- 
eember 2,666. It is interesting to note that the 1955 experience of VHMCP 
during the months of October, November, and December was very similar. In 
October VHMCP terminated 1,896 without placement of which 1,786 were re- 
ferred to VA. In November the number referred back to VA was 1,735, and 
in December it was 1,346, 

Except for a few areas where VHMCP is not active, the number of direct 
loan applications that the VA receives depends on the number of cases where 
VHMCP cannot arrange a loan. Thus our direct-loan business is closely related 
to the demands made on VHMCP for financing assistance. It would appear 
that the declining number of assistance requests received by VHMCP is an in- 
dication of a slack demand for mortgage financing in the areas of the country 
served by that program. If that is a proper explanation for the recent VHMCP 
experience, there may not be as great a need for financing in those areas of the 
country as otherwise might be presumed. This is not surprising when viewed 
in the light of studies of individual and family incomes, which show that per- 
sons living in many areas eligible for direct loans have less purchasing power 
than those in metropolitan localities. If your committee is desirous of obtain- 
ing any further analyses of VHMCP activities, the data will have to be fur- 
nished for the records of the national committee of that program. 


STATUS OF HOUSING MARKETS 


In recent months, it has been our observation that the harshness of necessity 
that was present in the immediate postwar housing markets has been replaced 
by a demand stemming from desire for larger and more modern housing. This 
change has resulted in a sustained high level of residential construction during 
the past several years, and a substantial contribution in this regard has been 
made by the total of nearly 5 million home loans approved by the Veterans’ 
Administration. From time to time, we have asked our field offices to appraise 
the status of the housing markets in their larger cities, and to evaluate the 
current status of demand for newly completed dwellings. While these appraisals 
do not rest on physical inventories and may not be made against identical yard- 
sticks in each of our 67 offices, we do believe that they represent a digest of 
the opinions of reasonably informed men. These surveys have shown that there 
are now fewer cities with shortages of new housing in all price brackets than 
were reported as recently as 2 years ago. In November 1956, two-thirds of the 
126 cities in which shortages were observed the shortage was confined to lower 
priced houses, that, under $10,000. The preponderance of the reports stated that 
housing markets were in balanced supply in all price classes. Moreover, these 
surveys have shown a gradually lengthening list of cities in which some measure 
or other of surpluses of housing has developed in one or more price categories. 
We do not mean to convey the impression that any alarming condition of unsold 
hew houses has developed which might threaten to undermine the levels of realty 
values. Without exception, the reports have stated that the present number of 
msold houses can be absorbed within a reasonable time. Further, we are advised 
that steps have been taken in such cases to be sure that the existing surpluses will 
not be aggravated by uncontrolled speculative building under the VA program. 
For the most part, lenders and builders are aware of these surplus conditions 
and take effective steps to restore market balance. In a few cases, however, 
the Veterans’ Administration takes affirmative action to limit the number of units 
Which it agrees to appraise for any builder to that quantity which it is assured 
Will be successfully sold before additional construction is undertaken. More 
recent reports from our field offices which have been received since January 
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10, 1957, state that in some cities the overhang of unsold new houses was re- 
duced or eliminated during the last 2 months of 1956. 

Nearly 2 years ago when we conducted our first appraisal of the status of 
housing markets, most of the cities reporting a larger than normal inventory 
of unsold new houses were medium sized cities, but in more recent reports we 
have found that some of the larger metropolitan centers such as Los Angeles, New 
York City, Detroit, St. Louis, New Orleans, and Washington, D. C., have ap- 
proached the point where the demand based on the available financing has been 
satisfied in the building of higher priced houses, and in some cases of medium 
priced houses, that is, $10,000 to $15,000. In practically all of the cities in 
which a moderate surplus was reported, the surplus condition was confined to the 
high or medium priced homes. 

Our surveys of urban housing markets during the past 2 years have shown that 
many cities that appear on the list showing surpluses at one time will often 
revert in the following report to a status of balanced supply. Usually, however, 
their position on the surplus list will have been taken by some other cities 
where demand in relation to new construction had more recently diminished. 

For your information we are presenting an exhibit on the housing market 
status of some 249 cities which was the subject of our reports made in November 
1956. 

SUPPORT GIVEN TO RESIDENTIAL CONSTRUCTION AND FINANCING 


In order to assess the role of the GI loan program in supporting the perma- 
nent financing of new homes, we have compared the flow of applications received 
for the purchase of new homes with the total number of housing starts reported 
by the Bureau of Labor Statistics 3 months earlier. While this is a rather 
rough and arbitrary device, since some houses are presold and others are not 
sold until more than 90 days after the start of construction, we believe it repre- 
sents the average situation. 

On this basis, about 27 percent of the new houses reaching the permanent 
financing stage in 1956 were purchased by veterans applying for VA-guaranteed 
loans. In 1955 this ratio was 31 percent and in 1954 it was 29 percent. The 
monthly trend for 1956, as set forth below, shows a further decline in recent 


months: 


1956 : Percent | 1956—Continued Percent 
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ONE 62 srcrrcalicatgecantieadi chore 31 SN toil isc a sinh tenga eee 25 
ee a a 35 TE eee 25 
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It is our opinion that the extent of housing demand is such that a million new 
units could be produced and sold in 1957 if the supply of mortgage funds is not 
unduly restrictive. The prospective housing demand will be derived from the 
sustained level of family formation and population growth, and removals from 
the housing supply by demolitions and conversions to nonresidential uses, The 
extent of VA participation in the 1957 housing market will depend on the pros- 
pects of funds to be directed toward investment in GI loans. 


VETERAN PARTICIPATION AND HOME FINANCING NEEDS 


There are about 10 million World War II veterans who have not made use of 
their loan guaranty entitlement. Of the 414 million Korean veterans now in 
civil life, about 4 million have also not obtained a GI loan. As census studies 
have shown, many World War II veterans purchased homes through other me- 
diums of financing without using their veteran’s loan entitlement. Nndoubtedly 
there are many other who will not become homeowners, either through personal 
preference or economic necessity. However, we are impressed with the large 
volume of loan applications that we have received in recent years when GI loans 
hav been available in good supply and on liberal terms. We have also been im- 
pressed with the reports of our offices of the number of veterans who are already 
homeowners through the use of conventional or FHA financing but who are seek- 
ing to purchase their second, third, and even fourth house. These veterans for 
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the most part are trying to provide more adequate shelter for their enlarged 
families or are in a better position because of improved incomes to buy larger and 
more modern accommodations. We have also received a great many complaints 
from veterans who would like to enlarge and remodel their present house but are 
unable to find a lender who is willing to make the necessary supplemental loan to 
cover the construction costs. Almost universally, veterans report that remodel- 
ing can be accomplished only by refinancing the entire indebtedness with a con- 
ventional loan at high interest rates, and veterans are naturally reluctant to 
replace their highly advantageous 4 percent or even 44% percent GI loans with con- 
yentional or FHA loans with higher monthly charges, shorter maturities, higher 
interest and other charges and less protective lien provisions. 

We believe that particular attention is deserving to be paid to the outlook for 
the Korean veterans who today are roughly in the same position relative to home 
purchase as World War II veterans were at the end of 1947, in that they are 
finishing their education, getting adjusted to their employment and getting mar- 
ried. Less than 7 percent of the ultimate total of Korean veterans have so far 
used their loan garuanty entitlement, and it is reasonable to expect that, if 
afforded the same opportunities as World War II veterans, at least 45 to 50 
percent or approximately 3 million will ultimately buy homes with a GI loan. 

All of the problems that now confront the additional 5 to 6 percent of the 
World War II veterans estimated as contemplating use of their entitlement for 
the remaining 18 months of their eligibility period, also confront the Korean 
veterans for the entire period of 8 years that the present law offers them. 
Consequently, any formula or remedy that will improve the long-range oppor- 
tunity for the Korean veterans to validate their loan guaranty privilege, will 
probably also serve to relieve the dilemma now facing World War II veterans 
who would still like to obtain the benefits of a GI loan. 


RECENT DEVELOPMENTS AFFECTING THE SUPPLY OF GI LOANS 


During the late winter and spring months of 1956, the frequency of reports 
received regarding the shortage of GI loan money continued to grow. Veterans, 
as well as builders and brokers, wrote letters to the Veterans’ Administration 
as well as to Members of Congress. It had been expected that during the third 
quarter of 1956 there might be some easing in the supply of money after the 
settlement of the steel strike, since some commercial loans had been made to 
industry for the enlarging of inventories in the expectation of price increases. 

However, after the settlement of the steel strike in relatively short order, 
a new surge of business confidence led to the flotation of many new security 
isssues for plant expansion and various other private and public projects entail- 
ing large capital requirements. Many business concerns also negotiated loans 
from commercial banks for expansion and related purposes, thus burdening 
the general monetary structure and imposing inflationary threats. Consequently, 
the expected easing in the money markets did not occur, and instead a compet- 
itive bidding for funds from many and diverse quarters touched off a spiral of in- 
creasing interest rates and investment yields. During this period, new short- 
term notes offered by the Federal Government for refinancing maturing obli- 
gations required interest rates in excess of 3 percent, and the yields obtainable 
from market purchases of long-term Government bonds exceeded 344 percent. 

During 1956 the rate of personal savings continued at good levels, and the ex- 
isting debt structure was providing a high rate of principal amortization returns 
to lenders. But the requirements of new capital investments exceeded the in- 
flow of funds, and the tight money condition developed as a result. 


DISCOUNTS ON GI LOANS 


Necessarily this tightening in the general money supply had immediate effects 
on the flow of funds available for investment in mortgages. The interest rate on 
conventional mortgage loans rose to 6 percent and higher in many parts of the 
country, and the average discounts required on 414-percent VA-guaranteed 
hortgages increased by about 4 points during the year. The latest reports we 
have received tell of discounts averaging nearly 3 points for local GI loans in 
New England where par markets had previously prevailed, and of discounts av- 
traging 7 points for downpayment loans on the west coast where prices of 
‘% were the rule a year earlier. 


90300—57——13 
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The trend in the unweighted average of secondary market prices in 60 cities 
throughout the country during the past year is shown by the following table: 
| 


| | 
| 


Future delivery prices 


Minimum | Down- 
equity payment 
loans loans 
| Percent ] Percent 

December 1955 icvestedecond ¥ : asic g 96. 5 97.7 
March 1956___--_- os debited ‘ idee - 96.8 97.7 
June 1956---_- a Rt a vemias 96. 1 97,2 
September 1956 7 <I ot, | 95. 4 | 6, 4 
October 1956_- . . Shae 7 aed 95. 1 96.2 
November 1956. _- bo deidb tai Sakhen eabdnd is a icdawe~etine 94.7 95.8 
December 1956__.._-_---- Sh as piel ee a aka 92.8 | 93.4 


It will be noted that there aws a slight firming in the market during the first 
quarter of 1956, with a gradual decline thereafter, which was of course accen- 
tuated in December. Prices for immediate delivery in recent months have gen- 
erally been slightly higher than the future delivery prices shown. 

In response to the request in your January 9 letter, we are attaching as an ex- 
hibit a table showing the geographic pattern of discounts in December 1955 
and November 1956, just prior to the FHA interest rate increase. The latest 
quotations available—for December 1956—are also shown in another exhibit 
table. 

COMPLAINTS AND PROPOSALS RECEIVED 


As a result of this contraction in the supply of money for GI loans and the 
concurrent increase in discounts, the volume of complaints reaching our central 
office grew to substantial proportions. Builders, mortgage lenders, real estate 
brokers, as well as veterans in practically every part of the country have poured 
their tale of woe in a flood of letters. Some letters have bitterly deplored the 
fact that larger discounts must be paid or that lenders have flatly refused to 
make GI loans; others have urged the extension of direct lending activities to 
metropolitan areas that have always heretofore been adequately supplied by 
private lenders. Still other letters have urged an increase in the maximum in- 
terest rate allowed on GI loans, some suggesting a 5 percent rate, and others 
proposing some device that would allow variable contract interest rates. The 
term “flexible” has been widely used but seldom defined in terms of criteria 
which would govern the variations in the interest rate. 


Tupes of interest rate plans 

We believe it may be helpful to analyze the different types of ‘flexible’ rates 
that might be considered. Probably the most widely discussed plan involves 4 
“free” interest rate, where the GI loan contract would be written at whatever 
interest rate the lender and the veteran agreed upon within the limits of State 
usury laws. Another plan often mentioned might be called the bond yield 
rate. Under this plan the GI loan contract interest rate would be governed 
by the average yield on outstanding marketable long-term Government bonds 
and would carry a constant spread of, say, 144 or 2 points above that rate. 
A third plan might be called the geographical rate by which differentials would 
be established administratively by VA for GI loans in various parts of the coun- 
try. For example, if a 4144 percent rate were established for New England, the 
rate might be 5 percent in Cleveland, 514 percent in Dallas, 6 percent in Los 
Angéles, and 614 or 7 percent in remote areas throughout the South and West. 

We have answered the correspondence received by acknowledging an aware 
ness of the conditions that have caused the complaints, but stating that it will 
be up to the Congress to determine the appropriate course of action with respect 
to the interest rate on GI loans. 


Pros and cons 
Arguments have been heard for and against many of the proposals to 
adjust the GI loan interest rate as a means of increasing the availability of 


funds. : 
irguments for—The arguments in favor of increasing the interest rate point 
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(a) The higher interest rate would result in more investment money being 
channeled into GI loans so that veterans would be better able to compete with 
other borrowers. 

(b) The interest rate should not be pegged but should be responsive to changes 
in the general money market. As indicated above, it has been proposed that the 
interest rate be left free or tied to a computed index of Government bonds, or 
given geographical variability. Proponents of these various formulas argue 
that these would permit GI loans to have a continued participation in the total 
supply of investment capital on a proportionate basis during periods of both 
expansion and contraction of the money market. 

(c) A free interest rate is defended by some on grounds that State usury 
laws provide an upper ceiling of protection to borrowers and that competition 
between lenders would be expected to hold interest rates down to what the 
money market requires. 

(d) Some proponents of the ‘free’ interest rate state that discounts would 
be greatly reduced and probably would vanish since the interest rate would be 
adjusted to a par market, and that as a result veterans would receive better 
housing because pressure to skimp on quality would be removed from the 
builders. 

(e) The argument has been advanced that since money is a commodity and 
the price of practically all other commodities has risen in recent years, it is 
reasonable to expect that the price of money should also rise. 

(f) Some observers have pointed out that higher interest rates are necessary 
to permit financial institutions to pay higher dividend rates and thereby attract 
a larger volume of savings which would eventually restore equilibrium to the 
money markets at rates below the present state of unbalance. 

Arguments dgainst.—The arguments against increasing the interest rate point 
out that— 

(a) Raising the interest rate on GI loans will not create any additional in- 
vestment capital. 

(b) If more money were channeled to GI loans or to all Government-guaran- 
teed and insured loans, funds would be diverted from other uses and competition 
would raise the entire plateau of interest rates; because of the greater ability 
of corporate and other borrowers to absorb high interest costs under high in- 
come-tax rates, Government-guaranteed and insured mortgage loans with larger 
origination and servicing costs would reemerge as “low man on the totem pole’ 
after interest rates had readjusted themselves to new levels. 

(c) The highest interest rate permissible would tend to become the minimum 
because veteran borrowers are in a weak bargaining position with lenders, due 
to their inability to shop around for money; lenders will naturally try to obtain 
the maximum rate possible in each mortgage transaction so that the mortgage 
may be sold by the originator at a premium in the private secondary market. 

(d@) Higher monthly payments will disqualify some potential home purchasers 

because of insufficient income and will thus reduce the demand for housing; 
moreover, higher monthly payments required for similar houses will produce 
pressures to relax credit underwriting standards so that purchasers will not be 
disqualified from buying the houses that they could have afforded at lower 
interest rates. (A table showing the comparative monthly payments and total 
interest costs under 414 and 5 percent rates is shown in an exhibit.) It will be 
noted that while the increases in monthly installments under a 5 percent rate 
do not appear to be large, they must be multiplied 4 or 5 times to judge their 
effect on underwriting standards. For example, a $5 increase in monthly loan 
payments would require from $20 to $25 in additional income to preserve a 
proper ratio between loan payments and income. 
_(e) Serious administrative difficulties would exist if VA had to administer 
different interest rates from place to place; geographic variability would entail 
the establishment of arbitrary dividing lines separating higher rate areas from 
lower rate areas—a most difficult task. 

(f) The plan which would require gearing the interest rate to some external 
(riterion, such as the yield on long-term or on all marketable government obliga- 
Hons (which fiuctuate freely and frequently) would result in frequent and 
tnpredictable changes in mortgage interest rates. If the interest rate were to 
Muetuate frequently, lenders would find it difficult to extend firm takeout com- 
iitments to builders. Should the maximum rate increase between the time of 
the commitment and the closing of the loan, the lender would be aggrieved at 
hot being able to obtain the higher rate then in effect. Conversely, if the rate 
should decline in the interim, the commitment would prove to be useless because 
it would call for closing the loan at an illegal rate and would probably be de- 
clined at a lower rate. Since builders would find it difficult to obtain takeout 
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commitments for GI loans whose interest rate at the time of closing would 
be uncertain, they would probably be forced to resort to some other type of 
tinancing that would deprive the veteran of the benefits intended. 


INITIAL EFFECT OF FHA RATE INCREASE 


As you know, it was announced that, effective on December 4, 1956, the maxi- 
mum interest rate on most classes of loans insured by the Federal Housing 
Administration would thereafter be 5 percent instead of 44% percent. Shortly 
thereafter the Federal National Mortgage Association also announced a new 
schedule of price it would pay for both 5 percent and 4% percent loans it pur- 
chased, and for purchase commitments. These purchase prices are 9914 to 
97% for 5 percent mortgages, 96 to 94 for 4% percent mortgages. Standby 
commitments are priced at 94 for 5 percent mortgages and 90 for those at 4%, 
percent. 

When these changes were announced, we requested all of our field offices 
to notify lenders that VA would expect outstanding loan commitments to be 
honored and that loans would be closed without undue delay. There were 
91,000 loan commitments outstanding at the end of December 1956, amounting 
to about $1.1 billion. We also requested our offices to advise us of the effect 
that the increased FHA rate was having on the GI loan market. <A copy of our 
communication to our field offices is included as an exhibit to this statement. 

In order that your committee may have the opportunity to read excerpts of 
the reports from our field offices, we are including a transcript of those com- 
munications as an exhibit to the statement. While the immediate market 
reaction to the FHA interest rate change has not been uniform in all parts of 
the country, some generalization may be drawn from the majority of the replies, 
There seems to be little doubt but that future commitments from private lenders 
tor 444 percent loans have largely vanished, and builders serving the veteran 
market are unable to plan on any source of financing except at prohibitive dis- 
counts. It also appears that there is a widespread hope ainong both builders and 
lenders that the Congress will act promptly to bring the GI interest rate into 
line with the FHA rate. 

It should be emphasized that the comments from our field offices are the 
first reactions of lenders and builders to the market conditions caused by the 
FHA rate change, and do not reflect the full effect that would ultimately be felt. 
in supplementary reports made on January 10, 1957, many of our offices said 
that discounts are still increasing, and new commitments for GI loans are even 
more difficult for builders to obtain. 

The extent of the decline in appraisal requests, loan applications and housing 
starts under VA inspection may be judged from the following table which shows 
the monthly rates since January 1955. It will be observed that the data for 
December 1956 reflect a sharp drop and are significantly below the level of 
December 1955. This drop is undoubtedly due to the increased tightening in 
the supply of funds for GI loans after the FHA rate increase was announced. 











Appraisal requests | Units 

en nlc Oe started 

| | applications | under VA 

Proposed | Existing | | inspection 

units | units | 

I I os 2d. deena be cals dns aoeniin 46, 204 29, 289 51,917 | 26, 060 
February --.-_-- Fe eed 64, 192 39, 996 | 55, 621 2, 048 
 eticsdeuskcup asc i heweaeaties 71, 939 | 39, 854 | 51, 141 29, 850 
BEES: cin ca ntnacBich dad onsen de cuacaeennat 65, 856 | 39, 342 | 53, 667 | 34, 486 
PRD bine shh deind~<h- deaddnnkss Wee=dpeee 69, 280 | 38, 920 | 58, 864 | 37, 847 
RT oS en ke 52, 424 | 38, 101 | 58, 738 | 39, 542 
tin kag Rite Beads Sines neekscakounte 51, 412 | 33, 927 | 54, 310 37, 366 
August____. salen tee Sus 55, 974 35, 812 | 66, 305 | 40, 761 
September. ____. oe ss 45, 063 | 27, 972 | 55, 125 34,352 
October oes : a 43, 143 | 28, 098 | 62, 682 34, 839 
November : 30, 397 | 23,019 | 55, 174 28, 008 
December : ..| 24, 892 | 18, 565 | 45, 514 21, 61! 
1956—January....__. ; eed 29, 284 | 18, 938 41, 882 | 22, 084 
February - - -- 5 Pane! 37, 134 26, 286 | 41, 412 17, 309 
March : 37, 511 | 30, 659 | 39, 642 20, 590 
April__.._- 45, 769 34, 242 | 45, 264 26, 358 
May-. sea 44, 395 34, 763 45, 250 | 26, 574 
June_.__. ee 35, 620 | 29, 521 | 41, 377 | 26, 
July....- : 34, 634 29,116 | 45, 526 25, 17 
August ‘ 36, 518 29; 684 | 47, 672 | 24, 438 
September. - sevtia-be 30, 007 26, 012 | 43, 615 | 24, Om 
CO Be asa ean ae be an aap 29, 678 21, 743 | 44, 569 23,97 
November 21, 941 15, 465 37,817 | a 


December a Adal 19, 029 11, 779 33, 118 | 
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EFFECT OF MAINTAINING THE 4144-PERCENT RATE 


The conclusion seems unavoidable, not only from the reports submitted by our 
field offices following the FHA rate change, but also from the comments and 
correspondence received from many sources, that if the 44 percent interest rate 
on GI loans is maintained without providing some alternative support to the 
veteran housing market, the consequence will be the phasing out of the program 
for World War II veterans substantially before the termination date provided 
ijn the present law some 18 months hence. The maintenance of the 4%4-percent 
rate will also have the effect of concurrently terminating the loan-guaranty 
penefits that the law has extended to the Korean service veterans who have been 
led to expect that they have 8 years during which their entitlement may be used. 
Since the full effects of the FHA rate increase have not been felt in some parts 
of the country, the discounts that would be required in the private secondary 
market for GI loans at 4% percent would undoubtedly be greater than as last 
reported. 

It is also indicated by many informed sources that it would be hazardous to 
expect residential construction in 1957 to reach even 1 million units if effective 
support of the veterans segment of the housing market is withdrawn early in 
the year. Consequently, any forecasts of the rate of new residential construction 
for 1957 would be subject to many uncertainties. The outlook will depend on 
the evolving conditions in the money market for 1957 and the more considered 
reaction of lenders to the effect of yield differential on the desirability of 4% 
percent and 5 percent contract rates. For your information, we are submitting 
as an exhibit a table showing the discounts that would be required to obtain 
various higher yields on both 41% percent and 5 percent mortgage loans. 

During the bearings before the Subcommittee on Housing on November 26, 
1956, if you will recall, I was asked the question “What would happen if we do 
raise the interest rate another half percent?’ In reply, I said, “It will just put 
the money into more competition. I am not advocating the raising of the 
interest rate. The Administrator and myself are against it, but Iam only trying 
to answer your question on that basis, that we are told that it will put our paper, 
or the loan-guaranteed paper, in better competition.” I was then asked the 
question, “In view of the fact that you and the Administrator are on record 
as being against an increase in the interest rate, how do you propose that the 
some 3 million veterans that we estimate are in the market for GI loans are gomeg 
to get the loans next year?” In reply to that question, I said, “If we have to do 
it, about the only way to do it is by raising the interest rate, and that is some- 
thing you have to face. My reference was that personally we do not want it 
raised. We would like to see money provided by the lending institutions of this 
country at 4% percent interest. That is what we would have like to have done. 
We cannot do it by law. We cannot do it by force in any way. They have, I 
feel, participated through VHMCP with a sole desire to serve the veterans and 
also to stop in a way Government lending at a loss to their business. There is 
no question about it because they can sell their money for what it is worth today. 
We have to admit that money is higher and costlier than ever before. Auto- 
mobiles have gone up, houses have gone up, everything has gone up, so why should 
not money go up?” 

Since the date on which those statements were made, there have been further 
evidences of the tightening in the supply of mortgage capital, including an in- 
crease in the interest rate on FHA loans to 5 percent. At the time the interest 
rate on FHA loans was increased, the VA announced that it would watch the 
situation closely and if it appeared that the effectiveness of the loan-guaranty 
program would be impaired an increase in the permissible interest rate on GI 
loans would be recommended. 

As I mentioned earlier our volume of loan applications and appraisal requests 
received in December 1956 are off rather sharply from December 1955 levels. In 
December 1956, we received about 33,000 home-loan applications which repre- 
sents a decrease of more than 27 percent from those received in December 1955. 
More important, however, is the fact that these applications are, in large measure, 
the results of loan commitments made as much as a year earlier and they do not 
truly reflect the current availability of mortgage funds for GI loans. 

The volume of appraisal requests, which is the barometer for measuring future 
loan activity is also down considerably. In December 1956, we received approxi- 
mately 19,029 appraisal requests relating to proposed construction whereas in 
December 1955 the volume was nearly 25,000. It is important to bear in mind 
that even in December 1955 the tightening in the supply of mortgage funds was 
already being felt. In December 1954, VA was asked to appraise more than 
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44,000 proposed dwelling units which means that the December 1956 level is more 
than 57 percent below that of 2 years ago. Despite this substantial decline, 
the volume of appraisal requests for proposed construction is probably deceiving, 
The reports coming to us indicate that many of the requests are being submitted 
in anticipation of an interest rate increase being authorized by the time the units 
are completed and the loans are ready for closing. These reports also indicate 
that if an increase in rate is not authorized it is unlikely that many of the re. 
quests ultimately will be translated into VA-guaranteed loans. Appraisal re. 
quests submitted in connection with existing construction relate a somewhat 
Similar experience. 

The GI loan activity today is a reflection of commitments arranged many 
months ago and most applications provide that the veteran has agreed to accept 
the loan on the basis of the maximum interest rate permissible at the time of 
loan closing. You will note that most of our offices agree that if an increase in 
rate is not authorized, there will be virtually no guaranteed loans available after 
the present commitments expire. Should it become evident that increase in rate 
will not be approved, there will be a drying up of appraisal requests immediately 
and the loan applications also will decline as outstanding commitments are re- 
flected in closed loans or otherwise expire. We have been hopeful that the 
supply of mortgage capital for GI loans would improve and, therefore, that it 
would be unnecessary to recommend any increase in the interest rate. However, 
it now appears clear that if money for VA-guaranteed loans is to be made avail- 
able so that veterans will be kept in a competitive position, the interest rate must 
be in line with rates on similar investments. If the rate is held at the current 4% 
percent level it will mean that veterans of World War II and Korea have a use- 
less benefit of which they are unable to take advantage. 

























RECOM MENDATION 


In view of the various considerations enumerated above, it is my recommenda- 
tion that the Congress amend the Servicemen’s Readjustment Act to permit an 
increase in the interest rate on GI loans to 5 percent. 












NS’ ADMINISTRATION 





STATUS OF TRUST FUNDS OF THE VETER 


The assets of the trust funds and revolving fund of the Veterans’ Administra- 
tion as of September 30, 1956, are shown in the following table (the assets are 
represented by Government securities and cash), 







Trust funds: 














saseeted wervice certificate fund... 2. 22s ee $4, 490, 803 
Ra INR) ORE UE is cat ee i et eid no ce eterna 4, 320, 275 
National service life insurance fund__------_- aati kk hace he 5, 471, 662, 251 

U. S. Government life insurance fund__-__--___-_--_--_------ 1, 203, 745, 088 
Revolving fund: Veterans special term insurance fund___________ 24, 242, 898 
ets cose ett ee Se ee a ie tds tak 6, 708, 461, 315 





A descriptive statement of these funds is presented in an exhibit. 

The position of the Veterans’ Administration with respect to the use of NSLI 
funds was expressed in a letter dated March 12, 1956, from the Acting Admin- 
istrator to the chairman of this committee in reporting on a similar proposal 
contained in H. R. 9136, 84th Congress. The position of the Veterans’ Admin- 
istration is unchanged, and would be similarly applicable to the use of other 
trust funds held by VA. 









CONCLUSION AND SUMMARY 





We hope that the foregoing statement has presented a fair and unprejudiced 
description of the setting in which the loan guaranty program now stands. 
There are many economic forces now at work and there are complex economic 
consequences of any course of action that might be chosen from this date for- 
ward. Some of these consequences are obvious while others are more remote and 
obscure. It is our responsibility to point out that the consequence of extending 
or curtailing the GI loan program has an economic importance besides that of 
providing benefits to veterans, and the impact of whatever decision is reached 
by the Congress will be felt in varying measures by millions of people besides 
the 3 or 4 million veterans who are most directly concerned. 

In summary, our statement has attempted to show: y 

(1) There are no acute or serious housing shortages in any major cities 
throughout the country. 
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(2) Observers have shown that there will be plenty of mortgage money re- 
turning to institutional investors but that it will be reinvested only at a price 
commensurate with the best yields available in 1957. 

(3) If the interest rate on VA-guaranteed loans is maintained at 414 percent, 
the yield from GI loans even with the prohibitive discounts, will not be sufficient 
to compete with other investments; this will practically curtail the future flow 
of funds into veterans’ loans and a large segment of the potential housing 
market will be cut off. 

(4) The prospects of maintaining total residential construction in 1957 at one 
million units will be highly uncertain without the participation of the veteran 
market supported with funds on GI loan terms. 

(5) Loan guaranty benefits for World War II veterans have already been 
curtailed during December and will be rapidly phased out many months in 
advance of the July 25, 1958, termination date now authorized, if the 444 percent 
maximum interest rate prevails. 

(6) A similar phasing out of loan guaranty benefits for Korean veterans 
will parallel the effect on World War II veterans if the interest rate is unchanged, 
except that the Korean veterans will be cut off 8 years prematurely. 

(7) We therefore recommend that the competitive position of veterans be 
preserved by raising the maximum interest rate on GI loans to 5 percent. An 
upward adjustment in the rate is in accord with the statement of the President 
in the annual budget message to the Congress. 


Exutsir A—DIGEsT oF COMMENTS REGARDING AREAS REPORTED AS HAVING Sur- 
PLUSES IN VA HouUsINnG MARKET AREA REPORTS FOR NOVEMBER 1956 


Arkansas 


Camden.—Surplus is confined mostly to rental defense housing, due primarily 
to overextension of defense building and closing of naval ammunition depot. 
Reported as having balanced supply in March 1956. 

California 


Los Angeles.—Surplus in $12,000-$16,000 price range exists primarily in 
Pomona, Covina, West Covina, and Puente, due to failure of builders to keep 
pace with competitive market in architecture, location and price. Reported as 
having balance supply in March 1956. 

Santa Ana, Orange County.—Surplus in $12,000—$16,000 price range. Some 
tracts have large inventory of unsold houses which are poorly designed and 
located and overpriced in competitive market. Reported as having balanced 
supply in March 1956. 

San Bernardino.—Surplus in $10,000-$14,000 price range in western section 
of county. Poor location, coupled with flat roof and concrete slab construction, 
which is unpopular in this area, predominate in the overhang of unsold houses. 
Delaware 


Wilmington.—Surplus in under $11,000 price range. Poor design, location, and 
styling, without testing for market reaction, have played an important part in 
delaying sales of new homes. Reported as having no surplus in March 1956. 
District of Columbia 


Washington.—Surplus in houses selling for $15,000 and up, due primarily to 
progressively decreasing pool of financially secure veterans who are prime credit 
risks and able to meet the less liberal terms of available financing, plus some 
overbuilding on optimistic projections of the 1954-55 activity rate. Reported 
as balanced supply in March 1956. 


Georgia 


Atlanta.—Surplus in $12,000-$15,000 and $20,000 and over price ranges, 
caused by tight money conditions, excessive brokerage fees, overbuilding, poor 
location, and mass production. No surplus reported in March 1956. 

Columbus. -Surplus in $8,000-$15,000 price range, due to tight money market, 
high discount rates, and military housing approved for Fort Benning. No surplus 
reported in March 1956. 

Macon.- -Surplus in over $15,000 price range, dte to builders moving into this 
price range for more lucrative profits but finding that purchasers are limited 
by available financing terms. Balanced supply reported in March 1956. 

Indiana 


Evansville-—Surplus in $10,500-$18,000 price range, due to business and 
tmployment conditions, selective mortg 
PHA and VA loans. 


age market, and fixed interest rates on 
Surplus reported in all price ranges in March 1956. 
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Fort Wayne.—Surplus in over $25,000 price range, due to overpricing, tight 
mortgage market, and speculative building. No surplus reported in March 1958. 

Indianapolis.—Surplus in over $25,000 price range, due to speculative build- 
ing. Some prospective purchasers of new homes are unable to sell present homes 
due to tight and selective mortgage market. 
Iowa 

Cedar Rapids.—Surplus in over $20,000 price range, due to slow sale of houses 
in Indian Creek subdivision because of lack of financing. No surplus reported 
in March 1956. 

Sioug City.—Surplus in over $20,000 price range, due to restricted financing 
and lack of industrial expansion. No surplus reported in March 1956. 


Kentucky 

Louisville-—Surplus in §$11,000—-$15,000 price range, due to progressive tight- 
ening of funds for mortgage loans, channeling of investment funds into industrial 
and business loans to secure higher yields, and upgrading of conventional 
mortgage portfolios by local lenders. No surplus reported in March 1956. 

Paducah.—Outmigration of construction workers at Atomic Energy Com- 
mission plant has caused surplus of rental housing under FHA 908, 803, and 
207 programs. No surplus reported in March 1956. 


Louisiana 

Lake Charles.—Surplus in $20,000 and over price range in university section, 
due mainly to tight money market. No surplus reported in March 1956. 

New Orleans.—Minor surplus in over $15,000 price range in small portion 
of Jefferson Parish, attributable to sameness of housing design and poor access 
to commercial section. No surplus reported in March 1956. 

Michigan 

Dearborn and Dearborn Township.—Surplus in over $18,000 price range, 
caused by business and employment conditions, and tight mortgage market. No 
surplus reported in March 1956. 

Greater Detroit—Surplus in $15,000-$18,000 price range. High land and 
material costs and mortgage discounts raise prices beyond means of factory 
workers. Tight mortgage money and unemployment are also contributing fac- 
tors. No surplus reported in March 1956. 

Grand Rapids.—Surplus in $15,000 to $20,000, and over $20,000 price ranges, 
due to tight-mortgage market and inability of prospective purchasers to make 
required downpayments. No surplus reported in March 1956. 

Jackson.—Surplus in over $18,000 price range, due to automotive cutback in 
past 6 months and tight-mortgage market. No surplus reported in March 
1956. 

Lansing.—Surplus in high-price range, due to scarcity of FHA and VA mort- 
gage financing and overbuilding of $35,000 houses in suburban areas. No sur- 
plus reported in March 1956. 

Pontiac.—Surplus in over $20,000 price range, due to business and employ- 
ment conditions and lack of mortgage money. 

Wayne County.—Surplus in $14,000 to $16,000 price range, due to speculative 
building at prices which majority of factory workers in this area cannot af- 
ford. No surplus reported in March 1956. 


Mississippi 

Clarksdale.—Surplus in under $8,000 price range, due to overbuilding in an- 
ticipation of industrial development which is just beginning to materialize, poor 
loan market for FHA and VA loans, mechanized farming, cotton acreage re- 
strictions, and outmigration of semiskilled farm workers. 


Missouri 

St. Louis.—Surplus in $13,000 to $20,000 price range, due to speculative build- 
ing and, when tight-money situation arose, Some builders whose houses were less 
desirable in design, location, and quality, were left with unsold houses. No 
surplus reported in March 1956. 


Vebraska 

Lincoln.—Surplus in $11,000 to $15,000 and over $15,000 price ranges, due ‘0 
overbuilding and sharp curtailment of financing. Surplus in all price ranges 
reported in March 1956. 
New Jersey 

Atlantic City.—Surplus in over $20,000 price range, attributable to decreased 
demand caused by tight-mortgage market. No surplus reported in March 1956. 
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New York 

New York City.—Moderate surplus in the over $18,000 price range, due to lack 
of demand and tightening of mortgage money. No surplus reported in March 
956. 
. Schenectady.—Surplus in $13,000 to $17,000 price ranges, caused by outmigra- 
tion of General Electric workers by transfer to other plants and lack of FHA 
and VA financing. No surplus reported in March 1956. 
North Carolina 


Winston-Salem.—Surplus in $25,000 and over price range, due to speculative 
building and overpricing. No surplus in high-price range reported in March 
1956, but reported surplus in low-price range in March 1956, changed to balanced 
supply in November 1956. 

Oklahoma 

Oklahoma City.—Surplus in $8,000 to $12,000 price range, due principally to 
overbuilding in 3 major subdivisions, with some unsold houses lacking purchaser 
appeal. No surplus reported in this price range in March 1956, but surplus in 
high-price range in March 1956, changed to balanced supply in November 1956. 
Ohio 

Cincinnati.—Surplus in $12,000 to $16,000 price range, due to lack of suitable 
mortgage financing. No surplus reported in March 1956. 

Toledo.—Surplus in $25,000 to $40,000 price range, due to overbuilding. No sur- 
plus reported in March 1956. 

Pennsylvania 


Levittown.—Surplus in under $12,000 price range, due to cutback in employ- 
ment, discriminatory buying, and tight-mortgage money. No surplus reported in 
March 1956. 

Puerto Rico 


Mayaguez.—Surplus of duplex rental housing in Mayaguez Terrace, due to 
poor transportation facilities, poor drainage, and high rental rates. These prop- 
erties are under the receivership of the United States Federal Court. 

South Carolina 


Columbia.—Surplus in $10,000 to $15,000 price range, due to some overbuilding 
and tight-money market. No surplus reported in March 1956. 
South Dakota 


Surplus in over $15,000 price range, due to several builders who confine their 
programs to luxury housing on a speculative basis. No surplus reported in 
March 1956. 

Tennessee 

Memphis.—Surplus in $15,000 to $18,000 price range, due to overbuilding, prin- 
cipally in the Whitehaven area. 
Teras 


Corpus Christi.—Surplus in medium- and high-price ranges, due to overbuild- 
ing, some unemployment and outmigration, and serious drought. 

Houston.—Mild surplus in $9,000 to $14,000 and over $14,000 price range, be- 
cause purchasers are becoming more selective and suitable financing is lacking. 

Tyler-Longview.—Surplus in over $14,000 price range, due to overbuilding and 
shortage of adequate financing. No surplus reported in March 1956. 

Virginia 

Norfolk.—Moderate surplus in over $15,000 price range in Norfolk and Princess 
Anne Counties, created by inability of buyers to qualify on income. No surplus 
reported in March 1956. 

Washington 

Spokane.—Mild surplus in over $15,000 price range, due to speculative build- 
ing, fewer qualified buyers, and difficulty in obtaining mortgage money. No 
surplus reported in March 1956. 

In addition to the above reports of surpluses in November 1956, the following 
16 housing market areas were reported as having a surplus in one or more price 
ranges in March 1956, but no surpluses in November 1956: Arkansas, Pine Bluff; 
California, Sacramento; Colorado, Colorado Springs and Denver; Florida, Lake- 
land; Illinois, East St. Louis; Kansas, Wichita; New York, Albany ; Ohio, Akron, 
Canton, Cleveland, and Mansfield ; Tennessee, Knoxville ; and Texas, Dallas, Fort 
Worth, and Victoria. 
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HOUSING AMENDMENTS OF 1957 


EXxuHIsit C 


Comparison of cost—4%4- and 5-percent mortgages 


Monthly payment for princi- | Total monthly pay- Added interest 


; pal and interest ments to maturity cost ! 
Maturity and loan amount 


446 per- | 5 percent; Increase | 444 per- | 5 percent| To ma- 
cent 


20 vears: 
$10,000 loan S63 00 $2.7 $15,179 $15, 829 $640 
$12,000 loan 5 79, 20 i. 18, 214 | 19, 006 | 792 
$15,000 loan 94, 95 00 105 22. 768 2 

25 years: 
$10,000 loan 5 AR, 5O ) 16, 671 7, 526 RAS 
$12,000 loan 7 70. 20 ; 20, 006 91,031 1, 02. 
$15,000 loan 3 7. 75 4, 35 

30 years 
$10,000 loan 50.7 53. 70 3. 0 18, 229 19, 317 1, O88 
$12,000 loan 3 64. 44 3.4 21, 874 23, 181 | 1, 307 
$15,000 loan. —- 76. 05 80. 55 5 27, 343 28, 976 | 1, 633 


s | 990 | 


25, 007 26, 289 1, 282 


578 


694 
S08 


These figures show what the difference in interest costs would be (1) if the loan were held to it 


tot 
ld to its stated 
maturity date and (2) ifit were paid in full after 12 years. Recent studies of VA-guaranteed loans indicate 


that the average life is approximately 11 vears for 20-year loans and about 14 years for 25-year loans, 


EXHIBIT D 
[Copy of teletype] 


From: Veterans’ Administration, Washington, D. C. 

Date: December 3, 1956. 

To: Managers, all regional offices with loan-guaranty activity. 
Priority. 

As a result of the announcement of the increase of the interest rate on FHA 
loans from 4% to 5 percent and in anticipation that inquiries may arise con- 
cerning loan commitments to veteran loan applicants upon which the VA has 
issued its commitment form 1866 to guarantee a loan, the following is the text 
of a letter to be sent to all program participants without further clearance with 
central office. 

“The Veterans’ Administration as a_ result of the announcement of the in- 
crease in the interest rate on FHA loans to 5 percent desires to call to the atten- 
tion of all participants in the GI loan-guaranty program the following: 

“(1) The maximum interest rate on GI loans will remain at 4% percent unless 
otherwise authorized by the Congress. 

“(2) The VA has no objection to the inclusion of a stipulation or qualification 
in loan commitments to veteran loan applicants such as— 

“Tt is agreed that the loan shall bear the maximum interest rate permis- 
sible under the VA regulations at the time the loan is closed.’ 

“(3) Upon receipt of an application for loan guaranty (form 1802) with or 
without the qualifications as set forth in paragraph (2) the VA will consider such 
filing as evidence of a firm commitment on the part of the lender to the veteran 
to actually close the loan, unless the lender shall submit with the Form 1802 a 
letter from the veteran acknowledging his understanding that the loan commit- 
ment is tentative and that it may be withdrawn or canceled due to inability of 
the lender to close the loan under conditions contemplated by the lender at the 
time the tentative commitment was issued. 

“(4) The VA will not guarantee a loan closed at 4144 percent evidenced by 2 
note or secured by an instrument which contains a provision for an increased 
rate of interest if such is authorized by the Congress. 

“(5) The VA will expect all lenders who have outstanding loan commitments 
and on which the VA has issued its form 1866 to honor such commitments with- 
out undue delays and close the loans at the 4%4 percent rate. Breaching such 
commitments falls under the definition of detrimental practices under section 514 
of the Servicemen’s Readjustment Act and will occasion investigation and appro- 
priate action when such cases come to the attention of VA. 

“As of mid-November 104,000 certificates of commitment were outstanding 02 
loans awaiting closing by lenders. The amount of the loans covered by these 
commitments is approximately $1,200 million. The VA is aware of the impact 
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which the increase in the FHA interest rate will have on the VA loans now in 
process. However, we are confident that lenders who have processed or who 
hereafter process loans through VA will complete the loans in accordance with 
the terms proposed in loan commitment applications submitted to VA. 

7 ——, Manager.” 

As you know, existing law provides that the maximum interest rate chargeable 
on GI loans is 4% percent. In view of the increase in FHA interest rate you 
will undoubtedly encounter considerable inquiry and speculation as to whether 
or not the VA interest is to be increased. The VA position is that this is a mat- 
ter for the Congress to decide. Until such determination is made, the VA will 
be faced with similar and comparable problems in the processing of applications 
for loan guaranty during the ensuing months as prevailed during the early part 
of 1953 when great speculation maintained as to whether or not the rate on 
GI loans would be increased from 4 to 4% percent. Since the increased interest 
rate for FHA home loans will have an immediate impact on GI 4% percent loans, 
managers should be alert to note the impact in their areas and to report to central 
office on December 20 and January 10 general developments and any unique situ- 
ations that arise. This information will be important in connection with any 
appearances which the VA may be asked to make before the Congress in the 
event the interest rate problem is considered. 

In respect to paragraph (3) of the letter to the lender, where your office receives 
an 1802 accompanied by a letter from the veteran that he understands that the 
lender’s commitment is tentative and may be withdrawn, you should process the 
issuance of the 1866, but if such letter does not appear to be sufficiently explicit, 
you should direct a separate letter to the veteran at the time the form 4—1866 is 
issued, advising the veteran of the risks involved in case the lender declines 
to close the loan. 

RavpH H. Stone. 
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ExHisir E—COMMENTS OF VA REGIONAL MANAGERS OF THE EFFECT OF THE FHA 
INTEREST RATE INCREASE IN THE GI LOAN PROGRAM 


Submitted as of December 20, 1956, Pursuant to Request Dated 
December 3, 1956 
Montgomery, Ala. 

This regional office has been unable to feel an immediate impact relative to 
FHA interest rate increase from 4% to 5 percent, effective December 4, 1956. 

Recent release of FNMA relative to discounts will of course favor 5-percent 
FHA mortgages over 4%4-percent VA mortgages in the secondary market. 

Lenders and correspondents in the jurisdiction of this regional office indicate 
that there will be little or no financing available for VA mortgages in the imme- 
diate future at the prevailing 414-percent interest rate. 

The same lenders and correspondents indicate that there will be limited 
mortgage money for FHA-insured loans; however, it is anticipated by these 
individuals that there will be no mass diversion of funds from current channels 
to FHA-type mortgages solely because of the increase in interest rate. 

Isolated correspondents indicate that there will be limited activity on the part 
of certain insurance companies relative to continued participation in VA-guar- 
anteed loans at the prevailing interest rate. 

There exist considerable confusion, conflicting ideas; and numerous forecasts 
on the part of lenders, builders, and other program participants as to what 
action, if any, Congress will take when it convenes in January. 

Phoenia, Ariz. 

Most informed sources report that the recent increase in the FHA interest 
rate has not resulted in any additional mortgage funds. 

Investors have advised local lenders that they expect all unclosed FHA loans 
for which financing arrangements had already been made to be closed at the 
5-percent interest rate. However, there has been no change in the discount rate. 

No future commitments are available for either FHA or VA loans. 

Sale of mortgages now being made are the result of previous agreements with 
private investors and/or to FNMA. 

Since the increase in FHA interest rate some builders have reported that their 
construction funds for VA financing have been withdrawn. 

Other builders are continuing construction under VA financing arrangements 
based on previous commitments. 
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The consensus of opinion is that when present commitments have been ful- 
filled or canceled, there will be little or no funds available for construction under 
the VA program and it is felt in some quarters that the increase in FHA interest 
rate will not provide sufficient construction funds under that program. 

There seems to be considerable optimism among builders and lenders that the 
VA interest rate will be increased with the hope that this action will make more 
funds available. It is felt that any future planning being accomplished at this 
time is based upon that assumption. On the other hand, the opinion has been 
expressed by leading mortgage brokers that the increase in FHA interest rate 
was too little and too late to provide sufficient mortgage funds. 

Due to the fact that the situation is not at all clear at the present time and 
there is considerable conflict of opinion concerning future trends, the above 
information is about as accurate as we can now report. 


Little Rock, Ark. 


There is nothing of a unique development to report unless it be considered 
unique that the applications for guaranteed loans will approximate the same 
number received in November. Two factors may be considered as contributing, 
one being commitments lenders have outstanding to builders and other sellers, 
and probably of more importance is the indication that practically all lenders 
are taking applications with an agreement with the borrower that the interest 
rate will be governed by the maximum permissible at the time the loan is closed. 


Los Angeles, Calif. 


All available sources of inforamtion locally indicate that former investment 
purehasers of GI loans are making no offers for future delivery and will not 
estimate calendar date when discussions of price will be reopened. No current 
deliveries other than on FNMA previous commitments or on current FNMA 
over-the-counter price. Net result to date indicates that tract builders because 
of inability to obtain or discuss 1957 prices have withdrawn from market. 
Tracts submitted to this station November 26 to date touch alltime low of 8 
tracts for 502 units. 

Some local mortgage companies who have limited their activities to originating 
individual existing GI loans and selling them on package basis to investors are 
considering possibility of increasing origination free charged to seller in an 
amount sufficient to permit proposed net yield package attractive to institutional 
buyer. None of this latter practice is yet beyond conversation stage. 


San Diego, Calif. 

Availability of “take out” money except through FNMA is nil pending action 
on VA interest rate. 

Both builders and lenders have assumed attitude that rate of VA will be 
increased without question. 

FNMA issued new price list effective December 4, 1956, offering 98 for 5-per- 
cent FHA 203 mortgages and 94% for VA and FHA 203 414’s. 

FNMA standby commitments are now 94 for 5-percent mortgages and 90 for 
414-percent mortgages. 

All lenders are now writing clause for “higher interest rate at closing if 
authorized” in contracts and instruments. 


San Francisco, Calif. 

Principal effect of increase in interest rate on FHA loans to 5 percent has 
been to depress market for 4%4-percent loans by approximately 1% points. 
Present market for 414-percent loans is extremely limited regardless of diseount 
offered. Future 414-percent take-out commitments on GI loans are almost 
impossible to obtain in view of anticipated increase in interest rates on VA 
loans to 5 percent after next Congress meets. Nearly all lenders in this area 
during past several years have protected themselves by obtaining so-called 
escape letters signed by veteran buyers stating that the loan commitment is 
tentative and may be cancelled for any reason whatever. Lenders who have 
given take-out commitment on 414-percent GI loans are continuing to honor 
their commitments and promptly close their loans even though they have filed 
escape letters with VA. To date we have had no occasion to remind lenders 
of their obligations to expeditiously close loans. A few builder lenders in antici- 
pation of increase in GI-loan interest rate have placed veteran buyers in occu- 
pancy in their homes on a rental agreement basis with understanding that loans 
will be closed at such time as next Congress makes decision on possible inerease 
in interest rate. Many lenders and builders have expressed the opinion that 
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a possible increase in the VA interest rate to 5 percent will not materially increase 
the amount of funds available for GI loans. 
Denver, Colo. 

Lenders making sincere effort to complete outstanding commitments. How- 
ever, there is indication that our forms VB4—-1866 are being negotiated between 
lenders to accomplish this. 

Requests for appraisals of existing houses drastically curtailed with apparently 
no VA financing available for these loans. Both builders and lenders advise us 
that VA financing will be unavailable after present investors commitments have 
expired except at prohibitive discounts. 

Future planning of program participants uncertain and erratic with many 
builders drastically reducing their present staffs. 


Hartford, Conn. 


We have made a survey among active brokers and lenders in the Connecticut 
area and we find that the increase in interest rates on FHA loans had very 
little, if any, effect. 

In a discussion with one large lender who still is making GI loans, he stated 
that the principal reason why there has been a falling off in mortgage lending 
is the shortage of money. He explained the deposits have not increased to meet 
the demand for mortgage financing. We learned yesterday of one mortgage 
broker who had an outstanding allotment from the insurance company he 
represents of funds for GI loans which had not been expended. He was advised 
by his lender that the funds should be used only for FHA’s at 5 percent. Out- 
side of this single instance we know of no other unusual circumstance in ¢on- 
nection with the increase in the FHA interest rate. 

There is, however, very little, if any, mortgage money available for GI loans 
and if any loans are made, they are made on a highly selective individual basis 
and requiring a downpayment comparable to that required on a conventional 
loan. 

It is our opinion that the increase in interest rate on FHA loans has had little 
appreciable effect. 

Wilmington, Del. 

Some disappointment is being expressed by local mortgage brokers as a result 
of quotations for FHA 5 percents at 98. While earlier FHA’s brought 96 in 
many instances, it was anticipated by some quarters that FHA 5 percent would 
be taken at par which has not yet come about. 

Conventional loans appear to have moved from 4% to 544 on one-third down- 
payment loans. 

Current offerings in connection with previously committed VA 4% are quoted 
at 96 to 99 depending upon lenders’ specifications for loans. The supply of 
money for new VA loans at 44% percent—2 percent down—30 years, is reported 
as nonexistent. The explanation offered is that major sources of funds are 
standing by awaiting resolution of the questions surrounding the current 414- 
percent VA interest rate. 

Frequent mention is being made in local lenders’ and builders’ circles con- 
cerning the application of the WA direct-loan program for the entire State of 
Delaware. Feeling is strengthening with builders that the direct-loan program 
is the most effective solution to the mortgage financing problem in this State. 
It is recognized that this view ignores solution of the problem on a national 
basis, 

Additionally, the disinterest on the part of large lenders to make future com- 
mitments until the question of VA increased interest rate is resolved has caused 
some strain and concern to local mortgage brokers who presently find them- 
selves unable to market VA 41%4’s made without commitments from permanent 


lenders. This situation has tended to dry up funds for commitments to builders 
for new construction. 


Washington, D. C. 

Pursuant to your request dated December 3, 1956, a telephone survey was made 
through several mortgage brokers, banks, insurance companies, and other loan- 
suaranty participants. 

The general comment indicated that an increase in the VA interest rate is 
desirable but would not necessarily cure the tight GI money situation, inasmuch 
as other factors such as competitive interest yields on other investments must 
be considered. One example mentioned frequently pointed to municipal bonds in 
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both Fairfax and Prince Georges Counties. Such bonds pay an interest yield of 
4.7 percent and are not subject to Federal income tax. A saving is also‘effected 
by the investor on cost of loan and other processing as well as the normal one- 
half of 1 percent servicing fee. 

Mention was also made of commercial investments, Government bonds, and 
other preferential investments which would yield equal income yet involve a 
lesser risk factor. 

Generally the above-recited comment reflects the opinion of those officials of 
the agencies and industry participants in the VA loan-guaranty program in the 
metropolitan Washington area. 


Jacksonville, Fla. 

Since the receipt of this TWX, we have received only normal requests for can- 
cellation of outstanding commitments and so far we have only had occasion to 
question two applications on which attempts are being made to finance under 
FHA due to changes in discounts resulting from increase in interest rate. 

We are receiving numerous calls daily from lenders asking for a clarification 
in regard to processing applications where loans could not be closed for 2 or 3 
months. Nearly all lenders are becoming cautious in submitting applications 
and anticipate an increase in the interest rate on GI loans. We expect the major- 
ity of our lenders to close the GI loans hased on 4% percent interest, especially 
on homes that have been completed to date. 

Builders are not as much concerned at the present time about interest rate, 
but more about high discount rates that are being charged. Many of our can- 
cellations are required by the builder due to inability to place loans. 

Applications received to date are 425 as compared with 706 for December 1955, 
and 627 for November 1956. 

Miami, Fla. 

It is difficult to isolate the reaction of the FHA increase from the action im- 
mediately following by FNMA in reducing the purchase price of over-the-counter 
sales to FNMA, which in this area means that the builder will net approximately 
92%, to £3 percent for his mortgages, the variation depending upon the price 
obtainable for FNMA stock which is estimated at a minimum of 25 cents and 
a maximum of 50 cents in arriving at the net amount. 

The Miami area has only an extremely limited reserve for the actual holding 
of mortgages, and I believe it conservative to estimate that over 90 percent of 
GI loans originating in this area rely upon northern sources, particularly New 
York savings institutions, for their permanent disposition. With the gradual 
hardening of these money sources over the last few months, practically all of the 
local brokers were relying on the continuing availability of FNMA at a figure 
which would net the seller (builder) 9414. 

As harsh as these terms were, it did permit a builder to “bail out” of his present 
operation and possibly consider a minimum future building program. The FNMA 
eoncurrent action with FHA was in the vernacular of the boxing fraternity, the 
one-two punch, and has accomplished the same result by knocking out any future 
construction in this area until some relief is obtained through Congress. 

As to VA, all lenders, with only one known exception, utilize the noncommit- 
ment letter in which it states that even if the VA commits, this is not a binding 
contract between the ender and veteran. So today we have veterans, some 1,200 
in this area, who are faced with a rejection of their loan or confronted with a 
lease agreement. Up to this time there has been a spirit of cooperation or under- 
standing among the 3 parties concerned, based on the belief that Congress will 
approve a 5-percent rate, and what is equally important, promptly. If such is not 
done, the plight of veteran housing will be pitiful, and our offices, to the extent of 
r'rocessing new applications for reasonable value and commitments, might as well 
silently fold their tents. 

As this office is perhaps too prone to do, our viewpoint is directed at the position 
in which the project builder, his lender, and the veteran who is purchasing a unit 
within a project. The individual veteran buying an individual unit, either exist- 
ing or proposed, has been in an almost impossible situation for the past vear. The 
progressively tightening money market has, except in very rare instances, made 
it impossible for him to secure a GI lean. 

Atlanta, Ga, 

FHA interest rate increase has not affected number of VA loan applications. 
Those received have been generally supplemented by letters signed by veterans 
indicating agreement with increase in rate if any prescribed by new Congress. 
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Local FHA office reports no increase in requests as result of change in their 
interest rate. 


Honolulu, T. H. 


Savings and loan associations have been out of the VA and FHA market for 
along time. They are interested only in conventional loans at 6 to 7 percent plus 
discounts. Loans are made for their own investment and not for resale. 

Commercial banks and their branches have applied restrictive measures for 
the past year or so to conserve their limited investment capital. On GI loans, 
the downpayment is from 15 percent and up with maturities of 15 to 20 years. 

Loans are not usually made for resale except that a very limited number of 
guaranteed loans made on more liberal terms have been sold to the Territory 
of Hawaii for retention in the veterans’ $20 million bond issue fund. Their 
conventional rate is 5% percent plus discounts. Some have been doing a limited 
amount of interim financing for builder-lenders and mortgage companies at the 
voing interest rate plus a finance fee of 1 percent and up. There has been no 
noticeable impact from this source due to the limited participation in the 
program. 

Real estate mortgage companies and trust companies represent mainland 
insurance companies so all of their mortgages are for resale. Up until a few 
years ago, there were no really so-called mortgage companies in Hawaii and 
the only mortgage loans made by the trust companies were limited to their 
own investment funds. The above two types of lenders have almost entirely 
carried the 444 percent loan business. Therefore, the curtailment of 4144 percent 
money from this source is having a very serious immediate impact on the 
veterans’ housing program as illustrated from our interviews with mortgage 
lenders. This leaves Hawaii with no source of mainland money for 4% percent 
loans other than those loans previously committed. 

The $20 million Territorial bond issue for the purchase of veterans’ home loans 
as guaranteed by the VA has nearly been used up due to mortgages purchased 
or contract commitments made to certified lenders. 


Boise, Idaho 


Contact with a representative number of loca! lending institutions and local 
outlets of eastern insurance companies indicate in nearly every case that such 
lenders intend to honor previous 4% percent loan commitments. The action 
of the FHA in announcing an increase to 5 percent in interest rates has caused 
a general slowing down of both guaranteed loan applications and requests for 
appraisals since the effective date thereof. As an example, for the period 
October 26 to November 158, 1956, this office received 127 forms 1805, requests 
for appraisals. In a similar period from November 26 to December 18, 1956, 
these had dropped to 98. In the same comparable periods, guaranteed loan 
applications dropped from 65 in the first instance to 38 in the second period. 

It is recognized that some of this reduction in volume is chargeable to the 
season of the year in this area due to weather conditions, but it is believed that 
it is substantially caused by the increase in the FHA interest rate. 

It is the general concensus of lenders in this area that they will not process 
hew applications for guaranteed veterans’ loans due to the difference now 
existing in the rate of interest. While it has not had sufficient time to develop, 
there is indication that applications for direct loans will substantially increase 
over the next several weeks. 


Indianapolis, Ind. 


Our loan guaranty oflicer recently attended a panel discussion held in 
Lafayette, Ind., attended by five representative members of the mortgage in- 
dustry. These attending members yoiced a high degree of pessimism as to 
GI home-loan activties at the existing 444 percent rate. There seemed to be a 
total disregard attached to the rate value of the guaranty, the stress being 
on yield. Most of the speakers were of the opinion that an increase in the 
GI interest rate to 5 percent would not solve the discount problem. The same 
applies to the FHA increase. 

Immediate repercussions seem to point to— 

A marking time position taken by all classes of lenders, large and small. 

A lowering of our average daily receipt of GI home loan applications. 
(December 1955 daily average, 33 cases; December 1956 daily average, 28 
cases. ) 

A much lower number of project submissions in December 1956 (7 new submis- 
sions) as coinpared to December 1955 (15 new submissions). 
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Lenders seem disposed to permit unemployment of loanable funds until the 
GI interest rate is increased, which increase is fully expected. 


Chicago, Il. 

Requests for certificates of reasonable value for December 1956 down 30 
percent from December 1955. Mortgage brokers delaying commitments to 
builders and delaying filing of VA loan applications due to reluctance of investor 
outlets. Numerous requests from mortgage houses to withdraw or suspend 
upplications not yet processed by VA. Numerous phone calls from veterans 
stating builders are requesting amendment of contracts to take advantage of 
higher interest rate if and when possible no doubt due to fact lender contracts 
not interested in 414-percent loans. Small mortgage brokers who depend) on 
NMA outlet find it practically impossible to handle future commitments at 
reduced rate. 


Des Moines, Iowa 

Institutional investors and large insurance companies are withholding com- 
mitments and refusing to accept GI loans at 4% percent. The majority of the 
lenders in this State are refusing to make GI loans, holding out for a higher in- 
terest rate. 

The Federal National Mortgage Association announced shortly after the in- 
erease in the FHA interest rate went into effect that it would buy the new 
FHA 5 percent loans at from 97% to 991%. Their prices for mortgages carrying 
the old 4% percent rate have been cut, now varying from 96 to 94. 

Under the voluntary home mortgage credit program during the month of 
October out of 69 applications sent to eligible veterans, 36 were received by 
VHMCP in Chicago, resulting in 16 commitments, of which 12 were canceled, 
showing a net of 4 loans placed for the entire month. This is an indication that 
most lenders in this area are closed to GI 4%4-percent loans. 


Wichita, Kans. 
Applications for month decreased approximately 10 percent. It is not felt 
decrease is result of FHA 5-percent rate. 


Louisville, Ky. 

This increase (in FHA rate) has caused little or no impact in the GI loan 
program in this area. Lenders do not feel there will be any change in the tight 
money market until after Congress convenes and a decision made regarding GI 
loans. Increased interest rates without reduction in downpayment requirements 
has not stimulated sales of FHA homes. 


New Orleans, La. 

FHA increase in interest rate has not as yet been reflected in our operations. 
Builders, prior to the increase in interest rate, were having difficulty in obtaining 
commitments and the situation is becoming more serious. Builders report that 
the increase to 5 percent by FHA did not stimulate buyers interest in FHA 
mortgages. 


Shreveport, La. 

All of the mortgage loan brokers in the Shreveport center area state that they 
are unable to obtain, at this time, tentative commitments from investors for 
money to finance VA loans at the current 4% percent interest rate. The savings 
and loan associations are making loans to veterans at 414-percent interest only 
when they have surplus funds after having satisfied all FHA and conventional 
loan applicants. The building contractors in the area are unable to obtain ad- 
vances from banks to construct houses for veterans at the prevailing interest 
rate. 

The appraisal assignments on proposed construction at this date are off about 
30 percent compared with last month at this date. The loan applications are 
down this month about 20 percent compared with the applications this date last 
month. 

It is the general belief of the builders and lenders in the area that it will be 
practically impossible to continue the guaranteed loan program of the VA 
unless the interest rate is raised and the veterans loans placed in competition 
with conventional and FHA loans. There are a few builders who have en- 
cumbered commitments from investors at 414-percent interest which will be 
completed when the houses have been constructed. Several of the builders and 
realtors are financing with the intention of selling the mortgage loans to the 
Federal National Mortgage Association. 
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Togus, Maine 


* Whereas appraisal assignments processed in the Loan Guaranty Office indi- 
cated a steady increase averaging 15.5 percent in 1956 over 1955 until the 
month of September, the workload processed subsequently indicates a steady 
decrease averaging 16.5 percent. In the month of December to date 64 assign- 
ments have been processed against 142 during the entire month of December 
1955. 

The data in the above paragraph would appear to indicate that the trend 
reflects the tightness in mortgage funds and no statement can as yet be made 
as to the effect of the announced increase in the FHA interest rate. 

Among the most active lending institutions there is a growing tendency to 
decline to accept further GI loan applications regardless of any down payment to 
be made until the Congress acts on the question of increasing the interest rate. 

The largest by far of the VHMCP lenders in this area has not yet stated any 
change in position with respect to the program. 


Baltimore, Md. 


FHA rate increase has not as yet affected number of appraisal requests or 
applications submitted this office. However it appears that builders’ plans are 
predicated on an anticipated increase in VA interest rate. Prospects for mort- 
gage funds not too encouraging. Lenders continue to honor previous commit- 
ments. 


Boston, Mass. 

During the calendar year of 1955, this office received approximately 25,000 
loan applications. It is estimated that during the calendar year 1956, this 
office will receive approximately 21,500 loan applications. This represents a 
decrease of loan applications received during 1956 of some 15 percent for the 
entire calendar year. The monthly percentage decrease is about the same from 
month to month. Our appraisal assignments for the calendar year have de- 
creased about 7 percent. However, during the months of November and De- 
cember there has been a substantial drop in our appraisal assignments, amount- 
ing to 15 percent during the aforementioned period. This would indicate a low 
volume of loan applications during January and February of 1957. 

During the last 2 weeks, our Loan Guaranty and Contact Divisions have been 
tabulating the number of veterans reporting that they were unable to obtain GI 
loans. This tabulation reveals that this office received notification that on the 
average about 1 veteran per day, or a total of 15 veterans have been unable to 
obtain a GI loan. However, prior to this survey, we have received many notices 
from veterans that they were unable to obtain GI loans. 

From a review of the situation in Massachusetts, it would appear that the 
lending institutions located in the large cities or congested areas are very 
much interested in having the interest rate increased, as they feel that it 
would alleviate the tight money situation. Lending institutions in the smaller 
cities and towns located throughout the State generally appear to be willing 
to continue to loan money at the 444-percent rate. Savings banks in this State 
noticed a sharp falling off in their savings deposits, dating back to February 
of 1956. During the past month, banks have observed gradual increases in 
deposits of savings. By State law, savings banks cannot invest more than 70 
percent of their deposits in real estate mortgages, and from our best infor- 
mation most banks have already invested up to the 70 percent of their deposits. 
However, they seem more optimistic for deposits in 1957. Our mortgage com- 
panies business amounts to not more than 1 percent of our total volume, Bank- 
ers refrain from stating definitely that an increase in the interest rate will 
bring more mortgage money into the market. 


Detroit, Mich. 


The information gathered from both lenders and builders on the subject 
is to the effect that the number of VA-loan-financed building starts will be very 
substantially reduced. In view of the FNMA purchase price schedule effective 
December 4, 1956, in which prices on VA 414-percent loans were reduced 1% to 
34 points, several builders have stated that they cannot continue to operate at a 
profit on that basis and are considering no VA projects for 1957. 

Both builders and lenders question whether an increase in interest rate on 
VA loans is a solution. An increase in the interest rate would increase the 
monthly mortgage repayment and add to the difficulty that is being experienced 
in qualifying veteran purchasers. At the present time, several builders have 
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reported they are meeting with difficulty in liquidating their present inven- 
tories and, in some instances, inducements are being offered to the purchasers 
in the form of appliances, moving expenses, etc., in an effort to promote sales. 
It has been suggested that consideration be given to a 40-year amortization 
rate with no change in the present 30-year maximum loan term. This method 
would reduce the required monthly payment, and the principal balance would be 
reduced to an amount which should be easily refinanced at the end of the 30- 
year loan term. While this method may improve sales of the properties, it is 
quite possible that it would have a detrimental effect on the sales of loans. 

The information reported herein is based on contacts with representative 
builders and lenders. It is the consensus of practically all parties contacted 
that the excessive loan discounts are throttling the program, with most of the 
builders deciding not to make any new commitments or starts until the future 
can be more definitely defined. 


St. Paul, Minn. 


We are informed that despite the increase of the FHA interest rate to 5 
percent, FHA loans at that rate are still being discounted about 2 points. 


Jackson, Miss. 


Our regional money situation has been closely watched since the announce- 
ment of FHA’s increased interest rate. Immediately following this announce- 
ment the majority of our savings and loan associations discontinued giving ad- 
vanced commitments on either VA or FHA loans. Sufficient demand exists 
to use all available investment funds in well-secured conventional loans at higher 
rates of interest. At this time the duration of their withdrawal from VA and 
FHA loan markets cannot be predicted. 

“Our mortgage brokers indicate that little interest is being exhibited for FHA 
loans even at the increased interest rate. Offers made on these loans have been 
tentative rather than firm. Tentative offers on the new FHA loans require dis- 
counts ranging from 2 to 3 percent. Most brokers observe that no new money 
is being brought into the mortgage market by the increase but that it has 
somewhat reduced discounts which were previously asked. 

Little or no interest is being expressed by investors for VA loans during 
the coming year. One broker has a limited outlet for the coming year at 5 
percent discount for 20-percent downpayment, 20-year maturity VA loans. This 
is the only firm offer for the coming year that we have been able to uncover 
among our brokers. Indications are that investors are waiting further develop- 
ments before making any type of offers. Money for advanced VA commitments 
is practically nonexistent. No appreciable drop has yet been noted in our 
receipt of VA guaranteed loan applications. Our volume of applications for 
December will be approximately the same as for the previous 2 months. Ap 
praisal requests continue to fall off. Investors are honoring their outstanding 
commitments but upon expiration of the commitments sharply increased dis- 
count rates are being required for renewals. These rates are quoted as being 
between 6 and 8 percent. 


Kansas City, Mo. 


Officials of our Loan Guaranty Division have been very careful to note any 
indication of a different attitude toward the VA loan guaranty program by 
lenders and investors in this area since the FHA action was taken. To date, 
there has been no appreciable difference in the volume of applications being 
received for VA guaranty, other than the usual, normal decrease which prevails 
at this time of the year. Both inquiry and volume have remained at approxi- 
mately the same level that existed before announcement of FHA increase. 

On the basis of discussions that our officials have had with officials of loan 
companies and investment companies, it is our opinion that commitments of 
investors for the purpose of VA guaranteed loans will be reduced or withheld 
entirely after the first of the year, pending the outcome of possible changes 
in the VA loan guaranty legislation by the new Congress. This, of course, is 
merely an opinion since no lenders or investors care to make a definite statement. 


St. Louis, Mo. 


The recent increase of the interest rate on FHA loans to 5 percent has further 
depressed the GI loan market in this area. 

Generally speaking, the market at present is unsettled and somewhat con- 
fused ; however, it appears that the 4-percent market has dropped 38 to 4 points 
since the rate increase. 
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The top price for VA’s for immediate delivery currently is about 95 for 
choice loans—new property, 10 percent downpayment. New property with 
2 percent downpayment is about 2 points lower. Virtually no general market 
appears to exist for future deliveries; if it did, it would probably be about 2 
points lower. Prices for loans on older properties would be scaled downward 
as much as 5 additional points depending on downpayment, location, size, etc. 

General market prices for 5-percent FHA’s appear to be 98 to par. 

It appears that very limited funds are and will be available for 44% GI loans 
pending action on the interest rate question. 


Fort Harrison, Mont. 


We cannot report any unique developments, but we have, like most offices, been 
plagued by a substantial number of inquiries from builders, brokers, lenders, 
and veterans as to what VA is going to do about the interest rate. 

There has not as yet been an appreciable decrease in number of appraisal re- 
quests. This is due, in our opinion, to the fact that requests received during 
the past 2 weeks relate largely to cases on which lenders had committed them- 
selves prior to the announcement of the FHA rate increase. We do estimate a 
very substantial drop in volume from now on. We believe that we will receive 
good cooperation from all lenders in the closing of loans at the 4-percent rate on 
those cases on which we have oustanding commitments. 

Discount rates for our area have been subject to considerable fluctuation since 
December 3. First reports were that FHA 5’s were acceptable at par, but cur- 
rent reports from those lenders who have outside insurance company markets 
indicate that probably a 2-percent discount will be imposed on 5-percent loans. 
Discounts on 414-percent loans now reportedly vary from 4 percent to 6 percent, 
which is a decided increase for this State. The effect on placement activity of 
the voluntary home mortgage credit program cannot yet be determined. That 
agency has not been particularly successful in their Montana operations and 
their problems in placing Veterans’ Administration 444-percent loans have now 
been multiplied. 


Omaha, Nebr. 


The impact of the increase in the FHA interest rate to 5 percent was imme- 
diate in this regional office. This is clearly shown in comparing the number of 
applications and appraisal requests received during the past 12 working days, 
and the 12 days immediately preceding the increase. 

We received 58 applications from November 15 through December 3, and 28 
applications from December 4 through December 19. We received 67 appraisal 
requests from November 15 through December 3, and 43 appraisal requests from 
December 4 through December 19. 

Numerous inquiries have been received from veterans, builders, and sellers con- 
cerning the availability of direct loans and whether new areas would be added 
to the eligible list. They have all been advised in accord with the facts and 
none have been referred to central office. 

Reno, Nev. 


Lenders in this area advise there is no financing available for GI loans other 
than the Federal National Mortgage Association, who is presently buying GI 
loans at 94. 

Manchester, N. H. 


Local. .banks report that whenever possible home loans are being processed 
through FHA due to increase in rate. Most banks are making GI loans on a 
reduced basis and waiting for congressional action. Builders are advising vet- 
eran clients to process through FHA if possible to insure loan. Some banks 
reluctant to make GI loans in excess of 15 years. Volume of GI loan applications 
has not decreased substantially since FHA rate increase but appraisal requests 
have declined drastically. 


Albuquerque, N. Mez. 


There was no immediate reaction in this area that greatly affected the avail- 
ability of funds for VA-guaranteed loans after the announcement that the FHA 
interest rate was being increased. However, immediately after the Federal 
National Mortgage Association announced their new prices for FHA 5 percent 
and VA 414 percent loans, the investors currently doing business in this area 
announced that they would not accept VA 4% percent loans at any price. There 
were many verbal and tentative commitments to builders and mortgage brokers 
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in this area by investors for the purchase of VA 414 percent loans and as far as 
we have been able to ascertain, they have all been canceled. 

There were a very few firm commitments outstanding that are, of course, 
being honored but, except for these few isolated cases where firm commitments 
were in existence, there is no market for VA-guaranteed loans from any source, 
except through FNMA and brokers are willing to handle loans for sale to FNMA 
only where there is to be a firm commitment and at a price of about 90. 

During the past 10 days, the loan guaranty officer has personally contacted a 
representative of every lending institution in this area that is active in the 
origination of VA-guaranteed loans. As far as we have been able to ascertain, 
not one builder has been willing to pay the discount required in connection with 
the same of loans to FNMA, no new commitments have been issued, and all 
tentative or verbal commitments have been canceled. Unless there is a change in 
the attitude of lending institutions and investors, we can expect immediate and 
drastic curtailment of construction throughout the area and a complete shutdown 
on GI financing as soon as the few firm commitments now in existence expire or 
have been absorbed. We do not anticipate that FHA financing will be increased 
to any appreciable extent because there is not any great demand for FHA 
financing under present regulations. Some builders had already started con- 
struction on projects depending on verbal and tentative commitments from 
insurance companies and mutual savings banks and now, because such commit- 
ments have been canceled, they are shutting down. They simply cannot pay the 
discount required in connection with FNMA financing because to do so would 
mean that the entire profit allowed in the certificate of reasonable value would 
be absorbed in the payment of the discount. On top of that, they have such items 
as “marketing expense” that must be paid and cannot be allowed in the certificate 
of reasonable value. 

During the past few weeks, many builders have expressed their opinion re- 
garding the advisability of increasing the interest rate on VA-guaranteed loans. 
We have not solicited such information but, without exception, they have been 
of the opinion that the interest rate should be raised. Many lending institutions 
have also voluntered their opinion regarding the subject and, with only 2 or 3 
notable exceptions, they have been of the opinion that the interest rate should 
also be increased to 5 percent or more on VA-guaranteed loans. In most cases 
they favored a flexible rate. In the isolated cases where lending institutions did 
not favor increasing the VA rate, they clearly stated that it was their opinion 
that failure to increase the rate would certainly result in the abolition of the 
VA loan guaranty program and in the expansion of the FHA program which, 
in their opinion, was desirable. 


Albany, N. Y. 

Most lenders contacted state they will continue to consider applications for 
$% percent VA loans from veterans having accounts and other business with 
their institutions; nevertheless, it appears lenders will be very selective to the 
extent that persuasive efforts will be used to divert low risk, credit-worthy VA 
loan applicants to other avenues of home financing at higher interest rates. 

Information available from several of our areas indicates many VA loan 
applications are currently not being accepted, also larger institutions which 
ire refusing to consider VA loan applications on a local basis are purchasing 
out-of-State and west coast VA loans at sizable discounts in their efforts to 
increase yield. 

The majority of marketing contracts currently being presented for approval 
now bear the qualification, “4% percent or the maximum permissible interest 
rate as authorized by the VA at the time of delivery of the deed and mortgage 
closing.” 

This: office will continue its efforts to obtain further information regarding 
general developments on the above and a further report will be made to your 
oliice on January 10, 1957. 


Buffalo, N. Y. 

I, in company with the loan guaranty officer, have personally contacted the 
major leading lending institutions in this area and have found a general tighten- 
ing of funds available for VA-guaranteed loans. It is believed that they are 
discouraging these loans awaiting the outcome of the next session of Congress 
concerning the VA interest rate. The lenders have also become quite selective 
on the loan applications they are accepting and on these they are requesting the 
veteran purchaser to complete the statement in which he agrees to pay the 
maximum interest rate allowed ut the time of closing. 
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This office has not noticed an appreciable decline in certificates of reasonable 
value,issued or loan applications received thus far; but we must remember the 
FHA’s increased interest rate has been in effect only a short time. The effect 
over a prolonged period could not be estimated at this time. 

New York, N.Y. 

Lending institutions are definitely not committing themselves for any more 
4% percent GI loans. GI loans at 4% percent are at a standstill. Reports 
indicate that lenders are honoring previous commitments made at the 4% per- 
cent rate. Field information reveals certain nonsupervised lenders will still 
process 4% percent mortgages on existing properties with prevailing rate clause, 
where sellers agree to pay discounts ranging from 3 percent to 6 percent, depend- 
ing upon selectivity of security and amount of down payment. 


Syracuse, N. Y. 


Re impact of increase in interest rate by FHA, it is too early to note any 
appreciable effect. Loan applications and reports currently being received are 
relatively high for this season. Believe this due to prior commitments. Notice- 
able drop in appraisal requests due: 

(1) To normal seasonal drop. 

(2) To closer screening by lenders any of whom have reached or are reach- 
ing limit of mortgage portfolio and are limiting new loans to pay backs and 
increased deposits. New deposits are spread over more banks due to increased 
dividends paid by commercial banks. 

(8) To increased down payment requirements on GI loans by many of our 
larger GI lenders. 

Our largest commercial bank who over the vears has been very active in GI 
loans has informed us it will make no more 414 percent loans. Innumerable small 
lenders have also stopped all 41%4 percent loans, many holding to 6 percent 
conventionals. 

One of our largest savings and loans stated that with the increased interest 
rate by FHA to 5 percent plus ™% percent insurance fee that under their per- 
missible 80 percent loan to value ratio they now can divert many FHA loans 
to 54% percent conventionals. The mortgagor pays no more yet the lender re- 
ceives full 51%4 percent. They have curtailed GI loans to an exceptional case 
only. 

Since VA permits commitments on basis of highest interest rate authorized at 
date of closing many lenders approve credit based on 5 percent rather than 4% 
percent interest. We are following this practice when VA Form 41802 so 
dictates. 

Winston-Salem, N.C. 

General developments in this area indicate an approximate 25 percent decrease 
in GI loans received over November, and approximate 15 percent decrease for 
same period of appraisal requests. This not considered mainly because of FHA 
increase, but a general downward trend of past 6 months plus Season decline. 
Approximately 50 percent increase in direct-loan applications received. A few 
instances of FHA increased rate loans being sold at par. 

Fargo, N. Dak. 

There has been no noticeable trend in the volume of loan applications to date. 
The volume of applications normally is down during the extremely cold winter 
months in this area. 

The following information has been obtained from contacts with lenders since 
the FHA raised their interest rate to 5 percent on home loans: 

(a) One national bank stated that they are not making GI 41% percent loans 
except to very choice customers. This bank retains their portfolio of GI loans. 
The money market is tight and they are able to place all of their available funds 
for real estate mortgages on FHA and conventional loans at a higher rate of 
interest. 

(b) Another national bank, which sells its GI loans and retains their servicing, 
stated that they will continue to make GI loans as long as they can find a market. 
They have been selling GI loans at 2% percent discount, which they in turn 
charge the builder or seller. They stated that if discounts are greater, they may 
not be able to sell them readily. 

(c) Two building and loan associations were contacted. One of the largest 
associations in this area stated that they were not going to make 414 percent 
loans if they can get their money out at 5 percent or more. They anticipated that 
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very few GI loans will be made by their association at 4% percent. The other 
association stated that they will continue to make GI loans for a while at the 
present 4% percent rate. 

(d) A mortgage banker, whose source of money for loans is principally from 
large insurance companies, was contacted and he indicated that fewer GI 
114 percent loans would be made since FHA has increased its rate to 5 percent. 


Cincinnati, Ohio 

This office has not as yet noticed any impact on GI loans resulting from in- 
creased FHA interest rate. Receipt of loan applications remains steady. 

Requests for cancellations of outstanding commitments has increased. However, 
in most cases lender indicates veteran has withdrawn from transaction and 
furnishes letter from veteran verifying this fact. 

Majority of lenders are including a stipulation in their commitments to vet- 
erans as authorized by your teletype message. 

Lenders, particularly mortgage brokers, have indicated that advices from 
their principals indicated a lesser amount of money will be available for GI 
loans in 1957 than in 1956, regardless of whether or not interest rate is increased. 

There has been a large reduction in volume of requests for appraisals and 
builders indicate a tendency to hold up submissions until after Congress convenes 
to see whether an increase in rates will be granted. Some builders, who normally 
processed cases only through VA now state they will go FHA due to reluctance 
of big lenders to take VA loans at lesser interest rate. 


Cleveland, Ohio 

The effect of the 5 percent interest rate established for FHA loans has made 
GI 4% percent loans extremely difficult to obtain even with large discounts. 

Lenders feel that the 4144 percent interest rate allowable on GI loans is unreal- 
istic. It is certainly not competitive and it is questionable should the rate be 
increased to 5 percent whether any large sums of money would be made available 
for GI financing. 

Builders and lenders alike feel that even the 5 percent rate for both GI and 
FHA loans would not be attractive in the present situation, since conventionals, 
in order to compete with other types of investment are drawing interest rates 
from 514 to 614 percent in this market. 

A good portion of the lending in this region is done by mortgage companies 
whose eastern source of supply are not at this time, interested in either current 
prices or futures for either FHA or GI loans, they are interested solely in net 
yield, and on this basis GI’s are selling down as low as 88 to 90 and as high as 
93%. FHA 5 percent loans with a one-half percent servicing charge to be paid 
to the originator are being priced at 9614. 

Lenders would make more GI loans should the interest rate be raised to 5 
percent; however, at the present they are not interested in 414 percent paper 
which has resulted in our request for individual appraisals to decrease 53 per- 
cent this month as compared with December 1955 and 30 percent Jess than 
November this year. In November of this year our individual requests were 
50 percent less than the same month in 1955. 

It is to be noted there is a continued drying-up of the GI market where the 
interest rate is only 414 percent. 

Builders, knowing the need for housing in this region are, in a measure, bullish. 
They feel that with the increase in FHA interest rate and providing the VA 
rate is increased proportionately, that despite other problems, a way will be 
found even with unusually large discounts to find construction funds, and that 
1957 will be at least as good, if not actually better, in home building. 

Most sources feel that while the VA may increase their interest rates to 5 per- 
cent the equivalent to that charged on FHA loans less the insurance, of course, 
while becoming more attractive to investors, still leaves both agencies behind 
the market, which is to say that the return is still less than investors are able to 
secure from many competitive investment media. 

The increase in the VA interest rate, if approved by the Congress, while unques- 
tionably welcome and helpful, will not cure the financial dilemma in which 
mortgage financing in home building finds itself today. Lenders, as a unit, 
virtually all agee that the solution is to free FHA and VA interest rates entirely 
and let them seek a normal level in the areas in which the loans are being 
processed. 

The number of units submitted by builders contacted in panels during the 
month of December approximate the same number as were submitted in Novem- 
ber 1956, and December 1955. 
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There is a shortage of GI housing in this region and will become more acute 
as time goes on since it is anticipated that approximately 100,000 additional 
employees will be brought into the region to man the manufacturing projects both 
planned and being built within the next 18 months. 

The average income per family in this region is $1,921 more than the national 
average. 

There are little or no vacancies in rental units in this region. 

Delinquent mortgage accounts represent 1.08 percent. This is less than one- 
half of the national average. 

In conclusion, we must admit the 4%4 percent interest rate, as compared with 
the FHA 5 percent, is unattractive and lenders will and have favored the FHA 
5-percent loan rather than the VA 4% percent. 

It is as difficult to find a lender willing to make a commitment on a 414-percent 
loan as it is difficult to find a needle in a haystack. 

A 5 percent interest rate for GI loans will not cure the ills since all lenders 
admit they will be compelled to ask discounts of the sellers to keep their port- 
folios in balance with other types of investments where the yield is much more 
attractive and permits said lenders to pay a higher interest rate on deposits. 

Lenders feel that the business of lending on home construction or purchase 
does not exist in a separate compartment by itself. The demand for these 
dollars must compete with the demands of all other types of borrowers. 

The demand for housing is greater than ever in this region, and it is felt that 
the Veterans’ Administration and Congress should do something about making 
possible the benefits veterans derive through their service in World War II 
and the Korean fracas. The percentage of veterans, who have to now used 
their entitlements, is far too small. More would avail themselves of their rights 
and benefits if something were done toward making it possible for a loan to 


be made for the purpose of housing whether it be through a lender’s office or by 
the Government direct.” 


Muskogee, Okla. 


VA home financing is becoming increasingly difficult and it is anticipated the 


situation will become worse as more of the available financing is turned into 
FHA channels.” 


Portland, Oreg. 

Representative sampling of three principal sources of GI loans in Oregon 
reveals following situations: 

1. Two large commercial banks with 138 branches: Increase in FHA interest 
rate has not affected policy on either FHA or VA loans for reason that general 
demand for other types of loans, bearing higher interest rates, had heretofore 
resulted in retrenchment from both lending fields. Only selected customers may 
obtain either VA or FHA loans, and then on 20-percent-minimum downpayment 
and 15-year maximum term. 

2. The large savings and loan associations which heretofore have submitted 
sizable number. VA home-loan applications over the years, state they cannot 
borrow from Federal home-loan banks at present rates and invest in either VA or 
FHA loan at new interest rate. There is current demand for all funds obtained 
from deposits and repayments on loans bearing 5% to 6 percent interest rate. 
This obviates any investments in VA or FHA loans at par. They will purchase 
VA and FHA loans on market at discount which will permit 5% percent earning. 

5. Mortgage brokers: Previous to raise in FHA interest rate most large 
eastern insurance companies committed to take out VA and FHA loans on 
average as follows: 2 to 5 percent down, 25-year term, 3 to 4 point discount; 
10 percent down, 20- to 25-year term, 2 to 3 point discount. 

Average present quotations on V.A loans are as follows: 2 to 5 percent down, 
25-year term, 7 to 7144 point discount; 10 percent down, 20- to 25-year term, 
544 to 6% point discount. Quotations on new FHA loans regardless of down- 
payment and term average, at 2 point discount. 

Real-estate brokers are again resorting to land-sales contracts at inflated 
prices and excessive interest rates in order to consummate sales as a result of the 
difficulty in obtaining VA or FHA commitments. 

Philadalphia Pa. 


We find that lenders are honoring firm commitments, and very few tentative 
commitments are being withdrawn. There are a considerable number of out- 
standing commitments on homes under construction; as a result the volume 
of loan applications remains comparable to that prior to the announcement. 
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Announcement of FNMA prices for purchasing mortgages in the secondary 
market, has depressed the market, and caused uncertainty among lenders about 
granting future commitments, and only at prices of at least 2 to 3 points below 
the FNMA figure. Lenders are reluctant to make future commitments, and 
very little money is available for this purpose. 


Pittsburgh, Pa. 

Beginning in late summer with an expression of desire for an interest increase 
by an occasional lender and growing into an expression of hope by many if not 
a majority of the lenders, the agitation for the interest increase is currently 
being expressed as a need by practically all participating lenders. 

The action of FHA in making the increased interest a reality in connection 
with term and repayment, insured loans has made it very difficult for the average 
veteran to finance a home purchase with the benefit of a VA-guaranteed loun. 
This same action is causing some lenders to seek release from commitments to 
supply VA guaranteed loans. 

This office has had direct contact with both supervised and nonsupervised 
lenders during the last 20 days or so to determine the attitude and learn, if pos- 
sible, the intentions of holders of VA loan commitments. Both classes of lenders 
have much in common. Both are busy reducing their VA-loan participation, 
While no supervised lender will let it be said that it is out of the guaranteed loan 
market, it is clear that by limiting acceptable applicants to its customers, who 
are also depositors, and by raising the standards of acceptable security, limiting 
the term of repayment and increasing the downpayment requirement, the super- 
vised lender accomplishes the same result as the nonsupervised lender who with- 
draws from the program. Both classes of lenders feel they need the increased 
income, and their mutual efforts are slanted in that direction. 

This office ‘is of the opinion that the supervised lenders will honor their com- 
mitments and has this expression from all which were contacted. 

Judging from reports and inquiries received in this oftice from lenders and bor- 
rowers alike, it is evident that many firm commitments are undesirable under 
the present circumstances, and various avenues of escape are being examined 
and explored. However, at this time this office has no knowledge of actual failure 
to honor commitments or of detrimental practices. 

The daily average of appraisal requests received in this office between Decem- 
ber 4 and 19, 1956, the elapsed time since the FHA increase of the interest rate 
became effective, numbered 27, which indicates a decrease of 10 applications 
from the daily average of the month of November 1956 and a decrease of 7 from 
the daily average of December 1955. 

The daily average of applications for approval or guaranty of loans (1,802 and 
1,820) received during the period December 4 through 19, 1956, numbered 40, 
which indicates a decrease of 7 from the daily average during the month of No- 
vember 1956 and a decrease of 15 from the daily average during the month of 
December 1955. These decreases may be attributed directly to the increase in 
FHA interest rate. 

The Veterans’ Adininistration guaranteed loan program, for the purpose of 
this report and any further report, must be viewed as an investment business sus- 
ceptible to all the influences operating in the investment market. The situation 
is worsening and some builders are canceling or reducing construction programs, 
and there is every indication of a continued shortage of funds for insured and 
guaranteed loans until the situation clears. It is the opinion at this office that 
further reduction in requests for appraisals and for approval and guaranty of 
loans must be expected. 

While the interest-rate increase by FHA has reduced the attractiveness of GI 
loans from the viewpoint of the investor, we are concerned about the elimination 
of vetérans’ benefits afforded by Congress and the reduced attractiveness of GI 
loans from the viewpoint of the veteran, if the interest rate on VA-guaranteed 
loans is increased by Congress. Maybe a solution to the problem may be arranged 
in conjunction with FNMA, which was created by Congress for the sole purpose 
of alleviating periods of tight money. There are indications the discount rates 
and requirements of FNMA in connection with the purchase of VA-guaranteed 
loans may be contributing to instead of being utilized as countermeasures to con- 
test with the forces causing the tight-money situation. It would seem that the 
Federal agency promoting the GI-loan effort would have a greater chance to 
accomplish its purpose if it could receive all possible support of all Federal 
agencies in easing the present tight-money situation and render an increase of 
the interest rate on GI loans unnecessary at this time. 
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Wilkes-Berre, Pa. 

Loan applications by mortgage companies have slowed down perceptibly. 
Representatives of these companies have indicated that commitments for GI 
loans will now be difficult to obtain because of increased rate by FHA. Mortgage 
companies constitute 26 percent of loan participants in our area. 

There is no evidence that commercial banks and savings and loan associations 
have changed their policy toward veterans loans. Some of these lenders have, 
however, indicated that because of scarcity of funds, they will give preference to 
yeterans who are depositors. 

A number of builders have stated they will switch to FHA loans because of a 
more favorable discount rate being obtainable. 

Only a few lenders have inquired as to the possibility of increase in rate of 
interest for GI loans, apparently, because they realize it will require an act of 
Congress. 

Providence, R. I. 

For period December 1 through 31, 1956 this office received 141 (appraisal 
requests) as compared to 156 (requests) for the same period in 1955. Of the 
141 requests received 8 were for proposed construction and the balance existing. 
During the period November 26 through December 25, 1956, a total of 252 
loan applications were received as compared to 308 for the same period in 1955. 
During December, 4 contemplated proposed subdivisions were received whereas 
normally they would have been processed under FHA supervision. Volume for 
December period has not been affected by the FHA increase at this station. 


Columbia, S. C. 


Reporting on general developments following FHA interest increase principal 
mortgage brokers in this area indicate that their outlets apparently have not 
reached any policy decisions regarding GI loans. Only limited funds were 
available prior to FHA announcement and no further funds are being made 
available through the end of this year. No increase seen up to this time in 
funds available for FHA loans. General opinion is that an increase in: VA 
interest rate would have little effect on availability of funds before at least 
July 1957. 


Sioug Falls, 8S. Dak. 


Prior to FHA rate increase FHA and VA loans were in rather slow demand 
at 96% and 97. After FHA rate increase FHA loans are reported to be moving 
readily at 98144 and 99, while VA loans move very slowly at 96144. A few lenders 
are taking some VA loans conditioned upon also receiving some conventional 
loans.at.544 and 6 percent rate. Some indication that builders, lenders, and 
brokers are encouraging conventional or FHA loans and discouraging VA loans. 
No evidence that any lender will fail to honor outstanding loan commitments. 


Nashville, Tenn. 


We have made a survey of the principal lending institutions in this area in 
order to report the condition that appears to be shaping up because of the FHA 
increasing their interest rate to 5 percent on insured mortgages. 

We find that investors generally are maintaining a spread in prices as be- 
tween the GI 4% percent and FHA 5 percent loans of from 3% to 4 points, com- 
parable with the action taken by the Federal National Mortgage Association 
immediately after the increase in FHA rate. FHA 5 percent loans range from 
98 percent to par. One insurance company has offered par on 5 percent FHA 
loans. The rate on GI guaranteed 41% percent loans varies from 95 to 96, de- 
pending on the amount of the downpayment and the term of the loan. 

The increase in rate on FHA loans has had the effect of both increasing the 
quoted price on FHA’s and reducing the price on GI loans. In this area the 
change in interest rate or the price quoted has had little or no effect on the 
availability of money for either type of loan. 

Dallas, Tex. 


Texas lenders in this area are closing loans to veterans where the Veterans’ 
Administration has commitments out. Loan applications have dropped off 
but in our opinion this is not due to the increase of FHA interest rate. It is 
merely a seasonal development. 

As far as we have been able to determine, lenders in this area intend to go 
ahead and honor prior commitments but they are becoming more selective 
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in approval of purchasers. There is very little money available. The number 
of requests for new appraisals is dropping but we still have considerable volume 
of work in connection with extensions of expired CRV'’s. 

Houston, Tex. 

Since the increase in FHA interest rate and resultant uncertainty as to 
possible increase in interest rate on GI loans, lenders, generally, in our area 
are not interested in receiving VA-loan applications at this date. There appears 
to be no reluctancy on the part of lenders to complete loan transactions in 
process on the date of the FHA interest rate increase, or to process new appli- 
cations on cases involving interim financing where the lender is the principal. 

This month, to date, loan applications are down approximately 10 percent, 
comparable to the month of November. It is the general opinion of lenders 
and builders that unless the interest-rate problem is settled immediately, there 
will be practically no GI-loan applications. There is no indication at this time 
of special schemes or methods of operation to circumvent the regulations con- 
cerning the interest rate. 


Iubbock, Tez. 


Requests for appraisals have dropped 31 percent this month below the same 
period of 1955. There has been no decline in the number of requests as com- 
pared to last month. All lending institutions contacted in this area report a 
bid price of 87 to 92 percent for GI 414 percent loans. Some lenders report no 
money available for GI loans. No unique situations have arisen in this area. 
San Antonio, Tez. 

We have discussed the subject with builders and lenders in this area and 
are advised that they have not as yet felt any impact. They are still operating 
on advance commitments received sometime ago. 

Builders and lenders anticipate the impact will come when they negotiate 
for new commitments or request extension of existing commitments after 
January 1, 1957. 

Waco, Tea. 

Our volume of loan applications for the period ending December 25, 1956, will be 
about the same as it was for the month ending November 25 which was off consid- 
erably from the preceding months. In our opinion, the reason loan applications 
did not decrease more during December is that the applications are being sub- 
mitted on commitments made prior to the announced raise in interest rate on FHA 
insured loans. 

In discussing the availability of 444 percent mortgage money for GI loans, we 
are advised that practically all lenders have withdrawn from the program pend- 
ing a positive determination by Congress as to whether the interest rate will be 
increased. Until a decision is made, the only source of funds for GI loans in this 
region is the secondary market of FNMA. 

I am advised by several of the large mortgage brokers operating in this region 
that FHA-insured paper must be discounted three points even though the interest 
rate has been increased to 5 percent. Most informed sources do not believe that 
the present interest rate of 4144 percent is realistic in today’s market but neither 
do they believe that an increase in the interest rate to 5 percent would make ade- 
quate funds available for VA-guaranteed loans. It is also the opinion of most 
mortgage brokers that a discount, ranging from 2 to 4 percent, will still be charged 
on GI loans even though the interest rate is increased to 5 percent. 

Salt Lake City, Utah 

Since the announcement of the increase in interest rate, there have been several 
developments which we feel are of sufficient significance to report. 

(a) There is a general freeze of funds for GI loans in every category. 

(b) In numerous instances it has come to our attention that lenders are requir- 
ing additional discounts, even with respect to loans that have already received 
their tentative approval. In this connection, one of our builders states that 
12 percent discount has now been demanded where his discount was only 6 percent 
before the FHA announcement. 

(c) As far as requests for determination of reasonable value are concerned, the 
nutiber this year, since the FHA announcement, varies only slightly from those 
received for the same period a year ago. 
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White River Junction, Vt. 

Two factors have made immediate decisions unnecessary. Demands for mort- 
gage money are seasonally off and the region normally has surplus money avail- 
able during this season. 

Loan guaranty personnel have made a very complete survey of this situation 
throughout the State. The vast number of lenders indicate that they will not 
make GI loans with the increase in FHA interest rate. Larger insurance com- 
panies indicate their policy has not been announced until congressional action 
is taken. This station is working on prior commitments only. 


Seattle, Wash. 


Submitted are reactions derived from several sources following the announced 
increase in FHA interest rate. Some of the information is factual and some 
conjectural, but the consensus is that the VA will be in a very unfavorable posi- 
tion as the result of the change with discounts running as high as 6 percent on 
new construction. 

In order that you have as complete a picture as possible, enclosed is a separate 
digest: of the comments as recorded by staff personnel. 


Random remarks picked up here and there 


1. Builder—Have been dealing with same lender for several years. Took in 
plans for new house and was informed if I could get it through right away, old 
4 percent discount would apply. Otherwise, rate would go to 5% percent. 

2. Builder—Have been with same savings and loan for a long time. Was in- 
formed there were to be no more commitments to builders. Able to get all the 
walk-in volume of loans needed at 6 percent to bother with GI loans. 

3. Mortgage broker—Understood the mutual savings banks have money to lend 
but can’t get it out to conventional buyers at 6 percent rate of interest they want. 

4. Realtor—Sure it is possible to get money from the savings banks, but in 
order to do so, you must have been a depositor since you were 12 years old. 

5. Mortgage broker—Latest quotation 94 GI. This is an intolerable situation. 

6. Builder (FNMA)—1 am getting some FHA loans through at par. Under- 
stand local investors have pooled their resources and are making FHA par but 
taking no GI’s. 

7. Builder—We can’t win; if VA increases interest rate it won’t be long until 
discounts are back. 

8. Builder—Discounts should be outlawed by law and lenders told to take 
it or leave it. Then Government should move into the mortgage business. 

9. Lender—New quotations FHA went from 96 to 98; GI 96 to 94. 

10. Builder—If the situation is not corrected and done quickly, there will be 
little building in 1957. 

ll. Builder—VA discount has jumped from 2% to 4. Feels GI market will 
die if interest rate not raised. Worried about losing GI market. 

12. Small builder.—GI discounts jumped to 5 and 6 percent. Finishing last 
GI house now. 

3. Spokane lender.—Thinks FHA raise was unfortunate. Will not cure the 
situation. Discounts should be legalized. 

14. Volume builder—VA 4% and 5 percent; FHA 2 percent. Builder hasn’t 
decided but thinks he will continue in GI market, hoping FHA sales will offset 
losses in GI sales. We have just completed appraisal of 50 units for this 
builder. 

15. Mortgage broker.—Change has made no change in discount picture—only 
one investor lowered discounts on FHA. ‘That was one-half of 1 percent. 

16. Realtor.—Two mutual savings banks are at par on FHA, but are selective 
as to district, length of loan, etc. Older dwellings are commanding 12% points 
discount. 

It is the consensus here that increase in interest rates will not eliminate the 
discount permanently. Veterans will be able to purchase homes under GI 
program. 

17. Medium builder.—Believe increase in VA rate would reduce discount to 
1% or 2 and provide more funds. Doesn’t believe discounts of some sort will 
ever be completely eliminated. Feels situation critical since many builders 
depend on GI sales. 

18. Mortgage broker—GI with same downpayment as FHA. Two-percent 
discounts. Lower downpayments raise discounts from 8 to 5 percent. 
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19. Wenatchee realtor.—Doesn’t believe VA will increase rate and, as a result, 
there will be no money for GI loans. 

20. Largest builder in Wenatchee.—I am paying 5 percent now. If I have to 
pay more, I’ll have to quit VA sales. 

21. Builder, Wenatchee.—Lender advised discount would be increased 3 points 
to take up one-half of 1 percent interest differential. 


Huntington, W. Va. 


No material change has resulted due to increase of interest rate on FHA 
loans to 5 percent. Guaranteed loan applications had dropped to low level prior 
to increase. Direct loan applications have materially increased due to reopening 
of eligible areas. 


Milwaukee, Wis. 


As far as can be determined, lenders are processing applications to this office 
on which commitments or tentative commitments were made prior to the FHA 
rate-increase announcement. Local FHA office has not as yet experienced any 
noticeable upturn in applications received, although they have received numerous 
inquiries regarding their method of operation. 

Many lenders indicated verbally that they anticipate a VA increase in interest 
rate and will postpone making mortgage loans, other than those presently in 
process, until this is determined by Congress. 

Several large builders have been contacted, and they advise that they are going 
ahead with their plans for 1957 based on the premise that there will be an 
increase in VA rates. They are quite outspoken that, lacking an increase in the 
VA interest rate, they will be forced to revert to FHA-type loans. 


Cheyenne, Wyo. 

Contacts have been made with the larger lender in Wyoming who have, during 
the past 10 years, made many VA-guaranteed loans and sold the loans to large 
life-insurance companies. They are very concerned over the difference in the 
interest rate between VA and FHA loans and state the only firm bids they have 
been able to get are from FNMA, which will require them to get 8-percent dis- 
coount on VA-guaranteed 44-percent loans and 3 percent discount on 5-percent 
FHA loans. An insurance company stated they are asking 3% percent discount 
on VA loans and 1%-percent discount on FHA loans; however, they retain the 
loans in their own portfolio. 

The lenders feel it is a little early to determine what the market will be and 
are of the opinion they will not be making VA-guaranteed loans at the present 
4%-percent rate and are not making new commitments for them at this time, 
They will complete the loans they have committed. 

From the information collected, it appears to us that unless the interest rate 
is increased on VA-guaranteed loans before the building season starts the vet- 
erans will not be able to secure VA-guaranteed loans to construct or purchase 
a dwelling. The builders and sellers will not be able to absorb 8-percent discount 
required by the lenders to make a 4%-percent VA loan. 

As an example, the following shows the impact the interest rate has made. 
From December 3 through 7, 1956, the Loan Guaranty Division received 10 
requests for determination of reasonable value. From December 10 through 
14, 1956, they received 4. These were no doubt all committed prior to the FHA 
increase. So far this week they have received none. 
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EXHIBIT F 


Effective yield on mortgages purchased at a discount and prepaid before maturity 
BEARING 442 PERCENT INTEREST 


iain hil lates danielle 
Yield if prepaid in 








Price LE an cialis mio, 
8 years | 10 years | 12 years |Maturity 

} | 
a Ce Do. Oe. Bot Succeed o7| 499| ao| 487 | 4.76 
95 5. 32 | 5. 20 | 5.12 4.94 
4 5. 49 | 5.35 | 5. 25 | 5. 04 
0 6.20 | 5.95 5.78 5. 42 
25-year mortgage... .- ton denser ecsenscneseceesse| 97 | 5.00 | 4. 93 4.88 | 4. 80 
95 5. 35 5. 23 5.15 | 5.01 
94 | 5. 52 5.38 5. 28 5.12 
90 | 6.25 6.00 5. 84 5. 56 
20-year mortgage -- .-- ddccece iicnds in duaweseh dy 97 | 5. 02 4. 96 4.91 4. 86 
| 96 5. 20 5.11 5.05 4.98 
95 | 5.38 5. 27 5. 20 5.11 
94 | 5. 57 | 5. 43 | 5. 34 5. 24 
90 | 6. 33 | 6.09 | 5.95 5.77 

t t { 
BEARING 5-PERCENT INTEREST 

a ea ee i seegeac — } ' ' | 
30-year mortgage. ..... ib edhe eben oben 7 | 5. 49 | 5. 42 5.37 5. 27 
95 5. 83 | 5.7 5. 63 5. 46 
90 6.72 6.47 6. 31 5. 95 
25-year mortgage. ........--.- ie ee I acne 97 5. 51 5. 44 5. 39 5. 31 
95 5. 86 5.74 5. 66 5. 52 
90 6.77 6. 52 6. 37 6.09 
BE SOR aicieisinctpcaiiartreiohemnptiarwimunsnann’ inna 7 5. 53 | 5. 46 5. 42 5, 37 
96 5.71 5. 62 5. 56 5.49 
95 | 5.89 | 5.78 5.71 5. 62 
90 | 6. 85 | 6. 61 6.47 6. 29 
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Exuisir H—DEScRIPTION OF VETERANS ADMINISTRATION TRUST FUNDS 


Adjusted service certificate fund 


The World War Adjusted Compensation Act of 1924 (38 U. S. C. 591-683) 
created this trust fund to receive appropriations for ultimate payment of the face 
value of adjusted service certificates issued to qualified World War I veterans 
pursuant to this act. Only a small portion of the certificates issued remain 
unpaid. Administrative expenses are charged to the appropriation “General 
operating expenses, Veterans’ Administration.” 

Prior to December 31, 1956, the principal of the fund, except for a small cash 
balance, was invested in United States securities, and interest income therefrom 
was also available to pay matured certificates. As of December 31, 1956, all 
United States securities held in the fund were paid off in full along with accrued 
interest. None of the fund will be reinvested and all payments will henceforth 
be made from the cash principal. 

Payments of certificates amounted to $218,214 during fiscal year 1956: It is 
expected that such payments will decrease slightly to $200,000 in fiscal years 
1957 and 1958. 


General post fund, National Homes, Veterans’ Administration 


This fund consists of gifts and bequests and proceeds of property left in the 
eare of the facilities by former beneficiaries or the general public; unpaid pension 
money standing to the credit of beneficiaries who die without pensionable heirs 
and proceeds from effects of such beneficiaries who die leaving no heirs or 
without having otherwise disposed of their estate. Such funds are available to 
promote the comfort and welfare of the veterans at the various hospitals and 
homes, and are used for purposes for which appropriated funds normally are 
not available, or where the items desired are sufficiently low on the priority 
list as would preclude their being provided from appropriated funds on u timely 
basis. 

National service life insurance fund 


This trust fund was established in 1940 as the financing mechanism for the 
World War II servicemen’s and veterans’ insurance program authorized by the 
National Service Life Insurance Act of 1940. Over 22 million policies have been 
issued under this program of which 5.4 million, totaling $35 billion, remain in 
force. In 1951 the fund was closed to new issues and only reinstatements now 
add to the in-force totals. The fund is operated on a commercial basis to the 
greatest extent possible consistent with law. Administrative expenses are 
charged to the appropriation “General operating expenses, Veterans’ Admin- 
istration.” 

The assets of the fund, consisting almost entirely of interest-bearing United 
States securities and policies loans, are expected to increase from $5,651 mil- 
lion as of June 30, 1956, to $5,860 million on June 30, 1958. Current liabilities 
of approximately $89 million consisting primarily of dividend credits and deposits 
of policy holders are expected to increase to almost $129 million by the close of 
fiscal year 1958, leaving at that time a net trust investment of $5,731 consisting 
of retained earnings reserved for actuarially computed policy obligations and 
contingencies. 

Income of the fund is derived from three sources—premium receipts, interest 
on investments, and transfers from the NSLI appropriation. A decrease in 
transfers from the appropriation is expected to more than offset slight increases 
in premium receipts and interest on investments. The estimated decrease in 
transfers from the appropriation is attributable to a substantial decrease in the 
number of death claims expected on policies under waiver of premium while the 
insured is on active military duty (payments of claims on policies under such 
waiver are reimbursed by the appropriation). The number of such waiver cases 
will be greatly reduced as a result of provisions of the recently enacted Service 
men’s and Veterans’ Survivor Benefits Act (Public Law 881) which (1) forbid 
approval of waiver applications after January 1, 1957, and (2) preclude bene 
ficiaries of policies under waiver from receiving higher indemnity compensation 
rates provided by this act. 

Fund expenditures are expected to increase $20 million in 1958 over 1956. 
An increase of almost $40 million is planned 1958 dividend payments over $18 
million paid in 1956, offset partially by expected reductions in death-claim pay- 
ments, accounts for this increase. An increase in the calendar year 1957 regular 
dividend of $25 million, 13 percent over the 1956 dividend, was publicly announced 
by the Administrator in October 1956. 
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United States Government life-insurance fund 


This trust fund was established in 1919 to receive premiums and pay claims on 
converted insurance issued under the provisions of the War Risk Insurance Act 
of September 2, 1914, as amended. A total of approximately 1,150,000 USGLI 
policies have been issued of which nearly 400,000, providing coverage of over 
$1.6 billion, remained in force as of June 30, 1956. The fund was closed to new 
issues in April 1951 and the insurance in force is decreasing at an accelerating 
rate, now in the neighborhood of 4 percent per year. The fund is operated on 
a commercial basis to the greatest possible extent consistent with law. Adminis- 
trative expenses are charged to the appropriation, “General operating expenses, 
Veterans’ Administration.” 

The assets of the fund which are invested in interest-bearing securities and 
policy loans are estimated to decline from $1,344 million as of June 30, 1956, to 
$1,305 million on June 30, 1958, as an increasing number of policies mature as 
endowments and through death or disability of policyholders. Retained earn- 
ings, as of June 30, 1956, of $1,336 million, represented by reserves for actua- 
rially computed policy obligations ($1,206 million) and contingencies ($130 
million), are expected to decrease to $1,296 million as of June 30, 1958. 

Income of the fund is derived from premium receipts, interest on investments, 
and transfers from the military and naval insurance appropriation, for claims 
(a) resulting from the extra hazards of the insured veteran’s service and (b) 
arising on policies held by personnel on active military duty. A decrease in 
total income in 1958 is attributable to a decreasing income from premium 
receipts as policies in force decline. 

Fund expenditures are expected to decrease $2.7 million in 1958, as compared 
with 1956. Decreasing requirements for payment of death claims and matured 
endowments, offset partially by increasing disability claims and cash surrender 
payments, account for the major portion of this decrease. Dividend payment 
estimates for fiscal years 1957 and 1958 include a $2 million increase in the cal- 
endar year 1957 announced by the Administrator in October 1956. This increase 
includes approximately $1 million for term policyholders (currently numbering 
about 20,000) and is the first dividend for this category of policyholder in 25 
years. 


Veterans’ special-term insurance fund 


This revolving fund was established pursuant to the Servicemen’s Indemnity 
and Insurance Act of 1951 (38 U. S. C. 822) to receive premiums and pay claims 
on nonparticipating term insurance issued to veterans who served in the Armed 
Forces subsequent to April 1951, and who applied for such insurance within 120 
days after separation from service. Under provisions of the recently enacted 
Servicemen’s and Veterans’ Survivor Benetits Act, further issuance of this type 
insurance on or after January 1, 1957, is prohibited, unless properly applied for 
prior to that date. As of June 30, 1956, almost 570,000 policies were in force 
providing over $5 million protection. Administrative expenses of the program 
are charged to the appropriation, “General operating expenses, Veterans’ 
Administration.” 


SumMMArRY STATEMENT OF Mr. Ratpu H. Stoner, Curer BENeFIts Director, VeEt- 
ERANS’ ADMINISTRATION, HIGHLIGHTING THE VA STATEMENT TO THE SUBCOM MIT- 


TEE ON HOUSING OF THE BANKING AND CuRRENCY Com™MITTEE, House or REprRE- 
SENTATIVES, MARCH 4, 1957 


The Veterans’ Administration is pleased to report to your committee on the 
various matters which were discussed in your letter of February 15, 1957, re- 
questing our appearance at these hearings, 

1 will summarize the facts contained in our written statement which was 
transmitted to the committee on February 28, 1957. 

One of the topics which you have requested that we comment upon is the sub- 
fect of the control of discounts. The control of discounts charged against builders 
and sellers in connection with GI and FHA home mortgage loans has a consider- 
able legislative and administrative history. That background material has been 
presented in exhibit A of our written statement. 

The experience of the VA in administering section 504 of Public Law 475, 
Sist Congress, providing for the control of fees and charges indicates that (a) 
Investors make a sensitive evaluation of the quality of specific mortgages offered 
for sale and also operate to reflect geographic variances in the supply of mort- 
Sage funds available; (b) the discount and premium mechanism is a necessary 
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and proper device for adjusting yields on fixed rate mortgage obligations and 
should, therefore, be recognized as an inherent and legitimate part of mortgage 
lending activity; (c) prohibition of the payment of any discounts whatever igs 
not feasible and strict regulatory controls on marketing charges tend to shut 
off the supply of mortgage capital because investors and lenders become appre- 
hensive of consequences which may result from violations even though they may 
be entirely inadvertent. 

We understand your committee is also considering legislation to prevent 
excessive or unreasonable charges, rather than absolute prohibition of discounts, 
Any proposal to control excessive or unreasonable discount charges is fraught 
with administrative difficulties because there are many factors that enter into 
the price that an investor is willing to pay for a mortgage. The list is a long 
one and is composed largely of judzgment elements which make it unlikely that a 
third party, namely the Government, will arrive at the same judgment decision 
as is reached by the private parties to each transaction. Experience has in- 
dicated that as in any judgment evaluation, legitimate differences will arise 
on the proper pricing of mortgages. Moreover, the regulation of excessive or 
reasonable charges would entail the creation of a new type of price control 
which we believe to be unnecessary for the protection of the parties to mortgage 
sales transactions both of whom may be presumed as knowledgeable and well 
informed. 

Past experience has demonstrated that where controls over discounts fail to 
conform to market requirements the flow of mortgage capital is impeded. More- 
over, the creation of such impediments gives rise to a wide variety of devices 
to circumvent the controls. The problem presently would be more confusing and 
compounded by the continuation of the 4% percent interest rate. With this rate 
being entirely noncompetitive at the present time, the difficulty in determining 
the reasonable discount on 41%4 percent mortgages would require the wisdom of a 
Solomon to administer. 

Your committee also asked for comment regarding the proposal to use part 
of the reserves of the national service life insurance fund as a source of pro- 
viding mortgage money for loans to veterans. The Veterans’ Administration has 
consistently opposed any proposals to employ NSLI reserves as an investment 
in GI loans. The reasons for the VA position have been set forth in the VA 
comment on various bills proposing to use NSLI reserves as a support for 
veterans’ loans. 

Your letter also requested the views of the Veterans’ Administration on the 
proposal to establish a veterans’ preference program within the framework of 
the National Housing Act. 

It is evident that the primary if not the sole purpose to be served by such a 
proposal would be to find another route by which an interest rate of 5 percent 
might be charged on loans to veterans without requiring legislative action on 
the interest rate itself. Because there are many provisions of the Servicemen’s 
Readjustment Act and VA regulations which have the effect of providing a 
better contract from the viewpoint of both the veterans and the lenders than are 
available under the National Housing Act and counterpart FHA regulations, 
the most satisfactory financing plan for veterans will be preserved by Congress 
authorizing an interest rate on GI loans of 5 percent. 

In our opinion the effect of the proposal to create a veterans’ loan program 
under the National Housing Act would result in a substantial dilution of other 
benefits and protections. Since the veterans with service during the Korean 
conflict have nearly 8 years remaining in their statutory rights of loan guaranty 
entitlement, and since only a small percentage of this group have thus far 
obtained GI loans, they would bear the primary brunt of an accelerating phasing 
out of home-loan activities under title III of the GI bill 

Our statement attempts to show that the charges of substantial added costs 
imposed on builders as a result of parallel activities performed by both FHA 
and VA are relatively minimal when considering the marketing and other advan- 
tages to the builder. Most of the pressures in the past for a transfer of VA 
loan guaranty activity to FHA have come from those who have sought the 
abandonment of the reasonable value protection extended by VA’s appraisal. 
We also pointed out in our statement that the proposal to reimburse veterans 
for mortgage insurance payments that would be made to FHA under a veterans’ 
loan program within the National Housing Act would probably cost the Govern- 
ment more than $600 in the average or typical mortgage loan. This figure 
contrasts with the VA experience of a cost of about $36 on the basis of the 
experience to date with 5 million GI loans, indicating that the cost of mortgage 
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insurance would be 17 times as great as the cost of the VA method of guaranty. 
In summary our statement attempts to show that nothing would be gained by 
establishing a veterans preference program in FHA, as a substitute for or in 
addition to the loan-guaranty program, which could not be accomplished directly 
through an authorized increase in the VA rate. 

We do recognize that with the phasing out of the VA loan-guaranty program 
it may be necessary to afford some other measure for liberalized credit in order 
to maintain proper levels of residential construction activity. In order to attain 
this objective, we do believe it proper that consideration be given to some liberali- 
zation in the FHA terms. 





STATEMENT OF Mr. RALPH H. STONE, CHIEF BENEFITS DIRECTOR, VETERANS’ ADMIN- 
ISTRATION, PRESENTED TO THE SUBCOMMITTEE ON HOUSING OF THE BANKING AND 
CURRENCY COMMITTEE, HOUSE OF REPRESENTATIVES, MARCH 4, 1957 


The Veterans’ Administration is pleased to report to your committee on the 
various matters which were discussed in your letter of February 15, 1957, request- 
ing our appearance at these hearings. 

This statement will be confined to comment on these specific topics in which 
you expressed interest. A more extensive and detailed report on the loan 
guaranty and direct loan programs was recently made to the Committee on Vet- 
erans’ Affairs, House of Representatives, on January 24 and 25, 1957. 


One of the topics which you have requested that we comment upon is the 
subject of the control of discounts. 


CONTROL OF DISCOUNTS 


Control of the discounts charged against builders and sellers in connection 
with GI and FHA home-mortgage loans has a considerable legislative and admin- 
istrative history. As this committee is aware, Congress authorized and directed 
both the VA and FHA to regulate discounts on such loans in April 1950. This 
authority and directive were contained in section 504 of the Housing Act of 1950. 
In June of 1953, Congress amended section 504 to provide that the control regu- 
lations of such agencies should not be construed to prohibit an originating mort- 
gage lender from requiring a seller or builder to reimburse the lender for any 
loss suffered in a “bona fide sale or pledge or an agreement to sell the mortgage.” 
In August 1954, Congress repealed section 504 of the Housing Act of 1950 in its 
entirety and since that repeal both VA and the FHA have regulated only the 
fees and charges imposed against borrowers. The legislative history of section 
504 and a statement of the VA administrative experience thereunder are set 
forth in exhibit A of this statement. 

Experience of the VA in administering section 504 indicates that: 

(a) Sensitive evaluation of the quality of specific mortgages offered for sale 
to an investor is made possible through the diseount device, but more important 
is the salient fact that geographic variances in the supply of funds available for 
investment in home loans bearing a fixed rate of interest necessarily compel yield 
adjustments through the discount and premium mechanism. 

(b) The discount and premium mechanism is a necessary and proper device for 
adjusting yields on fixed rate mortgage obligations and for sensitive evaluation 
of mortgage quality and should, therefore, be recognized as an inherent and legiti- 
mate part of mortgage market operations. 

(c) Prohibition of the payment of any discounts whatever in the face of geo- 
graphic variances in the supply of available mortgage money is not feasible. 

(d) Strict regulatory controls on marketing charges tend to shut off the sup- 
ply of mortgage capital due to the apprehension of investors and lenders with 
respect to possible infringements of the control limitations. 

However, we understand that your committee desires the comments of the 
VA relative to the enactment of legislation authorizing the VA to regulate against 
the charging of excessive or unreasonable discounts. 

With respect to the proposal under study by this committee, some preliminary 
comment would appear to be in order. 

At the outset it is to be observed that mortgage originations are of two types: 

(a) Mortgages made which are retained by the originator in its own investment 
portfolio, and 

(b) Mortgages originated which the originator sells to an investor. 

Discounts may be charged against the builder or seller of the dwelling unit 
on either type of mortgage origination. 
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The underlying reasons for the sale of any mortgage at a discount may be 
grouped under two major categories: 

(a) The geographic variance in the availability of mortgage money. 

(6) The yield produced in relation to other comparable investments. 

In addition, certain sales occur which may be considered as forced sales in- 
volving a seller who is compelled to dispose of his holdings and has no alternative 
but to accept the price offered. 

Currently 414 percent GI loans simply are not considered by investors to be 
competitive in relation to alternative comparable investments. But even in 
those periods when there was generally an abundant supply of mortgage money, 
certain GI mortgages in some areas were traded at discounts. In some cases 
this was due to the quality of the particular mortgage. More often, however, 
discounts were due to the geographical variance in the availability of mortgage 
money. Areas which depend upon capital drawn from other parts of the country 
are the first to feel the pinch in the tightening of the supply of money. This 
is generally felt more acutely on the west coast, the southwestern section of 
the country, and in areas removed from metropolitan centers. 

The basic reason that GI home mortgages are traded for prices below par is 
to produce a yield which will make the mortgage attractive to the investor. 
Discounts and premiums are the means by which mortgages and other securities 
having a fixed rate of interest are made to produce a yield which is competitive 
in the field of investment. It is not uncommon, due to geographical variance in 
the availability of mortgage money, to have mortgages of comparable quality 
selling at different prices in different areas. In respect to prices it is also impor- 
tant to note that there is a variance in price depending upon the arrangements 
made between the seller of the property, the originator of the mortgage, and the 
ultimate investor, if different from the originator. Ordinarily there will be a 
difference in the price of mortgages available for immediate delivery and those 
on which a future purchase commitment is sought from the investor. The latter 
have a lower quotation. 

What is sometimes overlooked is the fact that the private secondary sale of 
residential mortgages does not take place in an organized exchange as do the 
sales of large corporate stock and bond issues and many commodities. Mortgage 
sales are mostly arranged privately by the buyer and seller concerned, with a 
single transaction occurring which usually involves a block or group of individual 
home loans. Since large institutional investors often purchase such blocks from 
different sellers, the prices they agree upon are frequently referred to as market 
prices when one of the parties to the transaction voluntarily discloses the price 
agreed upon. Undoubtedly many sales, if not most, are made without disclosure 
of the terms. This fact is mentioned in order to place the reports of mortgage 
sales that are publicly disclosed in proper perspective. It will be recognized 
that there are occasions when disclosure will serve the best interests of one of 
the parties. There are other occasions when the best interests of both parties 
are served by not disclosing the terms of the sale. Consequently, there are more 
reasons for disclosure of distress price sales during times of tight money supply, 
than of sales involving more favorable terms. 

There is no doubt that the 414-percent rate on GI home loans is not competitive 
today in relation to the FHA 5-percent rate and the yields obtainable on com- 
parable alternative investments. If the GI loan is to be maintained at the 4%- 
percent interest rate, the limited activity in the program will be on the basis of 
substantial discounts. As a consequence there will be a virtual shutting down 
of GI loan activity generally and veterans will either have to arrange other types 
of financing or alter their housing plans. It appears that prompt consideration 
penis be given to putting the veteran in a competitive position in the current 
market. 

The principal factors which should be considered in connection with any pro 
posal for the prohibition of excessive or unreasonable charges incident to the 
marketing of Government-guaranteed or FHA-insured loans are as follows: 

(a) The Government would be regulating the terms of a private sale of a 
commodity between private parties and this is so notwithstanding that the com- 
modity which is the subject of the sale is a Government-guaranteed home 
mortgage. 

(b) The administrative agencies responsible for controlling discounts and 
other marketing charges would be establishing the prices at which mortgages 
may be bought and sold and would be engaging in a form of price control. 
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(c) Perhaps the most difficult question for consideration is what should be 
considered an excessive or unreasonable discount. Many factors go into the 
price an investor is willing to pay for a mortgage. The investor considers such 
matters as neighborhood characteristics, appeal of the dwelling unit, credit 
standing, and income prospect of the borrower, forecloseure laws of the State, 
servicing and liquidation problems, and expenses, redemption rights after fore- 
closure, economic prospects of the community, term of the mortgage, borrower’s 
equity in the property, etc. These are largely judgment elements. In the opin- 
ion of the VA the investor and the mortgage originator should be left free to 
arrive at their own conclusions concerning these elements and the Government 
ought not to attempt to substitute its own judgment for that of the investor and 
originator. Such substitution would be involved if discounts were controlled 
by the Government. 

(d) Geographical varianges in the availability of mortgage money involve 
variances in discounts on mortgages of similar quality in different areas. At 
a particular time mortgages in an area close to a capital center might be selling 
at one-point discount while those in a more remote area might involve a two- 
point discount. At the same time a mortgage or block of mortgages in the first 
area might well involve substandard factors which prompt an investor to impose 
an even higher discount. There would be no proper basis for VA to determine 
the reasonableness of the discount under the varying conditions that would exist 
in cases of this type. 

(e) Other factors enter into home mortgage financing arrangements which 
would complicate any effort to regulate discounting operations effectively. Some 
of these factors are charges attendant upon conventional construction financing, 
future commitments and warehousing arrangements. The complexity of these 
operations tend to make many circumventions possible unless all phases of these 
operations are regulated, to some extent at least. We do not consider these 
operations to be readily susceptible to effective regulation, nor do we consider 
regulation of these operations to be desirable. 

(f) Experience indicates that the minimum price for which a mortgage could 
be purchased under the administrative controls established would tend to become 
the maximum price of the mortgage. 

In the light of the VA experience in administering section 504 of the Housing 
Act of 1950 and of the factors recited herein, the VA is of the opinion that 
Government control of marketing charges involving FHA-insured and VA-guar- 
anteed home mortgages is neither desirable nor feasible. 


Use of NSLI funds . 


Several proposals have been introduced during recent years to use a portion 
of the reserve funds of the national service life insurance for providing mortgage 
money for loans to veterans. The most recent views of the Veterans’ Admin- 
istration with respect to the use of NSLI funds were expressed in a letter dated 
January 23, 1957, to the chairman of the Committee on Veterans’ Affairs in 
commenting on H. R. 21, 85th Congress. The pertinent portions of that letter 
are reproduced as exhibit B to this statement. 

In summary, the Veterans’ Administration has consistently opposed any 
proposals to employ the reserves of the national service life insurance program 
as an investment carrier of GI loans instead of Government bonds. The reasons 
for this position are detailed in the VA comments referred to above. The most 
recent bill on this subject considered by your sister committee, the House Com- 
mittee on Veterans’ Affairs, was H. R. 4965, 85th Congress, introduced February 
18,1957. This measure proposes to amend the National Service Life Insurance 
Act to provide for the investment of 20 percent of the national service life 
insurance funds in making direct home loans to veterans and in purchasing loans 
guaranteed under the Servicemen’s Readjustment Act. According to the Con- 
gressional Record Daily Digest, of February 19, 1957, the committee, in executive 
session on that date, voted not to report H. R. 4965. 


Veterans’ preference under FHA 


Your letter of invitation also requests the views of the Veterans’ Administra- 
tion on the proposal to establish a veterans’ preference program in the Federal 
Housing Administration, presumably through an amendment to the National 
Housing Act. As you indicated, “This concept is assuming paramount impor- 
tance in view of the apparent reluctance on the part of Congress to raise the GI 
interest rate. If the GI rate is not raised, it obviously will become a high 
Priority objective to fashion an alternative program to maintain housing 


demand.” 
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We believe that it is of considerable importance to point out that the fashioning 
of an alternative program within the framework of the National Housing Act 
would have as its primary objective the immediate attainment of a 5-percent 
interest rate on such loans as would be made to veterans. Moreover, under the 
existing provisions of the National Housing Act, the interest rate might be 
further increased to as high as 6 percent by administrative action, unless some 
specific legislative limitation were imposed in whatever new section relating to 
veterans’ loans that might be enacted. Because there are many other provisions 
of the Servicemen’s Readjustment Act and of the regulations which have been 
promulgated by the Veterans’ Administration pursuant thereto, which are more 
favorable to and protective of veteran borrowers than the counterpart programs 
under the National Housing Act as administered by the Federal Housing Admin- 
istration, there would be a further substantial dilution of veterans’ benefits 
under the “alternate route” to higher interest rates. Some of the more important 
and obvious of these benefits may be described as follows: 

(a) Protection against unreasonably high purchase prices through the reason- 
able value appraisal of the Veterans’ Administration. 

(bo) Through a requirement that new construction is not eligible for a VA- 
guaranteed loan unless it is inspected during the course of construction by a 
VA or FHA compliance inspector. 

(c) The aggressive followup on construction complaints in order to assure 
that the completed unit complies fully with the plans and specifications on which 
VA based its appraisal. 

(d) The VA has geared its procedures to encourage the extension of indulgence 
to worthy borrowers who are in temporary financial straits. Interest continues 
to accrue and is includible in the guaranteed indebtedness during the period 
of any extension so that the holder will suffer no monetary loss. In the case 
of FHA, the holder loses interest from the date of default to the date foreclosure 
is begun. The VA has no maximum time limit within which forclosure must 
be started. In the case of FHA-insured mortgages, foreclosure must be started 
within 1 year after default, unless an exception is obtained. 

(e) If a worthy borrower is in default through no fault of his own and the 
holder of the mortgage is unwilling to extend forbearance, the VA is authorized 
to purchase the mortgage in order to avoid the foreclosure. Thereafter, the VA 
will grant an extension or arrange a repayment schedule in keeping with the 
borrower's ability to meet the obligation. 

In your consideration of the ‘alternate route” to higher interest rates and 
rechanneling of investment funds to Government supported mortgages, we con- 
sider it of importance to point out that the mortgage insurance contract issued 
by FHA is less attractive to many lenders than the counterpart provisions of 
guaranty in the GI bill and VA regulations. We believe it would be illusory to 
assume that the establishment of a veterans’ preference program under the 
National Housing Act would channel substantially all of the investment capital 
heretofore directed to GI loans, into a new class of FHA-insured loans merely 
because they are for veterans. We suggest that your committee may wish to 
make inquiry of lenders in each of the major institutional types, in order to 
evaluate the measure of financial support that might be expected for Government 
insured mortgages if the FHA contract were the only choice. 

The loan guaranty contract has sometimes been referred to as a “better con- 
tract” from the viewpoint of both veteran borrowers and mortgage investors. 
The historical record of participation by both mortgagors and mortgagees during 
periods of favorable economic climate gives good support for the appropriateness 
of that label. For this reason it would seem that the interests of all parties 
concerned would be better served by permitting the interest rate on GI loans to 
be adjusted upward to 5 percent so as to be more compatible with conditions now 
prevailing in the general money market. The alternate route of attempting to 
forge a substitute product that would be deficient in many features that have 
heretofore been attractive to both veterans and lenders, does not hold forth the 
promise of either serving the veterans as well nor of attracting as much private 
capital for their loans as would the continuance of the present vehicle. 

The devices mentioned in your letter, namely of reducing the minimum down- 
payment required on FHA loans that might be made to veterans and providing 
for payment of the mortgage insurance premium by the Government, would main- 
tain minimum downpayment requirements at about the same level as required 
under present VA regulations and make the cost of the loan to the veteran the 
same as it would be if the interest rate on VA-guaranteed loans were raised to the 
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competitive level of 5 percent. But these measures by themselves would not be 
enough. There are many other provisions of the VA regulations that go deeper, 
not the least of which, from the veterans’ standpoint, is the protection provided 
on the purchase price by the VA reasonable value appraisal, and from the lenders’ 
viewpoint, of full allowance of interest from date of default to foreclosure. Per- 
haps the heart of the matter rests in the viewpoint underlying VA regulations 
which is premised at preserving the interests and equity of the veteran until 
foreclosure is a last resort. The willingness of lenders to extend such indulgence 
stems from the opportunity extended of being made whole in recovery of the 
indebtedness through the recapture of all reasonable expenditures, which mini- 
mizes the prospect of even the smallest loss. We submit that any other program 
designed to aid veterans in their home financing must be forged in such a mold 
if its final shape is to be satisfactorily pleasing and acceptable to all parties 
concerned. 

The measure of the contribution that has been made by the GI loan program to 
the residential construction industry in this country is reflected by a chart which 
shows the proportion of each year’s housing starts from 1951 on, that were con- 
structed conventionally, and under FHA and VA inspections and appraisals. It 
is interesting to note that the volume of new houses started each year without 
any form of Government participation has been remarkedly stable, and that the 
increment of growth above these levels is primarily attributable to VA-guaranteed 
loans. <A copy of this chart is included as exhibit C to this statement. 

Two other charts show the month-to-month fluctuations in the volume of VA 
appraisal requests and loan applications and demonstrate the sensitiveness of 
this program to conditions prevailing in the general money markets. Copies of 
these two charts are also appended as exhibits D and E. 

Discussions of legislative devices to create an alternate program for veterans’ 
loans within the framework of the National Housing Act are necessarily di- 
rected primarily to the honoring of the legislative commitment to veterans with 
service during the Korean conflict which was added to the statute books during 
1952 rather than to veterans with service during World War II since their en- 
titlement for the guaranty of loans will expire in another 17 months. Since 
new programs customarily require 6 months to a year after their legislative en- 
actment before becoming fully effective, we assume that it would not be seriously 
contended that World War II veterans could be served by an alternate program 
before their period of entitlement expires any more so than they will be served 
by continuing the benefit within the VA at an interest rate which is not com- 
petitive. 


We have prepared a chart, exhibit F to this statement, which shows a number 


of veterans who obtained loan guaranty entitlement during both the World War 
II period and the Korean conflict period, and also the numbers of each group 
that have thus far utilized that benefit. This chart shows that 33 percent of 
the veterans with service in World War II only, have thus far made use of their 
loan guaranty entitlement but only 614 percent of the Korean veterans had ob- 
tained loans through the end of 1956. Since the Korean service veterans have 
8 years remaining in which to use their loan guaranty entitlement, accord- 
ing to present statutes, they would be the group primarily affected by the fu- 
ture availability or inavailability of GI loans. 

The Korean veterans have commenced an active use of their loan guaranty 
entitlement during the past 2 years, and in 1956 loans guaranteed on behalf 
of Korean service veterans comprised 30 percent of the total volume of VA 
loan guaranty activity. We are including a chart, exhibit G to this statement, 
which shows the annual volume and proportion of loans guaranteed on behalf 
of both World War II and Korean service veterans. Thus any proposals to 
change the quantum or the quality of loan guaranty benefits to be available 
henceforth will be borne primarily by the Korean service veterans. 

One of the ostensible reasons that has been advanced from time to time to 
justify the establishment of a home-loan program for veterans within the 
framework of the National Housing Act lays considerable emphasis on the dupli- 
cation of similar functions being carried on in both the Federal Housing Ad- 
Ministration and the Veterans’ Administration. It has been stated that the 
extent of the duplication of staffing and of various activities between FHA 
and VA is such that appreciable economies should be expected if all home-loan 
Insurance and guaranty activities were to be carried on in a single agency 
having cognizance of all Government housing matters. 

The Veterans’ Administration subscribes to the principle that duplication of 
Processing by two Government agencies is unwarranted and should be avoided 
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insofar as such avoidance is a practicable possibility, consonant with the fune- 
tions and objectives of the respective agencies. The Veterans’ Administration 
considers that it has endeavored to recognize this principle in the policies and 
practices governing the loan guaranty program. In fact our liaison with the 
national headquarters of the Federal Housing Administration has been con- 
tinuous on all common problems that have arisen during the years, and has 
been particularly close during recent years. 

The reiteration of the proposal to place loan guaranty activities under the 
jurisdiction of the Federal Housing Administration gives rise to the question 
as to how extensive such duplication actually is and what costs arise when it 
occurs. Duplication of processing between the two agencies occurs in a small 
segment of VA cases where the builder files application for an FHA commitment 
and also requests a VA appraisal. This dual appraisal permits a builder to 
sell his houses to nonveterans on FHA terms for new construction, or to a vet- 
eran seeking a VA-guaranteed loan. Thus the dual valuation is used as a mar- 
keting device to facilitate sales. In addition, the FHA commitment has been 
fashioned as an aid to production credit, and is customarily used by certain 
builders as a basis for obtaining construction financing. The cost of obtaining 
such a commitment is a modest fee in relation to other financing charges, and 
builders have willingly paid it to be assured of interim financing. 

The chart captioned “Private housing starts’ previously mentioned (exhibit 
C) shows the number of cases of new construction on which both FHA and VA 
appraisals are obtained. The proportion of total housing starts subject to dual 
processing range from 3.6 percent in 1951 to 11.2 percent in 1955, and comprised 
a 9.4 percent in 1956. Viewed in another light, the dual processing ranged 
from 19.8 percent to 28.1 percent of all new homes which VA was called upon to 
appraise, with 27.7 percent in 1956. During the past 4 years, the proportion has 
remained quite constant, indicating stability of the financing practices of the 
builders who employ that method. It is our understanding that appraisals by 
both agencies are practically nonexistent in cases of existing houses. 

In all areas, the Veterans’ Administration accepts the land planning and engi- 
neering details of the Federal Housing Administration, unless from a review of 
the exhibits submitted there are patent deficiencies which might cause improper 
drainage or other defects which would result in the units failing to meet the 
minimum property requirements. Likewise, the Veterans’ Administration will 
accept FHA compliance inspections except in a few localities where it has been 
demonstrated on occasion that separate compliance inspections by VA should be 
undertaken in the interest of prudence and protection. 

Where FHA inspections are made, it is nevertheless necessary that VA be 
assured that all of the elements on which the VA certificate of reasonable value 
was based have in effect gone into the completed units, i. e., that construction 
was completed in accordance with the plans and specifications. Since FHA has 
heretofore stated that it could not furnish such advice, the VA will accept the 
lender’s certification that the unit has been completed in accordance with the 
plans and specifications. However, many lenders are reluctant to make such 
certification and it then becomes necessary to have a VA final inspection, for 
which a charge of $5 is generally made. 

It is true that the VA does not accept the FHA valuations in any case nor 
does it appear to be practicable for VA to engage the FHA for appraisal pur- 
poses. Over the years there have been many discussions between the two agencies 
seeking to find some area of agreement on which FHA appraisals would be 
aeceptable. Until April 1, 1947, the VA did accept FHA valuations in com- 
bination FHA-—505 (a) cases, but the practice was discontinued because of the 
belief by VA that otherwise it could not discharge properly its statutory respon- 
sibility in determining reasonable value requirements. The primary difficulty 
stems from the basic differences in the purpose for which the appraisal is made. 
The FHA is not concerned with the cost of the unit to the purchaser but only 
with the maximum mortgage amount based on long-term economic value. On 
the other hand, the VA is responsible for ascertaining that the cost of the units 
to the veteran is not in excess of the reasonable value of the property. Thus 
there is a wide variance in the appraisal philosophies which have presented 
insurmountable obstacles each time efforts have been made to reach any agree 
ment whereby VA could accept FHA appraisals. 

It is significant to note that in the main the strongest advocates of integrating 
the FHA-VA appraisal and inspection operations are the ones who also advocate 
the abondonment of the reasonable value concept. The argument is advanced 
that VA also should be concerned only with maximum mortgage amount and 
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not with the price which the veteran is paying. This point was considered by 
the Congress in the fall of 1945, and since then on several subsequent occasions, 
put none of these proposals were ever reported out by a congressional committee. 

The argument against the reasonable value concept are vulnerable for several 
reasons. One of these is the fact that contractors are often prone to run up the 
selling price by the inclusion of numerous extras which have eye or name appeal 
put whose cost and value are less than the amount added to the price. Another 
is the fact that the primary concern of many purchasers is the amount required 
to be paid down and the amount of the monthly installments. With the liberal 
credit terms offered by the VA-guaranteed loan. the downpayment and monthly 
installment factors may be brought within the range of many purchasers who 
would pay considerably more than the actual value of the property. Also, since 
low equity loans often command higher discounts, there would be strong pres- 
sures for the builder to pass all of such discounts on to the purchaser in the 
form of higher selling prices. It is only natural that a better price is obtainable 
for a property which may be offered for sale with a low downpayment, low 
interest rate and long maturity, than for all cash or with a high interest rate or 
short maturity. If the reasonable value concept should be abandoned, the value 
of the liberal loan features inherent in the VA-guaranteed loan would all too 
often result in added profit to the seller at the expense of the veteran. 

Just how much additional cost is involved where a builder processes through 
both FHA and VA? An additional set of plans and specifications is required 
which probably would cost $5, but when dividing this amount among the units 
in the typical project the added cost on the individual units is so miniscule that 
it should be disregarded. The FHA application fee is $45, $25 of which is 
refunded if the permanent mortgage is financed through FHA. The VA appraisal 
fee would, in the usual project case, add $7, making the total cost $52. If the 
units are being processed solely through VA, the initial outlay would be $7 for 
the appraisal and about $15 for the inspections, or a total of $22, and at closing 
the builder gets a refund of $15 from the veteran. So while there would be 
some slight saving in those cases which presently are being processed through 
both agencies, the requirement that all builders go through FHA would result 
in an added cash outlay of about $30 in the vast majority of the cases where 
presently the builder is processing only through VA. While it has been alleged 
that the added costs are as much as $400 or $500 per unit, these allegations do 
not seem to have the benefit of factual support, unless they embrace the cost 
of items which the builder has been compelled by VA to supply in order to assure 
compliance with minimum property requirements or to fulfill the builder’s 
contracts with veteran purchasers. 

Thus we believe that a closer examination of the proposal to effect substantial 
economies by consolidating mortgage underwriting in a single agency proves to 
be largely illusory. 

If the Congress should see fit to establish a separate program for veterans 
within the framework of the National Housing Act in order to take advantage of 
the interest rate provisions of that law, additional workloads would be imposed 
upon the Federal Housing Administration, at least in proportion to the number 
of loans that would be underwritten. However, the proposal appears to con- 
template the establishment of a new program for veterans’ loans without repeal- 
ing section 501 of the Servicemen’s Readjustment Act. If so, the existing 
statutes would be permitted to remain operative to the extent that their terms 
would attract funds for guaranteed loans at 4% percent. 

If a new home-loan program for veterans were established under the National 
Housing Act, there would be left with the Veterans’ Administration the entire 
direct-loan program, the farm, and business-loan programs, paraplegic housing, 
and the servicing of the entire existing portfolio of guaranteed loans until the 
contingent liability of the Government is extinguished. These responsibilities 
would require the Veterans’ Administration to maintain sizable staffs through- 
out the country, and it is likely that the combination of the new FHA staff 
requirements plus the continued VA administrative expenses would be more 
than the costs would be under the present program. 

Further substantial costs to the Government would arise from the plan to 
have the customary mortgage insurance premium of one-half of 1 percent 
refunded by the Government to veterans obtaining loans insured by FHA. In 
the case of an average loan of $13,000 amortized over 25 years at 5 percent 
interest but paid in full at the end of 10 years, it is estimated that refunded 
mortgage insurance premium payments would cost the Government $619.90 per 
loan. The average characteristics assumed are those that would probably be 
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typical of GI loans if the interest rate were put on a competitive basis with 
FHA loans. 

This cost of $619.90 may be contrasted with the costs which have been ex- 
perienced under the VA program. Taking the 5 million loans guaranteed during 
the past 12 years, direct administrative costs amount to $25 a loan and over- 
head costs would raise that amount to $30 a loan. The net cost to the Govern- 
ment of the claims paid on defaulted guaranteed loans has averaged $6.25 per 
loan, which, when added to the administrative and overhead costs, brings the 
total cost per VA-guaranteed loan to $36.25. If the insurance of veterans’ loans 
is placed under FHA, ample funds should be appropriated by the Congress direct 
to FHA to cover the insurance cost. 

The proposed alternate cost of refunding FHA mortgage insurance premium 
payments is approximately 17 times as great as the costs under the present 
operation. 

Not only would such a plan of housing functions result in greater cost to the 
Government but it would create confusion and misunderstanding in the public 
mind as to which agency had responsibility over which activities. 

The Veterans’ Administration would have no objections to a liberalizing of 
the downpayment requirements under title II of the National Housing Act, so 
that veterans who do not use their GI loan privileges during the span of their 
statutory entitlement might be afforded somewhat more liberal terms than now 
exist for FHA loans when they enter the housing market. Such a liberalizing 
of downpayment requirements would, of course, add a measure of effective 
demand to the housing markets and provide a stimulus to the residential con- 
struction industry by making it possible for families with relatively small cash 
holdings to purchase houses where they otherwise could not, provided there 
were an adequate flow of investment funds available for such loans. 

The question should be raised, however, as to whether this year is a propi- 
tious time to provide such liberalization. It may well be that at some other 
date, the stimulation of the home-construction industry may have more favorable 
and fewer unfavorable consequences than at present. 
































Exuireit A—REGULATION OF FEES AND CHARGES BY VA UNDER SECTION 504 oF 
Hovusine Act or 1950, as AMENDED 








I. BACKGROUND 


When the Housing Act of 1950 was under consideration by the Congress the 
proposal for control of fees and charges in connection with VA-guaranteed home 
loans was initially confined to control or regulation of the fees chargeable by 
a lender in respect to mortgages to be sold to the Federal National Mortgage 
Association. At that time, FNMA was issuing advance purchase commitments, 
and many such commitments were held by lenders. The lender at that time 
could sell all of his GI loan originations to FNMA and these lenders who had 
FNMA commitments were, in some areas, charging builders substantial sums 
in order to obtain the financing which eventually resulted in a Government- 
owned mortgage. In effect, the lender was exacting a fee from the builder or 
sponsor for obtaining GI financing that actually represented the use of Govern- 
ment funds. It is considered that this was the practice that Congress was 
mainly concerned about and was desirous of curbing, although there was, in 
addition, concern that the cost to the purchaser of the house would include this 


charge to the builder. 
















II. LEGISLATIVE HISTORY 








(a) In the report from the Senate Committee on Banking and Currency on 
the amendment of S. 2246 (Report No. 1286, dated February 24, 1950) it was 
stated : 

“With respect to these GlI-guaranteed loans. a committee amendment previ- 
ously reported would have required the mortgagee, as a condition to the sale 
to the FNMA, to certify that no bonus, fee, or charge, other than those approved 
by the FNMA, has been or will be received in connection with the placement of 
the loan. The amendment was directed against a practice in some areas of 
payments by buiders to lenders in order to get them to make 4 percent G1 loans 
for resale to FNMA. This practice tends to increase the price of housing sold 
to veterans and to defeat the purpose of the 4 percent interest rate limitation 
for GI loans. Your committee has now deleted this amendment, which would 
have applied only in the case of FNMA purchases of VA-guaranteed loans, and 


in lieu thereof is recommending a provision to be included in title VI of the 
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amendment (see. 604), which would specifically authorize and direct both the 
Federal Housing Commissioner and the Administrator of Veterans’ Affairs to 
prescribe maximum fees which could be charged in connection with the financing 
of construction or sale of housing built or sold with the assistance of any FHA- 
insured mortgage or VA-guaranteed loan, and to require certifications from the 
mortgagee that no excess charges have been imposed by it. Regulations so 
issued could apply to all charges made in connection with financing of housing 
puilt or sold with such assistance, even though some portion of the financing 
was not assisted by the Government. Thus, the maximum benefits from such 
a provision would be extended to all purchasers of homes for which loans are 
guaranteed or insured by the Government, whether or not the loans are sold 
to FNMA.” 

(bv) The following is quoted from Conference Report No. 1893, dated April 5, 
1950, which accompanied S. 2246: 

“Section 504 of the Senate bill contained a provision directed against the prac- 
tice of lenders requiring excessive charges in consideration for making FHA- 
or VA-guaranteed loans. In lieu of the provision of H. R. 6070 that no other- 
wise eligible mortgages could be purchased by the Federal National Mort- 
gage Association unless the mortgagee certifies that no bonus, fees, or other 
charges in excess of those expressly authorized by the Association has been or 
would be charged or received by such mortgagee to or from the builder or the 
mortgagor in connection with such mortgage, the Senate language specifically 
authorizes and directs both the Federal Housing Commissioner and the Admin- 
istrator of Veterans’ Affairs to prescribe the maximum fees which could be 
charged in connection with financing of construction or sale of housing built or 
sold with the assistance of any FHA-insured or VA-guaranteed loan, and to 
require certification from the mortgagee that no excess charges have been im- 
posed by such mortgagee. These regulations would apply not only to charges in 
connection with the particular mortgage loans insured or guaranteed by the 
Government, but to charges in connection with other loans made for the con- 
struction or sale of housing involved. The conference substitute contains the 
Senate language.” 

Ill. THE LAW 


Section 504 of the Housing Act of 1950 as originally enacted on April 20, 1950 
(Public Law 475, 81st Cong.), provided as foliows: 

“Sec. 504. With respect to housing built or sold with assistance provided under 
the National Housing Act, as amended, or title III of the Servicemen’s Readjust- 
ment Act of 1944, as amended, the Federal Housing Commissioner and the Ad- 
ministrator of Veterans’ Affairs, respectively, are hereby specifically authorized 
and directed to issue such regulations, applicable uniformly to all classes of 
mortgagees, as they determine desirable for the purpose of limiting the charges 
and fees imposed upon the builder, veterans, or other purchaser in connection with 
the financing of the construction or sale of such housing, whether or not such 
charges were or are imposed in connection with the financing assisted by the 
Federal Government, and no loan shall be insured or guaranteed under such acts 
unless the mortgagee certifies that it has not imposed upon the builder, 
veteran, or other purchaser any charges or fees in connection with the financing 
of the construction or sale of such housing in excess of the charges or fees per- 
mitted under such regulations for such purposes as are applicable to the housing 
involved.” 

(It will be noted that, as originally enacted, sec. 504 did not authorize control 
of charges or fees against the seller of an existing previously occupied dwell- 
ing, or against real estate sales brokers or other third parties.) 


IV. ADMINISTRATIVE IMPLEMENTATION 


(a) The statute required controls on the charges or fees that lenders could 
impose against builders not only in connection with the guaranteed or insured 
financing to the persons purchasing the completed units but also in connection 
with conventional construction financing obtained by the builder to construct the 
units, 

(b) The Veterans’ Administration (the Federal Housing Administration, 
also) construed the statute as prohibiting the payment or absorption by builders 
of the discounts incurred by originating lenders when disposing of loans to 
investors. 

(c) The VA and the FHA took coordinated action to issue appropriate regula- 
tions and approved schedules of permissible fees and charges. The lender was 
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required to certify that it had not imposed fees or charges in excess of those 
permissible. Where the builder had obtained construction financing from a 
lender other than the lender making the guaranteed home loans to the veteran 
purchaser, VA required the builder to certify that in connection with the con- 
ventional construction financing obtained he had not paid any fees or charges 
in excess of those permissible. 

(d@) In September of 1951, section 504 was amended by the Congress to require 
the regulation of charges against the seller of existing previously occupied prop- 
erty sold with VA or FHA guaranteed or insured financing (Public Law 139, 
82d Cong.). The VA regulations and fee schedules were amended accordingly, 

(e) The interest rate payable on VA guaranteed home loans in 1951 and 1952 
was 4 percent. FHA-insured loans bad a 4% percent interest rate. VA-guar- 
anteed 4-percent loans were selling in the secondary market at substantial dis- 
counts. FHA-insured 4%4-percent loans had a somewhat more favorable 
market. In this economic market, builders and lenders sought ways and means 
of legally circumventing the limitations in the VA regulations and schedules 
against the payment or absorption by builders of the discounts being incurred 
by originating lenders when disposing of 4-percent loans in the secondary market, 
and a situation developed which was not satisfactory from an administrative 
standpoint, or from the standpoint of the builders and lenders generally. 

(f) The most widely used methods of circumvention were as follows: 

(1) The real estate sales broker would pay a loan fee or discount from his 
sales commission. 

(2) The builder or other seller would originate the loan in its own name asa 
nonsupervised lender on a prior approval basis, or would have the loan originated 
by a mortgagee subsidiary or affiliate which was owned or controlled by the 
builder, and then sell the loan at a discount, frequently to the lender who would 
have made the loan in the first place had the builder or other seller been 
permitted to pay the discount directly. 

(3) Use of a “repurchase agreement” under which the builder or other seller 
agreed to buy the loan from the originating lender at par within a specified 
period after the loan was closed, usually 90 days, unless the lender was able to 
sell the loan at par or better during such period. The builder or other seller 
was usually required to deposit a sum of money to be forfeited if such agree- 
ment to repurchase was not carried out. Usually the deposit was approximately 
equal to the contemplated discount which the loan would sell for in the secondary 
market. 

(These arrangements were considered by the VA Solicitor (now General 
Counsel) and determined not to be in contravention of applicable law, regulations, 
schedules, and certifications. ) 

(7) On May 5, 1953, VA increased the interest rate on GI home loans from 
4 to 4% percent. In connection with such increase and in an effort to curb the 
practices referred to in (2) and (3) of the preceding paragraph, VA amended 
its fee schedules and certifications, effective May 18,1953. The new fee schedule 
specifically barred any arrangement or agreement which would result directly or 
indirectly in the imposition upon, or absorption by, the builder or other seller 
of any cost in addition to or in excess of those expressly authorized by the 
schedule. In addition to the lender’s certification that he had not charged the 
builder, seller, or veteran excessive or unauthorized charges, VA required the 
builder to certify that in connection with the financing of the construction and 
sale of his units he had not paid or absorbed and would not pay or absorb any 
charges or fees in excess of or in addition to those expressly authorized by the 
approved fee schedule. In connection with such certification the builder was 
required to acknowledge that he understood and agreed in making the certifica- 
tion that the payment or absorption by him of any fee, charge, discount, ware- 
housing fee, or commitment fee, directly or indirectly, through a wholly or par- 
tially owned affiliate or subsidiary, in excess of or in addition to the amounts 
expressly authorized by the fee schedule, was prohibited. 

(ti) The administrative action taken to curb charges and practices prevalent 
quickly resulted in a vast number of complaints to Congress by builders and 
lenders. Hearings were held, and the Congress amended section 504 to provide 
that control or regulation of fees and charges under section 504 “shall not be 
construed to include any loss suffered by an originating lender in the bona fide 
sale or pledge or an agreement to sell the mortgage” (Public Law 94, 88d Cong. 
approved June 30, 1953). (See hearings before the Committee on Banking and 
Currency, U. S. Senate, 83d Cong., 1st sess., on 8S. 1621, S. 1848, S. 1864 
and §S. 2103, June 15, 16, 17, and 18, 1953; and hearings before the Con 
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mittee on Banking and Currency, House of Representatives, 88d Cong., 1st sess., 
on H. R. 5667, June 16, 17, 22, and 23, 1953). In connection with such amend- 
ment, statement by Hon. Homer E. Capehart for the managers on the part of the 
Senate, on the Conference Report on 8. 2103 (printed in the Congressional Record 
of June 30, 1953) reads as follows: 

“The Senate receded to the House and accepted the amendment to section 504 
which will have the effect of permitting the sale of VA mortgages by the originat- 
ing mortgagee at a discount. The May 18 regulation of the VA would have pro- 
hibited such sales. The effect of the regulations, and I imply no criticism of the 
VA for issuing it, would have been greatly to lessen the amount of housing for 
our veterans and to increase unemployment among the construction workers. 
It had the practical effect of cutting off GI financing in many areas of our Nation, 
so it was testified. 

“In receding to the House, your conferees were very concerned lest any dis- 
counts, fees, or other charges permitted under this amendment be passed on to 
the veteran or purchaser. I am satisfied that the language of the amendment 
does not permit any discounts, warehousing fees, or other similar financing 
charges to be passed on to the purchaser. In order for the Veterans’ Administra- 
tion and the Congress to observe if any abuses take place under this provision, 
and in order for them to see if any builders are attempting to pass any discounts, 
fees, or other similar financing charges back to the veteran, it is our intent that 
the Veterans’ Administration issue regulations requiring the originating lender 
of any home-mortgage loan guaranteed by it under title III of the Servicemen’s 
Readjustment Act, as amended, to report the amount of any discount, warehousing 
charge, similar financing charge, or other fee assessed against the builder or 
originating mortgagee.” 

In the conference report (Rept. No. 692, dated June 30, 1953) which ac- 
companied S. 2103, the following statement is made: 

“VA regulation of May 18, 1953.—The House amendment contained an amend- 
ment to clarify section 504 of the Housing Act of 1950 so that it will not be 
construed as to require regulations which prevent the flow of mortgage money 
to those areas of the country which must rely upon other areas for a substantial 
supply of mortgage capital. Such was the effect of the May 18, 1953, regulation 
issued by the VA Administrator. 

“The Senate bill did not contain any similar provisions. 

“The conference report conforms to the language of the House amendment. 
In adopting the language of the House amendment, the committee of con- 
ference wishes to make clear that the Veterans’ Administration may take rea- 
sonable measures to assure that any discounts or warehousing or similar fees 
which may be absorbed by the builder are not to be passed back to the veteran 
purchaser. Any such cost cannot be passed back to the veteran if the certificate 
of reasonable value, issued by the Veterans’ Administration in connection with 
the sale of the property, is in fact a realistic value. In connection with the sale of 
a property guaranteed or insured by the Veterans’ Administration, the VA issues 
a so-called certificate of reasonable value, commonly referred to as a CRV, which 
sets a maximum limit at which the property may be sold and the veteran still 
obtain an insured or guaranteed loan upon it. This is the cogtrol mechanism 
to guard against abuses in either financing cost or construction practices. Ob- 
Viously, if the CRV is a realistic figure such abuses cannot exist.” 

(t) An important practical aspect of the June 30, 1953, amendment to section 
504 permitting originating lenders to require builders to reimburse them for 
loss incurred in connection with the sale of the loan to an investor, was the fact 
that lenders, such as savings banks and savings and loan associations, that de- 
sire to originate loans for portfolio retention were not permitted to make any 
discount charge to the builder in connection with loans originated and retained 
as portfolio investments. These lenders found themselves in an unfavorable 
competitive position since secondary investors acquiring loans via the purchase 
route were permitted to charge the originator (who required the builder to reim- 
burse) whatever discount was agreed upon. This situation accelerated the 
practice of builders originating loans directly or through subsidiaries and affili- 
ates and then selling the loans at a discount to the bank or other lender by whom 
the loan would have been made in the first instance had it been permitted to 
charge a discount to the builder directly. 

(j) After considering fully the developments consequent on the May 1953 
amendment to section 504, VA recommended to the Administrator of the Hous- 
ing and Home Finance Agency that action be taken to recommend to the Con- 
gress that section 504 of the Housing Act of 1950, as amended, be repealed. 
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(See attached copy of letter dated December 22, 1953, from the Administrator 
of Veterans’ Affairs to the Administrator of the Housing and Home Finance 
Agency.) In connection with the proposed legislation repealing section 504 of 
the Housing Act of 1950, as amended, a VA witness testified before the Com- 
mittee on Banking and Currency, House of Representatives, 83d Congress, 2d 
session, as follows: 

“With the repeal of section 504 of the Housing Act of 1950, as amended, the VA 
would, in the absence of the establishment of fees and charges maxima by the 
President only regulate the fees and charges that lenders may impose directly 
against the veterans obtaining GI guaranteed or insured loans. It would not 
attempt to regulate the fees and charges that lenders may impose against build- 
ers, sellers, or other parties interested in the transaction. As a consequence, 
lenders, builders, sellers, and other parties in interest—except the veteran bor- 
rower—would be at liberty to bargain freely in connection with the charges to be 
paid incident to the extension of both construction and permanent financing. In 
this situation competitive factors or considerations would operate to determine 
the fees and charges payable. The Veterans’ Administration is of the opinion 
that this is desirable both from the standpoint of the lending and building indus- 
tries and from an administrative standpoint as well.” (See testimony beginning 
on p. 219, hearings before the Committee on Banking and Currency, House of 
Representatives, 88d Cong., 2d sess., on H. R. 7839.) 

Before the Committee on Banking and Currency, United States Senate, 83d 
Congress, 2d session, VA testimony bearing on the proposed repeal of section 
504 was as follows : 

“WITNESS. With the repeal of section 504 of the Housing Act of 1950, as 
amended, the VA would, in the absence of the establishment of fees and charges 
maxima by the President, only regulate the fees and charges that lenders may 
impose directly against the veterans obtaining GI guaranteed or insured loans. 

“It would not attempt to regulate the fees and charges that lenders may impose 
against builders, sellers, or other parties interested in the transaction. As a 
consequence, lenders, builders, sellers, and other parties in interest—except the 
veteran borrower—would be at liberty to bargain freely in connection with the 
charges to be paid incident to the extension of both construction and permanent 
financing. 

“In this situation, competitive factors or considerations would operate to 
determine the fees and charges payable. The Veterans’ Administration is of the 
opinion that this is desirable both from the standpoint of the lending and build- 
ing industries, and also from an administrative standpoint. 

“Senator BENNETT. May I interrupt you there again? Do I understand, there- 
fore, that you are opposing the idea that the President should have the power 
to set any such maximum fees? 

“Witness. No, sir; we are not. We are simply saying that in the absence of 
action by the President, we don’t propose to regulate at all, except charges made 
directly against the veteran. Now the primary reason for putting that in here 
and expressing ourselves this way is that there is a controversial record behind 
us, in and out of the Congress, and we are stating our position, so that if any- 
body doesn’t likg it, they can bring us to book right now. 

“Senator BENNETT. Well, you go on. 

“Witness. When I said ‘anybody,’ I meant if the committee didn’t like what 
we would propose to do, they would be on notice, and would make us do 
differently.” 

“Senator Bennett. That is right.” 

(See testimony beginning at end of page 188, hearings before the Committee 
on Banking and Currency, U. S. Senate, 88d Cong., 2d sess., on S. 2889, S. 2938, 
and 8. 2949.) 

K. Section 504 of the Housing Act of 1950, as amended, was repealed by 
Public Law 560, 83d Congress, approved August 2, 1954. In connection with 
such repeal the following statement appears in the Conference Report, House of 
Representatives (Rept. No. 2271, dated July 17, 1954), which accompanied 
H. R. 7839: 

“Control of Lenders’ Charges and Fees.—The Senate amendment added to the 
House bill a provision repealing section 504 of the Housing Act of 1950, whieh 
directed the Federal Housing Commissioner and the Administrator of Veterans’ 
Affairs to limit and control the fees and charges imposed by lenders upon builders 
and purchasers in connection with mortgages and home loans. A similar pro- 
vision in the House bill was eliminated when title II of the reported bill (relating 
primarily to mortgage interest rates and terms) was stricken out on the floor 
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of the House. Section 504 of the Housing Act of 1950 is no longer needed, since 
adequate authority for the control of these fees and charges is otherwise avail- 
able. The conference substitute includes the provision added by the Senate 
amendment. This is intended in no way to remove any protection afforded to 
yeterans and other purchasers against excessive fees and charges in connection 
with VA and FHA home loans. The VA and FHA will continue to have adequate 
authority under other provisions of law to control fees and charges paid by 
purchasers in connection with the initiation of such loans and the disbursement 
of loan proceeds, and it is the intention of the committee of conference that 
those agencies will continue to exercise their authority to protect veterans and 
other purchasers against excessive fees and charges.” 

The following statement appears in the report of the Senate Committee on 
Banking and Currency (Rept. No. 1472) which acconipanied H. R. 7839: 

“Section 912. Repeal of section 504 of the Housing Act of 1950. This section 
would repeal section 504 of the Housing Act of 1950 directing the VA and FHA 
te control the charges and fees imposed by lenders upon builders and purchasers 
in connection with FHA and VA home loans. 

“Section 504 was enacted primarily to meet a situation no longer existing. 
At the time of such enactment many FNMA advance commitments were held 
by lenders who were, in some areas, charging builders substantial sums for 
financing Which eventually resulted in the Government holding the mortgages 
involved. Because VA regulations under section 504, with changing market 
conditions, imposed severe restrictions on certain lenders, the Housing Act 
of 1953 provided that the limitations on fees under section 504 should not be 
construed to include any loss suffered by an originating lender in the bona fide 
sale or pledge of a mortgage. This 1953 provision, in practice, resulted in a 
discrimination against lenders seeking to hold loans for their own portfolio. 
In order to cope with the advantage the statute affords to secondary investors, 
who acquire loans by purchase rather than direct origination, many lending 
institutions arranged to have the builders or their subsidiaries or affiliates orig- 
inate the loans for the purpose of sale to such institutions at a discount. 

“There would be adequate authority after the repeal of section 504 for the 
control of fees and charges paid by borrowers on FHA or VA home loans.” 


V. CURRENT SITUATION 


Currently, VA regulates and controls only the fees and charges which lenders 
may impose against veterans obtaining VA guaranteed loans. The lenders 
making such loans are required to certify that the charges or fees made or 
imposed against the veteran borrower are only those which are authorized by 
the schedule of fees and charges approved by VA. 


DECEMBER 22, 1953. 
Hon. ALBERT M. COLe, 


Administrator, Housing and Home Finance Agency, 
Washington, D.C. 

DEAR Mr. Cote: This is in response to your request of December 14, 1953, that 
I advise you regarding the experience of the Veterans’ Administration with 
section 504 of the Housing Act of 1950, and that I state my views as to whether 
it has proved to be workable and effective. 

It is considered advisable at the outset to advert to the situation which existed 
when the Congress originally enacted section 504 of the Housing Act of 1950. 
The following is quoted from Conference Report No. 1893, dated April 5, 1950, 
which accompanied S. 2246: 

“Section 504 of the Senate bill contained a provision directed against the prac- 
tice of lenders requiring excessive charges in consideration for making FHA- or 
VA-guaranteed loans. In lieu of the provision of H. R. 6070 that no otherwise 
eligible mortgages could be purchased by the Federal National Mortgage Asso- 
ciation unless the mortgagee certifies that no bonus, fees, or other charges in 
excess of those expressly authorized by the association has been or would be 
charged or received by such mortgagee to or from the builder or the mortgagor 
in connection with such mortgage, the Senate language specifically authorizes 
and directs both the Federal Housing Commissioner and the Administrator of 
Veterans’ Affairs to prescribe the maximum fees which could be charged in con- 
hection with financing of construction or sale of housing built or sold with the 
assistance of any FHA-insured or VA-guaranteed loan, and to require certifica- 
tion from the mortgagee that no excess charges have been imposed by such mort- 
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gagee. These regulations would apply not only to charges in connection with 
the particular mortgage loans insured or guaranteed by the Government but to 
charges in connection with other loans made for the construction or sale of 
housing involved. The conference substitute contains the Senate language.” 

In the report from the Senate Committee on Banking and Currency on the 
amendment of S. 2246 (Rept. No. 1286, dated February 24, 1950) it was stated: 

“With respect to these GI-guaranteed loans, a committee amendment pre- 
viously reported would have required the mortgagee, as a condition to the sale 
to the FNMA, to certify that no bonus, fee, or charge, other than those approved 
by the FNMA, has been or will be received in connection with the placement of 
the loan. The amendment was directed against a practice in some areas of pay- 
ments by builders to lenders in order to get them to make 4-percent GI loans for 
resale to FNMA. This practice tends to increase the price of housing sold to 
veterans and to defeat the purpose of the 4-percent interest-rate limitation for 
GI loans. Your committee has now deleted this amendment, which would have 
applied only in the case of FNMA purchases of VA-guaranteed loans, and in lieu 
thereof is recommending a provision to be included in title VI of the amendment 
(sec. 604), which would specifically authorize and direct both the Federal Housing 
Commissioner and the Administrator of Veterans’ Affairs to prescribe maximum 
fees which could be charged in connection with the financing of construction or 
sale of housing built or sold with the assistance of any FHA-insured mortgage 
or VA-guaranteed loan, and to require certifications from the mortgagee that no 
excess charges have been imposed by it. Regulations so issued could apply to 
all charges made in connection with financing of housing built or sold with such 
assistance, even though some portion of the financing was not assisted by the 
Government. Thus, the maximum benefits from such a provision would be ex- 
tended to all purchasers of homes for which loans are guaranteed or insured by 
the Government, whether or not the loans are sold to FNMA.” 

It should be borne in mind that initially what the Congress proposed was a 
control on fees chargeable by the mortgagee only with respect to those mort- 
gages being tended to “Fanny May.” At that time the Federal National Mort- 
gage Association was issuing advance commitments, and many such commitments 
were held by lenders. Furthermore, the mortgagee could sell all of his GI-loan 
originations to FNMA and these lenders who had the “Fannie May” commitments 
were, in some areas, charging builders very substantial sums in order to obtain 
the financing which eventually resulted in a mortgage owned by the Govern- 
ment. The lender was, in effect, exacting a fee from the builder or sponsor for 
obtaining GI financing that actually represented the use of Government funds. 
It is considered that this was the practice Congress was mainly concerned about 
and was desirous of curbin, although there was, in addition, concern that the cost 
to the purchaser of the house would include this charge to the builder. As you 
know, Congress has changed the FNMA advance commitment authority. Such 
change, together with other developments concerning the purchase of mortgages 
by “Fannie May,” have operated as effective curbs on the practice (the charging 
of fees for what really was the use of Government funds) which the Congress 
was seeking to control when section 504 was originally enacted on April 20, 1950. 

Prior to June 30, 1953, section 504 of the Housing Act of 1950 directed the Ad- 
ministrator of Veterans’ Affairs (and the Commissioner of the Federal Housing 
Administration) to control the charges and fees lenders could impose on the 
builder or seller of residential construction being sold with the aid of Govern- 
ment guaranteed or insured financing. The statute required controls on the 
charges and fees that lenders could impose against builders not only in connection 
with the guaranteed or insured financing to the persons purchasing the com- 
pleted units but also in connection with conventional construction financing 
obtained by the builder to construct the units. The Federal Housing Admin- 
istration and this agency took coordinated action to issue appropriate regula- 
tions and approved schedules of permissible fees and charges. The respective 
agencies construed the statute as prohibiting the payment or absorption by 
builders of the discounts incurred by originating lenders when disposing of 
loans guaranteed or insured by such agencies to investors, and the schedules 
prohibited lenders from passing such discounts on to builders. As you know, 
VA-guaranteed 4-percent loans were selling in the secondary market at sub- 
stantial discounts. FHA-insured 44-percent loans had a somewhat more 
favorable market. In this economic market lenders and builders sought ways and 
means of legally circumventing the prohibitions in the VA regulations and 
schedules against the payment or absorption by builders of the discounts being 
incurred by lenders when disposing of 4-percent loans in the secondary market 
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and a situation developed which was not satisfactory from an administrative 
standpoint, or from the standpoint of lenders and builders. 

On June 30, 1958, Congress endeavored to cure the situation by an amendment 
to section 504 which has the effect of authorizing builders to pay or absorb the 
discounts and other charges lenders originating Government guaranteed or 
insured loans incur when disposing of those loans to secondary investors. It is 
true that under this amendment lenders originating GI loans for retention may 
not make any charges to builders in connection therewith since the statute con- 
templates the absorption or payment of discounts by builders only in the event 
the loans originated are sold. The industry has overcome this obstacle by 
having the loans originated by builders or by their subsidiaries or affiliates who 
thereafter sell the loans to the “permanent” lenders at a discount. You will 
recognize that this arrangement is necessary in order to cope with the com- 
petitive advantage which the statute currently affords to secondary investors 
who acquire loans by purchase rather than through direct origination. Such 
local institutions as savings banks, savings and loan associations, and others 
that ordinarily would originate loans on local properies for retention are natu- 
rally adverse to doing so at a par cost when their position yieldwise will be 
improved by acquiring loans through purchase. 

Section 504 as it currently provides precludes effective control over the 
amount of the charges against builders since the statute clearly contemplates 
that builders may pay whatever discounts and charges secondary investors 
actually charge the lenders originating loans guaranteed or insured by the 
Federal Housing Administration or the Veterans’ Administration. There obvi- 
ously is little point in controlling the charges a lender makes in connection with 
conventional construction financing extended to the builder so long as the 
builder can originate the “take out’ loans and thereafter sell them to the con- 
struction lender at whatever discount is agreed upon. The enactment of legis- 
lation prohibiting builders from originating GI loans directly or through the 
medium of a subsidiary or affiliate would not be a remedy because it would 
only serve to continue in effect and to accentuate the competitive advantage 
which investors acquiring loans by purchase currently have under section 504 
over investors acquiring loans by origination. These factors and the fact 
that the practice which mainly induced the original enactment of section 504 
no longer obtains leads this agency to recommend that section 504 be repealed. 
The effect of such a repeal would be that both this agency and the Federal 
Housing Administration would confine its control to the regulation of the 
charges lenders may make against the borrowers obtaining guaranteed or in- 
sured loans while control of charges against builders both in respect to guaran- 
teed and insured financing to persons purchasing homes and to conventional 
construction financing obtained by the builders would be determined by com- 
petitive forces. The Veterans’ Administration is of the opinion that this is 
desirable and that Government controls should exist only if practicable and 
clearly necessary. The repeal of section 504 would also allow local investors 
such as savings banks and savings and loan associations to compete on equal 
terms with secondary investors without the necessity for resorting to the indirect 
origination of loans by builders or their subsidiaries or affiliates. 

We are not unmindful that some contend that builders do not absorb discounts 
of other charges made by lenders but merely pass such charges to the home 
purchaser by inereasing the sales price of the homes. It is the opinion of the 
Veterans’ Administration that this contention is not generally valid in that it 
overlooks the appraisal controls which this agency can exercise through refusal 
to recognize increases in reasonable value. Regional offices of this agency have 
been exhorted to exercise extreme care to avoid yielding to any upward pres- 
sures from builders to permit the reflection of discounts through higher rea- 
sonable values. While we do not deny the possibility or even the probability 
that in some instances the builder is able to obtain higher valuations sufficient 
to recompense him for all—or at least part—of whatever discount he may be 
required to pay for his financing, we are of the opinion that such instances are 
a minority and that in the great majority of cases it is unlikely that a builder 
is able to recoup his discount costs through higher reasonable values. In any 
case, there is no reason to believe that the builder would be more successful in 
having his discount absorptions reflected in the reasonable value if section 504 
were to be repealed, since our instructions requiring the vigilant examination 
of appraisal requests to avoid the reflection of discounts will remain unchanged. 
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This would be consonant with the intent manifested by the Congress when the 
provisions of section 504 were liberalized to authorize builders to absorb dis- 
counts since the Congress contemplated that the control against builders passing 
discounts on to veterans would, in fact, be the appraisal control. In that 
connection the conference report (Rept. No. 692, dated June 30, 1953) which 
accompanied S. 2103, states as follows: 

“In adopting the language of the House amendment, the committee of con- 
ference wishes to make clear that the Veterans’ Administration may take reason- 
able measures to assure that any discounts or warehousing or similar fees which 
may be absorbed by the builder are not to be passed back to the veteran pur- 
chaser. Any such cost cannot be passed back to the veteran if the certificate of 
reasonable value, issued by the Veterans’ Administration in connection with the 
sale of the property, is in fact a realistic value. In connection with the sale of a 
property guaranteed or insured by the Veterans’ Administration the VA issues 
a so-called certificate of reasonable value, commonly referred to as a CRV, which 
sets a maximum limit at which the property may be sold and the veteran still 
obtain an insured or guaranteed loan upon it. This is the control mechanism 
to guard against abuses in either financing cost or construction practices. Ob- 
viously if the CRV is a realistic figure such abuses cannot exist.” 

Historically, there has always been a geographic variance in the adequacy of 
the supply of mortgage money. As a consequence, certain mortgages would 
command a premium in some areas of the country while in other areas the same 
mortgage would be sold at a discount. Within reasonable limits this is an en- 
tirely proper situation. On the other hand, there is always the possibility of 
the practice exceeding normal bounds and unquestionably it would be highly 
desirable to endeavor to keep it within reasonable limits. That the effectuation 
of such control through restrictive legislation is not practicable is indicated by 
the experience of this agency in its endeavor to administer effectively the pro- 
visions of section 504 as they existed prior to June 30, 1953. Since the prime 
motivating factor which originally prompted the passage of section 504 no longer 
obtains and since the recent amendment to the statute does not afford any really 
effective control over charges against builders this agency is of the opinion that 
the preferable course action is to recommend to the Congress that the statute 
be repealed. We think the clarifying effect of such repeal would have a healthful 
and desirable effect of encouraging many responsible investors to resume or 
augment their participation in GI loans as it would eliminate the concern over 
the possibility that inadvertently or otherwise the fees attendant loan origination 
may have been in derogation of the law as it now exists. 

Sincerely yours, 
H. V. Hiatry, Administrator. 


EXHIBIT B 





VETERANS’ ADMINISTRATION, 

OFFICE OF THE ADMINISTRATOR, 
Washington, D. C., January 23, 1957 
Hon. OLIN EK. TEAGUE, 

Chairman, Committce on Veterans’ Affairs, 
House of Representatives, Washington, D. ©. 

Dear Mr. Teague: This will refer to your request for a report by the Veterans’ 
Administration on H. R. 21, 85th Congress, a bill to amend the National Service 
Life Insurance Act of 1940 to authorize the Secretary of the Treasury to use up 
to 25 percent of the national service life insurance fund for the purchase of 
loans guaranteed under the Servicemen’s Readjustment Act of 1944, and for 
other purposes. 

The primary purpose of this bill is, apparentiy, to stabilize the mortgage 
market for Gl-guaranteed loans. Section 1 of the bill would authorize the in- 
vestment of not over 25 percent of the national service life insurance fund in 
VA-guaranteed home loans. Section 2 would require the regulation or elimina- 
tion of discounts in connection with FHA and VA financing, and section 3 would 
direct the Federal National Mortgage Association, under its special assistance 
functions, to purchase GI home loans in the total amount of $1 billion, with a 
second $1 billion to be available subject to Presidential authorization. These 
sections will be discussed separately. 

Section 1 would amend section 605 of the National Service Life Insurance Act 
of 1940 to authorize and direct the Secretary of the Treasury to invest not in 
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excess of 25 percent of the national service life insurance fund by purchasing or 
making commitments to purchase home loans guaranteed subsequent to the enact- 
ment of the bill by the Veterans’ Administration under section 501 of the Service- 
men’s Readjustment Act, as amended. The price paid for such loans would be 
the unpaid principal balance thereof plus accrued interest, and loans so purchased 
could be sold for an amount not less than the unpaid principal balance plus 
accrued interest. Whenever the Secretary determined that any loan so acquired 
was in insoluble default, it would be assigned together with the security therefor 
to the Administrator of Veterans’ Affairs, who thereupon would pay the entire 
unpaid principal balance plus accrued interest on the loan into the national 
service life insurance fund. It appears to be intended that the money available 
to the Administrator for the purchasing of loans pursuant to section 506 of the 
Servicemen’s Readjustment Act would be available for this purpose. The pur- 
chase, servicing, or sale of such loans would be handled by the Federal National 
Mortgage Association as agent for the Secretary of the Treasury, with reim- 
bursement for expenses incurred thereunder made from loan income, up to three- 
fourths of 1 percent per annum of the outstanding principal balance of the loan. 

Under section 501 of the Servicemen’s Readjustment Act, loans made to vet- 
erans for the purchase, construction, repair, alteration, or improvement of 
homes (including the purchase of land on which there is a farmhouse, the con- 
struction of a farmhouse on land owned by the veteran, and the repair, alter- 
ation, or improvement of a farmhouse) may be guaranteed by the Government 
in an amount equal to 60 percent of the loan, but not to exceed $7,500. The 
rate of interest on these loans may not exceed 41% percent per annum. 

The current assets in the national service life insurance fund are approxi- 
mately $5.6 billion, and therefore under the proposed bill around $1.4 billion 
of this amount would be available for investment in home loans guaranteed 
by the Veterans’ Administration, irrespective of whether such loans are 
originated in rural or urban areas. To the extent that the use of this amount 
for the purchase of GI loans by the fund at par would be successful in stabiliz- 
ing the prices at which GI loans are generally salable to investors, the result 
would be to make GI-mortgage financing easier for veterans to obtain. On the 
other hand there is a basic question of policy as to what extent governmental 
price supports for GI loans or similar expedients to restrict the free play of 
economic forces in the private secondary market are desirable. 

In addition to the potential effects of the proposed legislation on the mortgage 
narket, there is also for consideration the question of its effect on the national 
service life insurance fund. 

Section 605 of the National Service Life Insurance Act, as amended, provides 
for the establishment in the Treasury of a permanent national service life insur- 
ance trust fund, and the Secretary is authorized to invest such fund in interest- 
bearing obligations of the United States or in obligations guaranteed as to 
principal and interest by the United States and to sell such obligations for the 
purposes of the fund. This fund is available for the payment of liabilities 
under the insurance contract, including payment of dividends and refund of 
mearned premiums. 

The Federal securities in which the fund is invested pay 3 percent interest. 
In addition, loans with an interest rate of 4 percent are made on the permanent 
plan insurance policies, which loans are fully secured by the reserve value of the 
policy in the trust fund. Since the interest rate on Veterans’ Administration 
guaranteed home loans is currently 414 percent, it appears that, under the pro- 
visions of section 1 of the bill, the return to the fund would exceed the present 
rate of return. (It would seem desirable to make absolutely clear the presumed 
intent of the bill to credit loan income to the national service life insurance 
fund, other than that used to reimburse the Federal National Mortgage Asso- 
ciation for expenses.) In this connection, the committee may wish to consider 
whether it might not be more logical and equitable for the Government to take 
advantage of this type of investment by use of appropriated funds instead of 
by use of the trust fund. Under such circumstances, the Government (that 
is, the taxpayers generally), which underwrites the investment and assumes 
the risk involved, would enjoy the interest earnings. 

It is considered essential that the securities in which the fund is invested 
he of a type which can readily be liquidated in order to meet the obligations 
arising under the national life insurance contracts, including the payment of 
dividends. Although the bill provides for the investment of only 25 pereent of 
the fund in home loans, it is possible that the enactment of this provision might 
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serve as an undesirable precedent for encumbering a larger portion of the fund 
in a type of investment which cannot readily be liquidated. 

If some of the national service life insurance funds are to be used to pur- 
chase home loans guaranteed under section 501 of the Servicemen’s Readjust- 
ment Act, the United States securities now held by the fund would have to be 
redeemed by the Treasury, either from present Government revenues or, if it 
is assumed that there is no surplus of such revenues at the present time, by 
borrowing in the open market. To put it another way, the Government has 
to raise money to redeem the national service life insurance securities before 
the fund has money available to be used to purchase home loans. Thus, it 
appears that it would be just as simple financially for the Government to make 
money available directly for the purpose of section 1 of this bill as it would be 
for the Government to raise money to redeem national service life insurance 
securities so that the fund can make money available for such purpose. It is 
suggested that the committee may desire the comments of the Treasury Depart- 
ment on this and other aspects of the bill affecting its operations. 

In view of the foregoing considerations, the Veterans’ Administration is un- 
able to recommend favorable consideration of H. R. 21 by your committee. 

Advice has been received from the Bureau of the Budget that there is no 
objection to the submission of this report to your committee, and that the enact- 
ment of H. R. 21, 85th Congress, would not be in accord with the program of 
the President. 

Sincerely yours, 
H. V. Hictey, Administrator. 


Senator SparKMAN. I have a statement from Senator Johnson, the 
majority leader, who was unable to be present. It will go in the 
record at this point. 

(The statement referred to follows:) 


STATEMENT OF LYNDON B. JOHNSON, A UNITED STATES SENATOR FROM THE STATE 
or TEXAS 


Mr. Chairman and members of the committee, I am here today, by your 
courtesy, to discuss a serious emergency. It is the shortage of private funds, 
which makes it virtually impossible for veterans to obtain financing for buying 
homes. 

It is probably a temporary emergency, but, while it lasts, it has a depressing 
impact, not only upon our veterans but upon the home-building industry itself. 

On the one hand, we have veterans who are eager to buy homes. By the 
standards of a few years ago, they could afford to do so. They are financially 
responsible, providing they can obtain the necessary credit at a reasonable rate. 

On the other hand, we have the home-building industry which is anxious to 
build houses. It has the capacity, the materials, the experience, the skilled 
labor. It needs only customers—customers who can obtain adequate financing. 

The problem is to bring the two groups together. 

Those of us who are sponsoring S. 726—in addition to myslf, 42 Senators— 
believe there is a way of doing it. We think the task can be performed without 
giving the price of money another upward boost. 

The bill which we are proposing is not complicated. It is designed to make 
money available for direct housing loans to veterans at 415 percent interest 
rates. The funds for the program would come from the use of up to one-fourth 
of the national service life insurance fund. 

Thete are two other provisions of the bill which I will describe briefly before 
discussing the whole proposal. 

The bill would increase the maximum limit on direct-loan amounts from 
$10,000 to $14,000. The present limitation is frustrating the direct-loan program. 

Another provision would insure prompt action on direct-loan applications once 
it was established that private funds were not available. At the present time, 
such applications are quite likely to drag on indefinitely. 

In discussing this bill, the first point to be made is that there is nothing neW 
about the concept of direct housing loans to veterans. As you are all aware, 
the question was decided by the 8ist Congress, which voted such a program. 

We have told the veterans that they are entitled to such loans. But we have 
yet to set up the conditions that would make the program much more than @ 
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promise. There are a few exceptions, but in most areas the direct loans cannot 
be obtained. 

The use of the national service life insurance fund is one method of turning a 
dream into a reality. It is a perfectly logical step to take as the fund belongs 
to the veterans and there are ample provisions in the bill to protect it. 

Any profit from this operation would be covered back into the Treasury. Any 
losses—and experience has demonstrated they would be few—would be made up 
by the Treasury. 

The effect would be that up to $1,400 million would be made available for this 
program. The money, of course, would be released only at the rate that the loans 
were approved. 

The loans themselves could be bought by private lenders at any time. I think 
there is every reason to believe that they would be purchased soon after the tight 
money situation has eased. 

Mr. Chairman, the basic point involved in this measure centers around the 
concept of the interest rate. You have heard testimony that the real solution is 
to increase the rate to 5 percent—or leave it open so it can go even higher. 

Personally, I cannot follow this kind of logic. 

Admittedly we are in a tight money market. Interest rates have risen all along 
the line. We feel the pinch—in small business; in municipal, State and Federal 
financing; in consumer purchases. 

This is no time to give the upward spiral another boost. 

The theory behind the interest rate increase proposal is that veterans housing 
loans at 4%4 percent cannot compete in the money market with other types of loans 
at 5 percent, 5144 percent or even higher. 

I will agree with that and I will go even further. Under present conditions, no 
reasonable interest rate for veterans housing could possibly compete with the 
demands for money from large businesses willing and able to pay any interest 
rate. 

By increasing the interest rate now on veterans housing loans, we would in- 
crease the upward pressures on all interest rates. And we would probably have 
to come back next year and authorize still another increase. 

A veterans housing loan does not carry the same risks as do other types of 
loans. It is therefore presumably somewhat more attractive than other loans 
even when it carries a somewhat lower interest rate. 

As long as the money market is tight—and as long as large industry can 
afford to pay a high price for its money—there is some reason to doubt that 
veterans housing loans can be made fully competitive. 

But they can become a spur to higher interest rates all along the lines. It 
seems to me that we could find ourselves engaged in a self-defeating process. 

Mr. Chairman and members of the committee, in S. 726 we have an alterna- 
tive to increasing the interest rate. It is intended as a temporary measure, but 
there is good reason to think that a temporary measure will be sufficient. 

Our financial journals and newspapers indicate that there may be an easing of 
the money market in the near future. In the face of this, it would place us in a 
peculiar situation to increase the interest rate at this time. 

It would also work a hardship on our veterans. It would increase their hous- 
ing costs substantially—in direct contrast to the philosophy and purposes of the 
GI home-loan program. 

I hope you will give this measure serious and favorable consideration and on 
behalf of all its sponsors I thank you for your time and attention. 


Senator SparkMAN. The next witness is Mr. Arrington. 


STATEMENT OF JOHN H. ARRINGTON, CHIEF, FAMILY HOUSING 
DIVISION, OFFICE OF ASSISTANT SECRETARY OF DEFENSE 


(PROPERTIES AND INSTALLATIONS) ; ACCOMPANIED BY DAVID 
M. LANCASTER 


Mr. Arrtneron. I am John Arrington. 
“~Y ‘ rT ® y 

Senator Sparkman. Yes, Mr. Arrington. We are glad to have you. 
You have a statement. Proceed in your own way. 


Mr. Arrtneron. I have with me Mr. Lancaster of our housing staff. 
Would you care to have me read the statement? 
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Senator SparKMAN. Just as you wish. Wecan print the entire state- 
ment in the record and then you can ad lib if you wish. We will have 
some questions to ask you in any event. 

Mr. Arrineron. I will run through the statement then. 

I appreciate the opportunity to appear before you today on behalf 
of the Department of Defense, in order to report on the progress of 
our military housing programs, and to offer our views on proposed 
legislation now pending before this committee. 

Under the new title VIII program, the Office of the Secretary of 
Defense has to date approved 92,226 units as shown in the attached 
list. These are in the following stages of development : 

Under contract : 25 projects, 11,284 units. 

Letter of accept bakes issued: 21 projec ts, 9,990 units. 

Advertised for bids: 14 projec ts, 7,369 units. 

Under development: 168 projects, 63,583 units. 

In order to insure a comprehensive review of requirements, an aver- 
age of over 3 months is required to process a project through to final 
approval. Following such approval, an average of 11 months is re- 


quired to design a project, obtain an FHA appraisal and eligibility 


statement, advertise for bids, issue a letter of accept: ability, arrange for 
closing, and start construc tion. Although some projects move faster, 
it is not considered possible to improve these averages substantially. 

Of projec ts presently under contract, average mortgages range from 
$12,713 at Blytheville Air Force Base in Arkansas (360 units) to 
oan 106 at Fort Lawton, Wash. (66 units). The overall average mort- 
gage for such projects to the present time is Just over $14,000 per unit. 

Although shortage of short-term construction financing has repre- 
sented a problem in some cases, the major difficulty during recent 
months has been lack of long-term mortgage financing. Whereas the 
mortgages for the 944-unit project at Abilene Air Force Base brought 
a price of 102 in March 1956, by autumn bids had drop ped below par 
as a result of the growing shortage of investment capital. The 600- 
unit project at Fort Eustis, Va., closed in October with a private place- 
ment at 101; but this was pursuant to a long-standing commitment. 

During November of 1956 there were no closings, because the dis- 
counts required on permanent financing were more than builders could 
afford to pay. No applications were made to the Federal National 
Mortgage Association for purchase commitments, because the FNMA 
purchase price was 9914, with fees totaling 114 points, for a net price 
of 98. Early in December 1956, FNMA acceded to De partment of De- 
fense requests to increase its purchase price to par, with fees totaling 
1 point, for a net of 99. 

In consequence, since December 17, it has issued purchase com- 
mitments covering 11,633 units at a cost of $171,581,306. Of these, 
7.406 ‘units at $108,376,975 are under contract. Contracts are ex- 
pected to be closed on the balance shortly. In addition, FNMA has 
issued commitments amounting to $7,320,000 to purchase section 809 
mortgages, which cover housing for essential civilians at research and 
development installations. 

It will be seen that most of the present $200 million FNMA title 
VIII purchase authorization has been exhausted within 3 months. 
During the same period, 2 private placements have been made at 
9914, 120 units at Fort Rucker, Ala., and 100 units at Fort McClellan, 
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Ala. Since these are both small projects placed locally, they do not 
signify a market trend, yet they do constitute a hopeful sign that 
the program is not entirely dependent on FNMA purchases. 

Senator Busu. Mr. Chairman, I would like to get this unit busi- 
ness inmind. Isthat a home ora room? 

Mr. Arrincron. Well, it is a dwelling unit, sir. 

Senator Busu. Dwelling unit? Four rooms or more? 

Mr. ARRINGTON. Yes, sir. 

Senator Busw. Thank you. 

Mr. Arrincron. However, it is evident that under f cero condi- 
tions of the financial market, some increase in the FNMA purchase 
authority will be required. Just how much is difficult to determine 
at. this time, for there are signs that the private capital shortage may 
ease appreciably by the latter part of this calendar year. ¢ ‘onditions 
would not have to improve greatly. It is reported that private take- 
outs would currently be available at about 97. So that a slight im- 
provement in bids would permit a resumption of private purch: ise at 
a price equi al tothe FNMA net yield. 

The Department of Defense is reluctant to recommend a substantial 
increase in the present FNMA purchase authority, because the fun- 
damental concept of the title VIII program is that it is a device for 
building military family housing with private capital. It is our 
recollection that the FNMA purchase authority was originally in- 
tended for emergency use, to carry the program through the = 
tuality of temporary tightness in the private money market. If 
becomes clear that. the title VIII program can only continue on the 
basis of FNMA support, then it will lose its fundamental justification. 

In the light of the foregoing, we recommend a $100 million increase 
in the present FNMA purchase authority, from $200 million to $300 
million. This limited increase will at least permit us to go forward 
with the most urge oe needed of the title VIII projects during the 
summer months, and by autumn private funds may again be available 
at acceptable prices. In the meantime it will be necessary to rescreen 
presently approved projects, in order to establish a priority system 
for the use of available funds. 

In this connection, the Deputy Secretary of Defense recently issued 
a directive to the military departments designed to slow down the 
present rate of contracting, pending establishment of such a priority 
system. It is expected that priorities will be established shortly, and 
the program suspension will be lifted immediately thereafter. The 
priorities will apply only to the use of available FNMA commitment 
authority. All presently approved projects will be permitted to 
proceed to the extent of availability of private funds. 

We have attached a chart showing the cumulative fund require- 
ments through fiscal 1958 at the recent rate of construction progress 
based on advance estimates. 

The Department of Defense also recommends that the expiration 
date of the title VIII authority be extended 1 year, from June 30, 
1958, to June 30, 1959. Although it is now expected that about 70,000 
units could be placed under F HA commitment by December 31, 1957, 
if funds are available, and commitments obtained on the balance of 
the presently approved units by June 30, 1958, it is doubtful that 
units approved in the future can be ready for FHA commitment by 
the latter date. 
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This is especially true of projects involving acquisition of land, a 
time-consuming procedure. Accordingly, in order to permit suffi- 
cient time for selection of sites as acquistion, if required), plan- 
ning and design by the military departments, and for making finan- 
cial arrangements by successful bidders, it is believed that the time 
during which the Commissioner may insure mortgages under the 
act should be extended by 1 year. 

We also recommend that section 803 of the National Housing Act 
be amended to provide that the bid of the eligible bidder must bear 
a “reasonable relation” to the Commissioner’s estimate of replacement 
cost, in lieu of the present provision that the bid must equal such 
estimate. 

Under present provisions of the statute, if the military receives 
no bid which is equal to or less than the FHA’s estimated replacement 
cost, FHA may, upon request of the military, reexamine its estimated 
cost and revise its appraisal and eligibility statement appropriately. 
Otherwise the military must reject all bids and abandon the project 
or issue invitations for new bids. 

In large construction projects, such as most military housing under 
title VIII, a moderate range among estimates of replacement cost is 
inevitable, due to cost variances in materials, labor, job overhead, 
and other factors. This proposed amendment would provide much- 
needed flexibility in the administration of the military housing 
program. 

Although no increase is recommended in the statutory average 
maximum of $16,500 per unit, we do recommend that it be made appli- 
cable to each project, rather than to each mortgage as at present. In 
order to obtain financing for large projects, it has been Scand neces- 
sary to divide them into several sections, and to enter into a separate 
mortagage for each section. Since distinct areas for officers’ hous- 
ing and enlisted men’s housing are usually established, considerable 
difficulty has been experienced in dividing projects into land areas 
which each contain the same proportion of officer and enlisted units. 

The proposed change would permit greater flexibility, in that the 
definition of mortgage areas would be greatly simplified, and progress 
by the eligible builder in completing the work in individual mortgage 
areas would be facilitated, because work could progress from one area 
to adjacent areas rather than being undertaken in two or more scat- 
tered areas simultaneously. 

Although there have been occasional expressions of concern by 
private groups about the possibility of excessive title VIII con- 
struction at certain installations, we believe the record will show 
that programing has been conservative. We feel that established 
review procedures effectively prevent duplication of existing satis- 
factory assets or harmful economic impact on local communities which 
have supplied acceptable private rental housing. 

Total programing, including all existing adequate Government and 
private assets as well as planned construction, cannot exceed a maxi- 
mum of 90 percent of total requirements. A safety factor of at least 
10 percent is maintained to provide against unforeseen strength fluc- 
tuations and families which may not desire to move into the area. 
Larger safety factors are used where programing is based on future 
strength increases and for installations which enjoy the use of a siz 
able amount of private housing. Except at isolated stations, no pro- 
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vision is made for nonkey civilian employees nor for enlisted personnel 
of the lower pay grades. 

In doubtful cases, a representative of the office of the Secretary of 
Defense has been sent to the area to examine existing Government and 
private housing, and to talk to both military officials and interested 
civilians. In some cases, private-industry groups have opposed con- 
struction of proposed title VIII projects because of the availability of 
homes for sale in the area, and in such instances it has been necessary 
to explain that for-sale housing is not considered a satisfactory solu- 
tion for military personnel who are transferred every 2 or 3 years. 

We believe that much of the concern which has occasionally been 
expressed by private builder and realtor groups has been based on 
misunderstandings. Local military commanders have accordingly 
been urged to maintain close contact with local Government. officials 
and community leaders, in order to assure that the military command- 
ers are fully advised as to local conditions, and, also, that the commu- 
nities are afforded a full explanation of the nature, importance, and 
validity of the need for proposed title VIII projects. 

As the committee will recall, section 512 of the Housing Amend- 
ments of 1956, enacted on August 7, provided a new and more work- 
able formula for the acquisition of Wherry projects. In addition, it 
provided for mandatory acquisition of Wherry projects located at or 
near installations where Capehart projects are approved. Section 
512 further authorized condemnation in instances where negotiations 
fail, and authorized the establishment of a $50 million revolving fund 
to pay for costs of acquisition, repair, and improvements. 

An extensive series of conferences was held be representatives of 
the Department of Defense and the Federal Housing Administration 
in order to formulate the complex regulations and procedures neces- 
sary to implement this new authorization. Discussions were also held 
with owners of Wherry projects, as well as with staff members of the 
interested congressional committees. 

As a result of these meetings, Department of Defense Directive 
4165.29 was issued on October 23, 1956. This directive delegated 
authority to the Secretaries of the military departments to acquire 
Wherry projects pursuant to the new legislation. and to the Assistant 
Secretary of Defense (Properties and Installations) to review and 
approve proposed acquisitions, and to issue detailed instructions gov- 
erning such acquisitions. 

Pursuant to this delegation, the Assistant Secretary of Defense 
(Properties and Installations) on November 26, 1956, issued Depart- 
ment of Defense Instruction 4165.31 setting forth detailed policies 
and procedures and releasing to the military departments the mem- 
orandum of agreement with the Commissioner, Federal Housing Ad- 
ministration, covering coordinated responsibilities of the two agencies. 
The final set of instructions relating to Wherry acquisition was issued 
on January 9, 1957, when the Assistant Secretary of Defense (Comp- 
troller) signed DOD Instruction 4165.33, establishing financial and 
accounting policies and procedures. 

In the relatively short time since the above papers were issued, the 
three military departments have in turn published their regulations 
and have begun negotiations on specific projects. Based on experience 
gained in these actual negotiations, we have continued to revise poli- 
cies and improve means of expediting the acquisition program. For 
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example, it has been concluded that it is within the intent of the legis- 
lation for the military to pay the formula price without attempting 
to negotiate some substantially lower figure. This removes the need 
for independent appraisals, and accordingly simplifies the work of 
acquiring each project. 

The DOD instructions are being modified to incorporate these and 
other procedural changes. For example, we are eliminating the present 
requirement that the services submit detailed estimates for alterations 
and repairs along with requests for approval of acquisition. Two 
steps in dealing with the FHA have been deleted, by a more factual 
method of determining physical depreciation. And arrangements are 
being made to obtain for the military departments certain required 
data from the FHA on a more expeditious basis. 

To date, of the 84,713 Wherry units at or near military installations, 
32,000 are in the mandatory category because of new title VIII ap- 
provals, and must be acquired according to the statute. A list of 
such projects is attached for ready reference. 

The Department of the Army is actively proceeding with the 
acquisition of the following projects on a priority basis: 


Units 
mandatory 
ea SS EE Se yo) a es tae ee sexs viahen aroha: ae 
(Sys ees, wee ve. 2 el. ete a ites Hatta ait ib Waa eng ae 
(ar tere rt ck ke ns ite ee mae at 
Cp Canes ereeenes, re a re See i Ue le hdd 120 
(Th br es Cy Oe Wh eit ee a pepe e tee wb eel bo oe ie 1,0 
(og eS Ser eee eer st cdeccedinegs aca 800 
CF re FETS ak etn eee cece EDRs fat oT RL 
Units 
permissive 
(3), Benenacteds Genckal Depot, N.) Yue. 2. eee lb Lincs eis 52 
Ca Pe ak cece weep ree eh ce trseatp enice beerstion 69 


The Department of the Air Force is proceeding with plans for 
eventual acquisition of all Wherry projects, with an immediate prior- 
ity on 3 mandatory and 5 permissive projects as follows: 


Units 
mandatory 
a nds eecvanchinig pein 750 
GUTOR I Tee ic aica er cemantcmme sie catia 500 
(3) Mountain Home AFB, Idaho____________ Oe AE otk oe ee ee 500 
Units 
permissive 
ey ee. be 350 
Coy i a, ee sce hee cola ce ein ae 800 
(GF Maen AP hie oc ee eae At &, DED eel? 800 
Cay ean een ee cc eh 1, 500 
(8), renane TAO BP MAINO. loi ct che cence ous ii Guess 200 


It is expected that the first four of these Air Force projects will be 
acquired prior to the end of the present fiscal year. The other 4 
projects represent a portion of the 20,000 Wherry units which the Air 
Force plans to acquire during fiscal 1958. 

The Navy’s priority list consists of all of its mandatory projects, to- 
gether with 2 permissive projects at Monogram and Northwest, Va., 
of 20 and 26 units, respectively. Negotiations having failed on these 
two projects, the Navy has decided to acquire them by condemnation, 
and reports of this proposed action were submitted to the House and 
Senate Armed Services Committees on March 13, 1957, in accordance 
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with the requirements of section 419 of Public Law 968, 84th Congress. 
Hearings on these two cases have already been held by the Real Estate 
and Construction Subcommittee, House Armed Services Committee, 
and it is hoped that early clearance will permit filing of a declaration 
of taking in the near future. 

A similar report will be submitted this week to the Armed Services 
Committees on the 800-unit Wherry project at Chanute Air Force 
Base, Ill. It is believed that now that the basic groundwork has been 
established, the acquisition program will move rapidly, especially with 
regard to mandatory cases. As to this latter category, Department of 
Defense policy requires that acquisition be phased with construction 
progress on Capehart projects, in order to accomplish acquisition prior 
to occupancy of the new projects. 

Some progress has been made under the recently authorized section 
809 program, designed to provide housing for essential civilian em- 
ployees at military research and development installations. The Sec- 
retary of Defense has to date authorized 500 units for Redstone Ar- 
senal, Ala., and 1,000 units for Patrick Air Force Base, Fla. The mili- 
tary commands have issued 500 certificates of eligibility to employees 
at Redstone Arsenal and 244 at Patrick Air Force Base. In the Red- 
stone area, as of February 28, conditional and firm commitments have 
been issued to builders for more than 800 units. In this area, 434 units 
have been started, and of these 184 units have been completed. In 
addition, 97 commitments have been issued to owner-occupants. In 
the Patrick Air Force Base area as of February 28, there were 714 units 
under commitment and applications for 103 units are in process of 
review. In this area, nearly 500 units have been started and of these 
100 units have been completed. As noted earlier in this statement, the 
Federal National Mortgage Association has issued section 809 pur- 
chase commitments totaling $7,320,000. 

The Bureau of the Budget has advised that it has no objections to 
submission of this statement. I should like to add that we have one 
or two legislative items of a technical nature which are still under 
study, and we should like an opportunity to discuss these minor tech- 
nical items with the committee staff in the near future. 

(The material attached to the statement follows :) 
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DEPARTMENT OF DEFENSE 
MORTGAGE FUND REQUIREMENTS UNDER TITLE WII HOUSING PROGRAM 


2nd HALF FY ‘57 THRU FY'58 


MILLIONS OF DOLLARS 
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Wherry projects located at military installations where new title VIII (Capehart) 
projects have been approved for construction 
‘ 
| 
| Wherry New title 
Installation | Military number of | VIII number 
| department units of units pro- 
gramed 
I I. a cebilaameina diame RENT 32 oe 140 300 
neg cebodipeibkasaseamascee ee 120 670 
Fort Huachuca, aS din cvintrticinanaaiieeiniaaaaaniaa-ae 500 575 
Barstow Marine Corps Supply Thabe6, OME Gi curinecuanudcoon Pe ei csans 337 51 
E] Centro Naval Auxiliary Air Station, Calif...............-.]....- Dewan 70 241 
Be I SY I SE gs ncnsnncnsckndpacinannnadtnsas emues Bcunwas 571 600 
co tO, UU! Ul 2 ee Air Force. - - 980 500 
I the crcnd tat iinbninwutatiinninssiciets pnlind np wtiabadats PP bcwians 1, 000 1, 089 ] 
McClellan Air Force Base, Calif.............................- Air Force... 105 125 
se res SOR NEL... seen ancbenmathnntotadenlahand ibswdes 500 550 
ne I SOD nn swneminnmanannmabuiemsamte acl licasin 680 1,125 ] 
a. 3 8S. eee eee i, 1,000 277 
Whiting Field Naval Air RG eee so ie caed 96 239 ( 
2 UE ee ees Air Force... 450 4 
Eglin-Hurlburt Air Force Base, Fla.........- hinsaharketankaeleadll icinipews 750 500 
rh hd... aitvnenaksnndceehpehebnebenmesaswann Army......- 225 107 { 
I aa ds cl cictesisinlemn ainpacaacie alana) imikaanias 800 1, 000 
sec nasmibemmemean Air Force... 500 273 
Mountain Home Air Force Base, Idaho..............--.-.--.-.]----- ee 500 270 
I ets tsibarntitecdiieds BN sonscee 100 180 
Great Lakes Training Center, Ill_.............-.-..- er aE Navy.-....- 1,000 590 ( 
UI chin in i sieiidianeditnninietael ininindguiiioha dbpipsasleadibincbins aoe 400 433 
i Pn, CLC... io cndiemabapasarhashinanniiayecabldnsad DD xinceaae 226 300 ( 
Fort Knox, Ky- sie tiiaieiabencttbintatpabe alison Rhema tines 1, 700 2, 042 I 
Brunswick Naval Air Station, I sissies Seneca NOUR <iccaex 232 277 
I nn adh cc cadenucwenals Army...-..- 147 198 | 
Nee Rvtiiedanncedccdicubel innings 736 1, 000 
I cs Mea ai mel cal ealhacamen Guesee seen LAA SS 202 450 ] 
Westover Air Force Base, Mass...................---..-......| Air Force... 1,150 310 } 
Offutt Air Force Base, Nebr-__...........--- sad a Giiamedinisdiieheane spam Slant See 611 616 
Co a eee 2 aE EE | ac ie 800 395 
Fort nt N. j ee es bdaishditalipsiaiinalteadiindbattsinahdeinnsadl Pestaen 600 240 
Fort Dix, N.J...__- sscheutiiaed aaibetiaeadadbt nce Meieeiiices test 1,000 702 { 
Holloman ‘Air Force Base, N. Mex...........-....----------- | Air Force. --} 600 400 1 
White Sands Proving Ground, N, ie shannsdeaiaco di Army. veel 235 1% 
er SD CE SE FE is wcinccatiscidccdchsthwdehaduoateai | Air Force. - 284 300 
I i es aneaaieinhaneeiedat Mad el 2, 000 2, 000 
Camp Lejeune, N. C- Se tel MOV ecnun -| 2,108 | 800 
Marine Corps Air Station, “Cherry ent. Oo ee i icisctactin 1, 421 1, 784 
Lockbourne Air Force ma Ohio....... wuane-avpencsne} Alp Force... -| 500 | 400 
United States Naval Base, Newport, R. S... .ciolvoctedel eee Were | 356 2, 000 ] 
I  canmecehwicisibcn aes as | 85 300 
Sewart Air Force Base, Tenn........____...-.---------.---.- ‘Air Force. _-| 600 87 
I ee Army.._....| 800 900 
Dugway Proving Ground, Utah............_- th 1 Ss es Bi denias 400 100 
SN a cd ginal in.sian 450 618 i 
I a ee a 206 56 { 
NOT i icecacauccibaes (clk quuesiensetaaain ae Gees 412 600 
Fort Lee, ee eek peti Ml tee Sone aria iit 300 650 I 
Fairchild Air Force Base, Wash. d ES FE 1, 000 250 
Barbers Point Naval Air Station, Hawali._...---..--.....--_- PIU To sanean 615 1, 140 ] 
Oe ee Ee I Ey Micke da cccccchbacchcendincdadliobat oo 1, 462 650 
Denes Wikery teenth co. ono nec ccdemchcc dens ucss-55-< 32, 112 20, 834 ] 
Mandatory Wherrys: | 
PN mci tcc ihiscskeds in acasiiiiiae tees named aint aniadiceihax | ‘ s 12, 749 I 
On at ar article aa ie da ais ee | % ot 9, 353 I 
i 10, 010 
. ( 
Mr. Arrinaton. That concluded my statement, Mr. Chairman. ( 
Senator SparKMAN. Thank you very much, Mr. Arrington. ¢ 
‘ 
Senator Capehart. 
Senator Caprnart. I gather your problem is money. zz 
Mr. ARRINGTON. Yes, sir. 
Senator Carenart. That seems to be everybody’s problem here. 
Do you have a project at Fort Meade at the moment _ you are 
possibly going to lose because you do not have the saaney i 
Mr. ArrineTon. Fort Meade was readvertised in early February. e 
Bids were opened also in February. A letter of acceptability was § 


scheduled to be issued in the latter part of March, but has been held | 1 
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up as a result of the recent suspension. However, we expect to rescind 
that suspension on issue of letters of acceptability shortly. 1 would 
say that so far as Fort Meade is concerned, the present FNMA 
purchase authority will be exhausted. 

Senator CapeHart. Before you get to Fort Meade. 

Mr. ARRINGTON. Before we get to Fort Meade. 

Senator Capenarr. In other words, unless you get an increase in 
FNMA authority you will not be able to build the Fort Meade 
project. 

Mr. Arrineton. Unless we find a private placement. 

Senator CaprHart. Would it help the situation if the interest 
rate was about 4% or 4 percent on these, rather than 4? 

Mr. Arrineton. We understand that on the present market, as 
near as we can estimate, a rate of about 4% might make these projects 
desirable to private financing. 

Senator SpaRKMAN. May I ask something there. Were you present 
at the hearings this morning? 

Mr. ArRINGTON. No, sir. 

Senator SpARKMAN. I got the impression from Mr. Mason, or Mr. 
Cole, or the two of them together, that perhaps the fiscal managers 
of the Government are not too eager to put these mortgages on the 
market at the present time; that since they are so strongly guaranteed 
by the Government—in fact, these are the most guaranteed of any 
mortgages. ‘lhey are guaranteed about 3 or 4 times—3 times, I 
believe. 

Mr. Arrincron. Yes. The Department of Defense guarantees 
the payment on the principal and interest on the mortgage for its 
term. 

Senator SpARKMAN. Plus the FHA insurance. 

Mr. Arrineron. That is right. 

Senator SpaRKMAN. Plus the pledging of the allowances to the 
people who occupy them. 

Mr. Arrineton. That is right. 

Senator SPARKMAN. So it is guaranteed three times in practical 
effect. ‘Lhey did not say this exactly, but I did get the impression 
that perhaps since they are so strongly guaranteed that the Govern- 
ment does not particularly care to have them on the market in com- 
petition with Government bonds. 

Mr. Arrineron. Well, I had gotten no impression of that nature, 
Mr. Chairman. However, we do feel that this is such an attractive 
paper, that with some easing of the private market, it should be 
marketable in the future at 4 percent, and for that reason, we do not 
desire to ask for an increase in interest rate. 

Senator SpARKMAN. Yes.That is the point I was trying to make. 
Certainly there is sufficient security behind them that they ought to 
come back without any difficulty. 

Senator CapeHar?r. Then the only change you wish in the lew is 
extending it 1 year—and what else? 

Mr. Arrineron. We recommended that it be extended for 1 year. 

Senator Caprenartr. And FNMA increased by $100 million. 

Mr. Arrineron. FNMA increased by $100 million; require the 
bid of the eligible bidder to bear a reasonable relation to the FHA 
estimate of replacement cost; and make the maximum average of 
$16,500 apply to the project as a whole rather than to individual 
mortgages. 
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Senator Carenart. Is that all in the administration’s bill which 
was introduced last Friday? 

Mr. Arrineton. It is all in the administration bill except, I 
understand, for the FNMA increase. 

Senator CAPEHART. It is all in there except for the FN MA increase, 

Mr. Arrineton. That is right, sir. 

Senator SPARKMAN. By the way, how are you getting along at these 
bases and posts and installations where there are Wherry projects? 
‘You remember we had a bit of trouble about that last year. 

Mr. Arrineton. You mean where we are also building new Cape- 
hart. housing? 

Senator SparKMAN. Yes, the conflict between the two. 

Mr. Arrineron. We do not yet have occupancy of a new Capehart 
project in the mandatory category. That is, where there is an existing 
Wherry project. We have several hundred units under occupancy at 
Abilene Air Force Base, but there is no Wherry project there, so 
there is not a conflict. In addition, as a matter of policy we require 
the military departments to acquire the Wherry prior to first occu- 
pancy of the Capehart. So we feel that should preclude an adminis- 
trative conflict. 

Senator SpaRKMAN. Have the services been acquiring the Wherry 
housing? 

Mr. Arrineton. The Northwest and Monogram projects, which 
we have recently requested Armed Services Committee clearance on, 
will be the first to be acquired. 

Senator Caprenart. But you have done a lot of work on practically 
all of them. 

Mr. ARRINGTON. Yes, sir. 

Senator CaPpeHArt. And you will acquire all of them. 

Mr. Arrineton. We will acquire all the mandatory ones and a 
great many of the permissive ones, yes, sir. The Air Force desires to 
acquire its complete schedule, including all permissive. 

Senator CAPEHART. So it is not going to be a problem in the end. 

Mr. Arrineton. No, sir, we do not think so. 

Senator Capenart. A little rough detail from time to time. 

Mr. Arrrneton. There are a lot of technicalities to be worked out. 

Senator Capgenart. Do you have a real need for an immediate 
increase in FNMA commitments? Longer than it might take to get 
this bill through, for example? I suppose 6 weeks is a good estimate 
of this bill; is it not? 

Senator SpARKMAN. I would think so. 

Mr. Arrinetron. I would say the answer to your question is ‘‘Yes.” 

Senator CapeHArt. I mean how serious is it if you do not get it? 
Does it mean it will cost a lot of money not to get it? 

Mr..Arrineton. The FNMA balance is down to $21 million at 
the present time, and we expect that will be exhausted by the end of 
this week. As you know, some projects are going privately. Bunker 
Hill, I understand, has just been placed with the Indiana State 
Teachers Society at 99%. And we understand there is a possibility 
of private placement for White Sands, which is about 144 units, and 
also possibly for Plattsburg, which is sixteen-hundred-odd units. 
And that, of course, would be a very helpful sign if we could close 
Plattsburg privately. 
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Senator Capenart. What is this March 10 stop order affecting all 
these projects? 

Mr. Arrineton. The Deputy Secretary of Defense issued an order 
to the military departments asking that they cease advertising new 

rojects, and on projects advertised, cease issuing letters of accepta- 
bility, until we had time to rescreen presently approved projects on a 
priority basis, ; 

Senator Caprnart. You mean priority from a money standpoint? 

Mr. Arrincron. Yes. The priorities will apply only to use of 
available FNMA funds. 

Senator CapreHart. It is only those projects where they will have 
to use FNMA money that are being screened and put on a priority 
basis? 

Mr. Arrineron. That is right. 

Senator CapeHart. My question is, then, if you are going to get 
some additional FNMA money, and it is needed, do you lose con- 
siderable money and ground and is it to the detriment of the Govern- 
ment or the people not to put it through in a hurry, rather than 
waiting 6 weeks? That is what I am trying to find out. 

Mr. ARRINGTON. We do not anticipate that within the next month 
or two there will be substantial private funds available. 

Senator CapeHArtT. The two Senators from Maryland spoke to me 
today and they said it is going to create quite a problem at Fort 
Meade. Do you know anything about that? 

Mr. Arrineron. I should imagine it will. And to that extent 
there will be a slowdown. 

Senator CapeHArtT. Possibly they would have to readvertise for 
bids 6 or 8 weeks from now, and no doubt the prices then would be 
higher; it would cost the Government more to build. Do you have 
some situations like that? 

Mr. Arrineron. We understand that the Army is in a position to 
issue a letter of acceptability now; that as soon as we lift the suspension 
order, they will proceed to issue a letter of acceptability. The letter 
of acceptability is normally for 30 days, except for reasons beyond the 
builder’s control. Nonavailabilitv of private takeout and absence of 
FNMA funds would be factors beyond his control, and he would get 
an extension. 

Senator SpARKMAN. Has the Bureau of the Budget approved this 
$100 million additional? 

Mr. ARRINGTON. Yes, sir. 

Senator SPARKMAN. Why was that not contained in the measure 
that Mr. Cole sent up to us and that he testified on this morning? 

Mr. Arrineton. I cannot answer that question, Mr. Chairman, 
but I can check and give you a statement for the record. 

Senator SpaARKMAN. If you will. However, I believe he said he 
regarded it as a primary responsibility of the military. 

Senator Capenart. That is what he said this morning, 

Senator SparKMAN. All right. Thank you. Any further ques- 
tions? Thank you, Mr. Arrington. 

Mr. Arrineton. Thank you, sir. 
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(The following was received for the record:) 


Unirep Srarres SENATE, 
CoMMITTEE ON INTERIOR AND INSULAR AFFAIRS, 
March 28, 1957. 
Hon. Joun J. SPARKMAN, 
Chairman, Subcommittee on Housing, Banking and Currency Committee, 
United States Senate, Washington, D. C. 


Dear SENATOR SPARKMAN: I have followed with great interest legislative 
Pepa for smaller downpayments for FHA housing, both in Congressman 

ains’ subcommittee in the House and in your unit in the Senate. In connection 
therewith, I am hopeful you will be able to give some attention to the situation 
in Guam, for which, as you know, our committee has initial legislative responsi- 
bility in the Senate. 

Because of this responsibility, on behalf of the committee, I some time ago re- 
quested up-to-date information from the administrative agencies most concerned— 
Housing and Home Finance Agency and the Department of Defense—and for 
the record and your information there are enclosed photostats of recent replies 
from each of these agencies. 

In the case of Guam, I would like respectfully to recommend that your com- 
mittee spell out in the pending legislation the intent of the original legislation, 
namely, that the situation on Sion is unique as to economic, political, and de- 
fense factors and, therefore, should be dealt with accordingly. 

For example, the Congress recognized the unique character of the situation 
with respect to Guam by writing into the 1952 legislation the provision allowing 
a 50 percent addition to the statutory limits of FHA mortgages. Another ex- 
ample: A $15 million fund was earmarked by Executive order in 1954 for the 
ra of FHA mortgages in Guam. None of this has been used, because 

HA has administratively not acted so far to allow low enough downpayments. 
Builders thus are reluctant to proceed with developments. 

The figures cited by the Defense Department show clearly the discrepancy 
between what its service branches now are planning and what still will be needed. 
Such a need can and should be met by private-industry builders, but I am informed 
that qualified private builders have been waiting for a clearly defined policy on 
downpayment requirements before planning to fill the need. The Congress did, 
in fact, try to set forth such a policy in general terms in the original 1952 legis- 
lation, but we were not specific enough, it is now apparent, to bring about actual 
fulfillment. 

One specific instance of this is the predicament of a private construction com- 
pany with headquarters on the mainland which in 1952 purchased 54 acres at a 
choice location outside Agana, Guam. FHA approved some 90 units as the 
initial increment of the project, utilizing 13 acres, as to design, price, and the 
like. The company then at considerable expense complied with the title-insurance 
requirement of FHA—a tedious process in itself in Guam—and bought from 
Federal National Mortgage Association on the then existing 1-for-1 basis some 
$1,200,000 of seasoned mortgages in order to sell back to FNMA at 100 percent 
takeout the new mortgages on their Guam project. Contrary to the express 
purpose of FHA—owner-occupant housing—the builder has since been forced to 
assume all but a few of these mortgages and has been forced to rent the houses. 
In each rental case, however, the builder holds a purchase-option contract from 
the renter which would be quickly exercised if FHA would permit a lower down- 
payment than is required in the United States. To date no ruling from FHA 
has been made after nearly 2 years of deliberation. 

Thus it may be seen that it is desirable now that the legislation be made specific 
as to Guam as it was intended by the Congress originally. 

Any consideration your subcommittee can give to the problems of Guam will 
= greatly appreciated. I have submitted a similar suggestion to Congressman 

Aains. 
Sincerely yours, 
James E. Murray, Chairman, 
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ASSISTANT SECRETARY OF DEFENSE, 
PROPERTIES AND INSTALLATIONS, 
Washington 25, D. C., March 8, 1957. 
Hon. James E. Murray, 
Chairman, Committee on Interior and Insular Affairs, 
United States Senate. 


Deak Mr. CuarrMAn: The Secretary of Defense has asked me to furnish the 
information requested in your letter of January 24, 1957, concerning the current 
status of family housing for the armed services on the island of Guam. 

According to the latest available data, the total gross family-housing require- 
ment based on long-range estimates for officers and the upper 3 grades of enlisted 

ersonnel is 4,126 units. Of this total, the Department of the Navy has a need 
of 2,369 units and the Department of the Air Force 1,757 units. The Department 
of the Army reports that it has no requirement for family housing on the island. 

Current housing assets for the above groups of personnel, including public 
quarters being constructed with appropriated funds and now in various stages of 
completion, amount to 1,541 units for Navy and 464 units for the Air Force, or a 
total of 2,005 family accommodations. In addition, approximately 90 adequate 
private rental dwellings are occupied by families of officers and upper grade 
enlisted. Only four servicemen at this time are obtaining homes under the mort- 
Lg ee ne provisions of section 222 of the National Housing Act. 

n order to meet part of its deficit of family housing, the Department of the Air 
Force has requested and obtained the approval of this Office to develop 1,050 units 
under the authority of title VIII (Capehart) of the National Housing Act. The 
designs and specifications of this project are now in the preparation stage. The 
Department of the Navy proposes to construct 500 units pursuant to this authority 
but formal application therefor has not yet been submitted to this Office. 

The aforementioned requirements for family housing are based on the number 
of officers and upper grade enlisted personnel who are authorized quarters allow- 
ance under permanent legislation. The Department of the Navy also reports a 
current requirement of some 750 units for civilians, and proposes ultimately to 

rovide rental quarters for approximately one-third of this group. The Air 
‘orce does not plan to provide military family housing for its civilian force at 
this time. In addition to the needs of the civilian employees, approximately 
1,250 families of servicemen, in the lower 4 grades, who are authorized quarters 
allowance under temporary legislation, require housing. At the present time, 
1,140 inadequate military quarters and some 600 inadequate private rental dwell- 
~~ are occupied by both civilian and military personnel. 

trust that the foregoing information will meet your requirements. Your 
interest in the military family-housing program is appreciated. 

Sincerely yours, 
Fioyp S. Bryant. 


Unitep States DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D. C., January 29, 1967. 
Hon. James E. Murray, 
United States Senate, Washington, D. C. 


Dgar SENATOR Murray: I am writing with further reference to your letter of 
January 10, enclosing a copy of your letter to Administrator Cole concerning 
housing on Guam. 

This Department and the Governor of Guam are concerned over a continuing 
shortage of housing in the island territory, which has been aggravated by heavy 
requirements of military personnel. To help alleviate this shortage, we actively 
supported both the FHA and FMMaA legislation to which you referred in your 
letter to Administrator Cole. That this legislation hasfnot, by itself, been able 
to overcome the shortage of housing is now abundantly clear. 

Last week, on January 24, Gov. Richard Barrett Lowe, of Guam, and Mr. 
Arnold, of our Office of Territories, discussed the Guam housing shortage with 
Commissioner Norman Mason, of the Federal Housing Administration. The 
problem has also been the subject of discussion in this Department with represent- 
atives of builders and prospective builders of houses on Guam. 

As a result of these discussions, it now appears to us that the fundamental 
difficulty lies in the application of minimum FHA financing requirements to Guam. 
Building costs on Guam are from 25 to 35 percent higher there than on the main- 
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land of the United States, and the percentage of downpayment on a home (fixed 
by statute) is the same as on the mainland. As a direct result of these two factors, 
homes which have been built for sale in conformity with FHA structural and 
financial requirements have not found buyers. Some have been rented by the 
builders, but many remain vacant. 

Commissioner Mason promised Governor Lowe at their meeting last week that 
a staff study of the Guam problem would be made in the near future and that 
suggestions for housing construction on Guam under provisions of various sections 
of the Federal Housing Act would be provided him. 

Also, we understand that the Department of the Air Force is presently seeking 
authorization for the construction of some 2,000 units of military (Capehart) 
housing on Guam. This, of course, would alleviate the overall shortage, but 
this Department and the government of Guam are primarily concerned with 
housing for the Guamanian people, including territorial government employees. 
It is our hope that the study and suggestions forthcoming from FHA will be 
helpful, although we must bear in mind the fact that their reeommendations must 
serve as inducement to private builders since the government of Guam is in no 
position to engage in home construction. 

Your interest and that of your committee in this problem is greatly appreciated 
by this Department and the government of Guam. 

Sincerely yours, 
HATFIELD CHILSON, 
Assistant Secretary of the Interior. 


Housing aND Home FINANCE AGENCY, 
Washington, D. C., March 4, 1957. 
Hon. James E. Murray, 
Chairman, Committee on Interior and Insular Affairs, 
United States Senate, Washington, D. C. 


Dear Mr. CuHatrMan: This is in response to your January 10 and February 20 
requests for information desired by your committee regarding the extent to which 
housing on Guam has been provided with FHA and FNMA assistance since 1952. 

The Federal National Mortgage Association inaugurated a special assistance 
program on November 4, 1954, under section 305 of the FNMA Charter Act, 
allocating $15 million of its special assistance funds for that purpose. Up to this 
time, FNMA has neither purchased any mortgages nor has it issued any com- 
mitments to purchase mortgages under that’ program. 

Although FNMA has not thus far purchased or issued commitments to pur- 
chase any Guam housing mortgages under its section 305 special assistance func- 
tions, the association has nevertheless assisted in financing Guam housing under 
its 1-for-1 purchasing program. This activity, made possible by Public Law 94, 
83d Congress, enabled FNMA to issue commitments for the purchase of eligible 
mortgages within 1 year after issuance of the contracts in a dollar amount equal 
to the principal amount paid FNMA for mortgages purchased from the FNMA 
portfolio. The program expired July 1, 1954. Under the program FNMA 
purchased 47 Guam mortgages totaling $897,000 providing for 37 single-family 
units and ten 4-family units or a total of 77 housing units. 

With respect to Federal Housing Administration assistance, through December 
31, 1956, that agency had insured 258 mortgage loans totaling $3.6 million and 
covering 460 dwelling units on the island of Guam. In addition, 312 property- 
improvement loans, totaling $400,000, were insured by FHA pursuant to title | 
of the National Housing Act. 

The island of Guam is served by the Honolulu Insuring Office of the Federal 
Housing Administration, of which Mr. Robert T. Carson is Director, and by a 
service office, with Mr. David W. Holloway in charge, located in the Calvo 
Building, Agana. These gentlemen are available at all times and are equipped 
to supply any technical advice or assistance that may be required in the processing 
of applications for mortgage insurance. 

I find that control of land use by the passage of adequate zoning ordinances, 
accompanied by continuing effective enforcement, is a progressive step which 
must be taken by the government of Guam if maximum participation by the 
Federal Housing Administration is to be realized. Though some interest has 
been shown by the establishment of a planning commission, little has actually 
been accomplished in providing necessary restrictions. Correlative with land 
use is the vital consideration of sanitation. Some improvement has been made 
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in this regard, but educational processes essential to the elimination of unsanitary 
conditions, particularly in the smaller villages, must be given increasing emphasis 
if the living conditions and housing standards of the native population are to be 
appreciably raised. 

The FHA minimum property requirements are presently being reviewed on a 
national basis. The study will not be completed for some months, but as it 
progresses data which may possibly be applicable on a local area basis will be 
carefully considered for inclusion in the minimum property requirements for 
Guam. 

High construction costs, combined with low incomes, create another obstacle 
to housing that segment of the Guamaniam population who are employed prin- 
cipally in occupations other than those directly associated with the military. 
FHA Commissioner Mason tells me that his staff is now following through on a 
proposal to develop a basic type of living unit that will meet the needs of this 
group and will, at the same time, sell or rent at a price they can afford to pay. 
This project will be undertaken in cooperation with local architects and builders. 

Please let me know if your committee desires any further information on this 
subject, 

Sincerely yours, 
ALBERT M. Cog, Administrator. 

Senator SpPARKMAN. The committee will stand in recess for just a 
few minutes. 

(Whereupon a short recess was taken.) 

Senator SPARKMAN. Shall we resume? 


STATEMENT OF LLOYD E. BLAUCH, ASSISTANT COMMISSIONER 
OF EDUCATION, DIVISION OF HIGHER EDUCATION, AND 
WILLIS D. GRADISON, JR., ASSISTANT TO THE SECRETARY, DE- 
PARTMENT OF HEALTH, EDUCATION, AND WELFARE 


Mr. Grapison. Mr. Chairman, Dr. Decker is not in town today, 
but we are here to represent the Department of Health, Education, 
and Welfare on this issue. My name is Willis D. Gradison, Jr., 
assistant to the Secretary, and I am accompanied by Dr. Blauch, 
Assistant Commissioner of Education of the Office of Education. 

Senator SpARKMAN. Very well. Will you proceed. 

Mr. Grapison. Thank you, sir. Mr. Blauch has a short statement 
to present, and then we will be glad to answer any questions. 

Mr. Buiaucn. I am Lloyd E. Blauch, Assistant Commissioner for 
Higher Education, Office of Education, the Department of Health, 
Education, and Welfare. 

The Division of Higher Education of the Office of Education is 
particularly concerned with higher education and the problems 
confronting this important segment of education in the United 
States. Therefore, I appreciate very much this opportunity to 
appear before you in connection with the college housing program. 

Section 402 (c) of title 1V of the Housing Act of 19: 50. as amended, 
provides that the Housing and Home Finance Administrator— 

In the performance of, and with respect to, the functions, powers, and duties 
vested in him by this title * * * may * * * (2) consult with and secure the 
advice and recommendations of the Office of Education in the Federal Security 
Agency; * * * 

Accordingly, an agreement reached between the Community 
Facilities Commissioner and the former Commissioner of Education 
has defined the limits within which the experience and specialized 
knowledge of the Office of Education is made available to the Com- 
munity Facilities Administration of the Housing and Home Finance 
Agency. The service of the office in this program consists of (1) 
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advising on the educational eligibility of mstitutions applying for 
loans, (2) providing additional helpful information which the office 
has concerning applying institutions, and (3) making special studies 
on request of the Community Facilities Commissioner of the Housing 
and Home Finance Agency. 

There is no doubt that the college housing program has been a 
boon to private and public colleges and universities which, to March 1, 
1957, have had 425 projects approved for loans totaling $385,604,000. 
These institutions have been able to borrow urgently needed funds to 
finance the construction of college housing and related facilities in 
accordance with the intent and provisions of the Housing Act of 
1950, as amended. 

The Division of Higher Education of the Office of Education is 
engaged in a college and university facilities survey, begun in May 
1956, and involving the 1,855 colleges and universities in the United 
States. This survey is expected to provide definitive data regarding 
all physical facilities constructed during the last 5 years and which 
they plan to build durmg the next 15 years. This survey of private 
and public colleges and universities will be completed by the end 
of the current fiscal year. 

Meanwhile, preliminary indications of the Office of Education 
survey are that the findings of the American Council on Education 
study, Financing of College and University Student Permanent 
Housing, are probably rather conservative. This study was made for 
the American Council on Education under a grant from the Carnegie 
Corporation of New York and was completed in December of 1956. 
Based on returns from 733 institutions out of the 971 that were 
canvassed—institutions enrolling 57.6 percent of all college level 
students—this study revealed plans for spending nearly $2 billion for 
campus housing between now and 1970. 

The evidence is very clear that large sums of money will be required 
to construct the housing facilities which the colleges and _ universities 
are planning and which they must provide in the immediate future. 
These institutions, owing to the rapid increases in enrollments and 
the expansion of their programs, are confronted with tremendous 
financial problems. The administration’s recommendations for con- 
structing housing facilities, in my judgment, merit the careful con- 
sideration of your committee. 

Senator SpaRKMAN. Thank you, Mr. Blauch. You referred to the 
study by the American Council on Education on Financing of College 
and University Student Permanent Housing. Is this the study to 
which you refer? 

Mr. Buaucu. I have only the summary in hand. [ have not seen 
the complete study. 

Senator SPARKMAN. We have the complete study. It is too large, 
of course, to go into our hearings, but it is part of our committee files. 

I enjoyed your presentation, and it seems to me we are to gather 
from the report that you made that you are well pleased with the way 
the program has been going. 

Mr. Buavucn. I should say yes. 

Senator SPARKMAN. We do need more money, do we not? 

Mr. Buaucn. That is correct. 

Senator SparKMAN. That is the only thing that you would recom- 
mend—simply that we make more money available and let. the 
program run as it is. 
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Mr. Bruaucn. Well, now, there are some differences about certain 
aspects of the program which I did not discuss here. 

Senator SPARKMAN. Do you care to mention them? 

Mr. Biaucn. Well, I think maybe Mr. Gradison would care to 
speak on two of the issues that are involved in this matter. 

Mr. Grapison. The two major issues, of course, Mr. Chairman, 
are, first, the increase in the authorization, and second, the change 
in the method of computing the interest rate, both of which Mr. 
Hazeltine discussed with the committee in his presentation this 
morning. We will be glad to discuss any aspect of this which you 
would like to go into. 

May I say first, however, that we did have an opportunity, when 
these policies were being formed, to discuss them, the Secretary and I 
and several others, with Mr. Cole and Mr. Hazeltine and others, 
and we, of course, concur in the recommendations of the Housing 
Administration for these two major changes in the college housing 
loan program. 

Senator SparKMAN. I realize the limitation within which you func- 
tion as a part of the executive branch of government with reference 
to recommendations that finally represent the administration’s 
recommendations to the Hill, but I would like to ask you some ques- 
tions with reference to the interest rate. 

You will recall that when the program was originally set up, we 
provided that the rate of interest could be set at a certain level at 
which the loans could be made, provided they could not find money 
at a comparable rate, as I recall. It was tied to some extent to the 
going rate of money. But a couple of years ago Senator Fulbright 
authored the present formula whereby it was tied to the overall 
rate of money, cost of money to the Government, plus one-quarter 
of 1-percent for administrative purposes. 

At that time and again last year when the question came up for 
extension, a great fear was expressed that it would dry up, it would 
run away private capital from investment in college housing. Do 
you have any information on that? You may have heard the state- 
ment from Mr. Hazeltine that there has been a substantial participa- 
tion by private capital, and he said he thought he could get up some 
figures, but did not have them at hand. Do you have anything at 
hand to give us some idea? 

Mr. Grapison. We have no figures, Mr. Chairman. I would like 
to say, however, that we had to look into this question very carefully 
in the preparation of the administration’s recommendations for the 
bond purchase title of our school construction bill, in order to see 
whether this method of computing the interest rate and some of the 
other features of this bill provided a helpful guide to us in that other 
legislation. 

Senator SparKMAN. In school construction? 

Mr. Grapison. Yes, sir. And after that review, we concluded 
that the operation of this program had resulted to a certain degree 
in the displacement of private money which might otherwise have 
been available for the college housing program. In other words, our 
interest as a Department is seeing the housing built for the colleges. 
And the real issue is the proper Federal share in the financing of those 
facilities. And while I do not have any figures here to present, our 
review at that time did suggest that the Federal share of the total 
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facilities being constructed with Federal loans was a rather high 
percentage, certainly higher than we were prepared to recommend to 
the Congress in the loans for school construction. 

Senator SparKMAN. If you were there this morning when Mr. 
Hazeltine testified, you heard Senator Bush offer his suggestion that 
it had not been unusual in the past for private capital to build college 
housing. I take it that the usual method in the past has been for 
the college to build it out of its own revenues, its own funds. 

Mr. Grapison. Yes, sir. Although I do understand from some 
discussions that I had with people in the investment business several 
months ago that in certain areas of the country there has been a 
significant private market for the financing of this type of institution. 
But as a general statement, of course I agree with vour statement. 

Senator SparKMAN. I had heard that there had been rather sub- 
stantial participation by private capital in building college housing 
right along with this program. I have not gone through this report 
carefully, and I do not know whether it is shown in it or not. 

Mr. Buaucu. I do not know. I can say, Mr. Chairman, of course, 
up until recent years a great deal of the housing has been provided 
by philanthropic gifts to the institutions. And this matter of bor- 
rowing now to pay it is something fairly recent. 

Senator SpankMAN. Yes. I think that is really what Senator Bush 
referred to. I said out of their own resources—I mean, of course, 
from whatever place they were derived. 

Mr. Buavucu. That is right, sir. 

Senator SPpARKMAN. Are there any questions you would like to ask 
for Senator Fulbright. 

Mr. Casu. On the first page of the testimony, Mr. Blauch, you 
referred to the agreements you had reached with the Housing Agency, 
and delineate the relationship that you now have under that agree- 
ment. What is the size of the staff that you use for this cooperation 
with the Housing Agency? Do you have many people involved in 
this? 

Mr. Buaucu. No, we have only five persons. 

Mr. Casu. Has that changed materially over the last 3 or 4 years? 

Mr. Buavucnu. That is substantially what it has been for some time, 
I would say. There are two professional people and three clerical 
people, stenographers and so on. 

Mr. Casu. And what do they provide in the way of service for the 
Housing Agency that the Housing Agency would not have on its own? 

Mr. Buaucn. Well, the applications are referred to us for a deter- 
mination as to whether they meet the educational requirements indi- 
cated in the law. Now, then, these people take the applications and 
study them from a point of view of the history of the institution, its 
government, its enrollments, and its programs. A recommendation 
then is made as to whether or not the institution meets the eligibility 
requirements. In addition to that, there is always a sheet, and some- 
times more, giving these additional data. 

Mr. Casn. And you participate in every application. 

Mr. Buaucu. Yes. That is the understanding, at least, that we 
have—that they are all referred to us for this educational determina- 
tion. Then when there is a special problem at some institutions— 
there have been a few of those, not as many as they thought there 
might have been—the HHFA will ask us that we participate or send 
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someone to the institution to make a special study. Those are the 
principal things we do. 

Mr. Casn. Then you are satisfied that the statutory intent about 
the cooperation between the two agencies is working out. 

Mr. Buaucn. I would say that the arrangement now is providing 
what the law seems to require. 

Mr. Casu. | have nothing further; Mr. Chairman. 

Senator Capenart. Thank you very much, gentlemen. 

That concludes the hearings for today. We will stand recess until 
10 o’clock in the morning when we will meet back in Room 301. 

(Whereupon, at 4:25 o’clock p. m. the committee was recessed until 
10 o’clock a. m., Tuesday, March 19, 1957, room 301, Senate Office 
Building.) 
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TUESDAY, MARCH 19, 1957 


UnitTep States SENATE, 


Commirrer on Banxine AnD Currency, 
SUBCOMMITTEE ON HOovsING, 


Washington, D. C. 
The subcommittee met, pursuant to recess, in room 301, Senate 
Office Building, at 10:10 a. m., Senator Paul H. Douglas presiding. 
Present: Senators Douglas and Clark. 
Also present: Senator Javits. 
Senator Dovueias. The subcommittee will come to order. 
Our first witness will be Mr. Martin. 


STATEMENT OF WILLIAM McCHESNEY MARTIN, JR., CHAIRMAN 
BOARD OF GOVERNORS, FEDERAL RESERVE SYSTEM; ACCOM- 
PANIED BY WINFIELD W. RIEFLER, ASSISTANT TO THE CHAIR- 
MAN 


Mr. Martin. Mr. Chairman, one of my early responsibilities after 
I assumed my duties as Chairman of the Federal Reserve Board was 
to testify on housing and mortgage finance before the Senate Com- 
mittee on Banking and Currency. That was in May 1951, just about 
6 years ago. We were then concerned over the high cost of housing. 
Yet, because of the pressure to build houses as well as plants, we have 
witnessed a steady rise in construction costs and the typical home pur- 
chaser finds a new house today costs about 15 percent more than 3 
1951. 

The volume of home mortgage debt now totals about $100 billion. 
It is about equal in size to long-term corporate debt, and over three 
times as large as consumer instalment debt. It is more than one- 
third the size of our gigantic Federal Government debt. 

In the past decade, home mortgage debt has grown by $76 billion, 
long-term corporate debt by $60 billion, and consumer instalment 
debt by $27 billion. During the same period, Federal Government 
debt increased by only $17 billion. 

During 1956 alone, home mortgage debt grew $11 billion, long-term 
corporate debt $9 billion, consumer instalment debt $2% billion, 
while Federal Government debt declined $4 billion. The growth in 
home mortgage debt during 1956 was much larger than for any other 
year except 1955, when it grew by $12 billion. 

Each spring witnesses before this committee and others have 
testified that the nonavailability of mortgage money would shortly 
bring about the collapse of the housing industry in the United States. 
Letters and telegrams from all over the United States have come to 
your desks and to mine confirming this impending crisis. Despite 
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these gloomy predictions, each year housing starts have exceeded a 
million units, often by a substantial margin. 

What concerns me about this is not so much the misleading im- 
pression that may have been created in the past—that is water over 
the dam. Rather, it is that these past alarms make it difficult to 
discern whether the situation confronting the building industry and 
the country today is as serious as some observers would have us 
believe. 

It may well be that the mortgage finance situation is more serious 
than in previous years. Housing starts in Februar y dropped sharply 
to the lowest rate——915,000, L think, is the exact figure there- 
seasonally adjusted since the spring of 1949. The whole of the drop 
was concentrated in starts financed through federally sponsored 
financing instruments. Comparing the first 2 months of 1957 with 
the same months of 1955 and 1956, respectively, starts financed by 
the VA mortgage program were off 60 percent and 46 percent and 
starts financed through the FHA mortgage program were off 53 per- 
cent and 33 percent. Starts finances .d with conventional mortgages 
did not decline at all. Actually, they appear to have risen very 
slightly from the level of the 2 preceding years. Conventional 
financing currently accounts for nearly 7 out of 10 starts, whereas 
2 years ago it accounted for less than half. 

The slower rate of home building during the past 2 years may 
represent, in part, a corrective action to the unusually high rate of 
starts in early 1955, and, in part, consumer resistance to rising con- 
struction costs. However, the fact that the recent decline in starts 
has been confined to the federally aided programs indicates that the 
ceilings on interest rates on FHA and VA mortgages have interfered 
with the smooth functioning of the housing industry. 

A growth in competing demands for the savings that might other- 
wise be invested in home mortgages is clearly evident. During the 
past 2 years, the demand for savings to finance industrial growth, 
expansion of public utility and commercial facilities, instalment and 
consumer purchases, roads, schools and other public works, have 
mounted. These demands, together with those for home-mortgage 
financing, have exceeded the supply of current savings, large as it 
has been. This has caused a rise in interest rates. In the last 2 
years, vields on Government bonds and high-grade State and munici- 
pal securities have risen about 1 percentage point, and on conven- 
tional mortgages and high-grade corporate bonds almost as much. 

The 4% percent ceiling rates that formerly prevailed on both FHA 
and VA home mortgages gradually became an increasing barrier to 
the ability of borrowers using these programs to compete with other 
borrowers for the savings that were available. For a time, contact 
with the market was maintained through resort to discounts, which 
had the effect of providing a higher gross yield to the lenders than 
the 4%-percent rate stated on the face of the mortgage. The work- 
ability of this mechanism diminished as the 4%-percent ceiling got 
further and further out of line with competitive rates in other lending 
areas. 

The total volume of VA-financed home mortgages was over $7 
billion in 1955, and nearly $6 billion in 1956. So long as the present 
relationship between demands for and the supply of new savings pre- 
vails, there is no possibility that lenders will invest at anything 
approaching this volume in VA mortgages subject to a 4%-percent 
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ceiling. There have been several suggestions directed toward relieving 
this situation through further Government investment in mortgages. 
The ones which appear to have received most serious consideration are: 

(1) An increase in direct VA loans; 

(2) An increase in FNMA operations; or 

(3) Absorption of VA mortgages in the Government trust funds. 

None of these proposals operates to encourage new savings, i. e., 
to increase the total flow of funds from which all demands for long- 
term investments must be met. All three, furthermore, require that 
the Federal Government borrow in the market more than it would 
otherwise borrow. This additional borrowing by the Treasury would 
not only be inflationary, but would tend to raise market rates of 
interest still further and thus increase the barrier that is already 
impeding the flow of private investment funds into VA mortgages. 

These three programs would, of course, make funds available up 
to the limits provided in the legislation, and in some cases would 
help certain individuals to purchase homes. To the extent that 
already existing VA mortgages were acquired from institutions, how- 
ever, it might simply provide those institutions with funds to lend in 
other markets. Hence, tracing the effects of these proposed programs, 
we find that under them the Federal Government would have as- 
sumed large additional responsibilities, without, in the end, restoring 
the market for VA maorigner® In a time when strenuous efforts are 
being made to reduce Government expenditures, it should be kept 
in mind that outlays of this nature by the Federal Government, even 
though they may not appear in the budget, place the same strain on 
money markets and have the same inflationary effect on the economy 
as an increase in budget expenditures not covered by taxes. 

The home construction industry is probably the most important 
single industry in the country, and homeownership is the most im- 
portant asset for many American families. Almost 30 million, or 
6 in 10, households own their home. About 80 percent of the home- 
owners have incomes of less than $7,500 a year. Significantly, the 
trend in homeownership in recent years is most evident among families 
that in the past usually included a large proportion of renters, such 
as wage workers, young people, and those in the middle or lower 
income brackets. This ‘“‘catching up” in homeownership reflects the 
rising incomes, increased stability of employment, availability of 
financing, and other economic developments of recent years. 

Home mortgage debt is the most important liability and the most 
common obligation of American families. Over 15 million house- 
holds are making mortgage payments currently. The existence of 
mortgage debt is closely associated with the recency of home purchase. 
Almost 7 in 8 of the families who have bought homes since 1954 have 
mortgage debt, while only 2 in 5 of the home owners who purchased 
before 1954 are still making mortgage payments. 

The sheer magnitude of “these figures, and the need to continue 
to make homeownership available to large segments of the population, 
indicates the seriousness of the problem before us. The homebuilding 
industry must be kept operative, but not on a basis that leads to 
skyrocketing costs, overcommitments and, ultimately, to market 
saturation and collapse—which would be damaging not only to 
builders and suppliers, but to the millions of Americans who have 
undertaken home purchase as the primary basis for their savings. 
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Nearly a billion dollars of new funds every month is required to 
support the level of home construction we have had in recent years. 
In order to maintain a flow of funds of this magnitude, it is essential 
that all the major types of financing maintain contact with the mar- 
ket. At the moment, this contact has been severed, particularly in 
the case of VA-guaranteed mortgages, by the prescription of unreal- 
istic ceilings on the rate of interest. 

In my judgment, the essential thing is to restore contact with the 
free market. Only in that way can we look forward to a strong, 
healthy private building industry, which can contribute its full share 
to the stable growth of our country. 

That is the end of my prepared statement, Senator. I do not 
profess to be a great expert on housing, so I have with me Mr. Win- 
field Riefler, who is my associate in the work of the Board, and I 
would like to be able to call on him, if I may, from time to time. 

Senator Douauas. Certainly. 

Mr. Martin, as you know, the Housing Agency and the Federal 
Housing Administration have come in with recommendations that 
the percentage of downpayment be reduced, and that approximately 
$500 million of additional lending capacity be given to Fannie May. 

Do you have a position on that request? 

Mr. Martin. Yes. We think that would be unwise and inap- 
propriate at the present time. 

Senator Dovetas. Why is this, Mr. Martin? 

Mr. Martin. Because we do not think it would achieve the pur- 
poses desired, and would create further difficulties in the market, 
which is now out of balance. 

Senator Dovetas. That is, you think that the additional lending 
by Fannie May would be financed not by savings, but by creation of 
bank credit? 

Mr. Martin. That is correct, sir. 

Senator Dova.as. In other words, you would have commercial 
credit used to finance long-term investment? 

Mr. Martin. That is right. 

Senator Doucuas. That investment has been outrunning savings 
and we have had in the past creation of bank credit for purposes 
other than that for which it was originally designed? 

Mr. Martin. That is correct. And our feeling is that the real 
problem can be met here on a time basis for the time being, reducing 
spending and increasing savings; and in an economy as strong and 
as vigorous as this, we believe it does not take too long a time. 

Senator Dovatas. That it would merely have the banks creating 
more credit, which adds to the money counters which are offered for 
investment goods, which merely means an increase of prices. 

Mr. Martin. That is right. 

Senator Dovetas. By how much would the volume of building 
have to fall before you would become a little bit frightened? I should 
not say frightened, because I do not believe you become frightened 
ever, but before you would become concerned? You are not con- 
cerned now that the volume of construction has gone down to 910,000 
housing units in February. Suppose it were to fall to 800,000 units? 
Would you be concerned at that point? 

Mr. Martin. I am concerned right now. 

Senator Doug as. Do you feel it may fall too much? 
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Mr. Martin. I am concerned with the fall that has already 
occurred. 

Senator Dovetas. You seem to be comewhat ambivalent. On 
the one hand you think there is too intense ahousing activity, and 
on the other you are concerned it is falling off. Just which are you 
more concerned about, Mr. Martin? 

Mr. Martin. I am concerned about the fact that I believe there 
would be more funds and more buildings if the market forces were 
allowed to operate. 

Senator Dovetas. What does that mean? Do you mean if the 
interest rate on VA loans were increased—— 

Mr. Martin. That is right. 

Senator Dovetas. Up to 5 percent? 

Mr. Martin. Up to 5 percent or more. 

Senator Dovaias. Or more. What do you think would be the 
effective rate of interest in the market if you had a completely free 
rate? 

Mr. Martin. I honestly don’t know. 

Senator Doveuas. Do you think it would be at least 5 percent? 

Mr. Martin. I think it would at the present time. Yes. 

Senator Dovatas. What has been the recent movement of interest 
rates in the last few weeks? 

Mr. Martin. It has been slightly down in the last few weeks. 

Senator Dovatas. Is it not true yesterday the Treasury floated 
almost $2 billion of 91-day notes at an interest rate of 345 percent? 

Mr. Martin. 3.04 I think is correct. 

Senator Doveuas. I think 0.04 is one twenty-fifth, as I translate 
decimals into fractions. 

Mr. Martin. I was not questioning your accuracy. 

Senator Dovaias. What was the interest rate a few weeks ago on 
91-day Treasury notes? 

Mr. Martin. I think it was around 3.24, probably. 

Senator Dovatas. And before that? 

Mr. Martin. Some place in that area, Senator. I could get you a 
table. 

Senator Dovatas. I have a figure about 2 months back of 3%. 

Mr. Rreruer. Not on bills. 

Mr. Martin. I think, as Mr. Riefler says, not on bills. 

Senator Dovcias. You have an expert on short-time money rates 
here? 

Mr. Rierter. I think the top rate on bills, as I remember it, was 
3.29. The 3% refers to the certificate that was floated about a month 
back and reopened yesterday. 

Senator Dovauas. It is a fall from 3.29 to 3.04, if my arithmetic is 
correct, which is a fall of approximately one-quarter of 1 percent. 
In the face of a fall of one-quarter of 1 percent in the short-time 
money market, you are asking for an increase of one-half of 1 percent 
in the legal rate on VA loans. 

Mr. Martin. Do you want to comment on that? 

Mr. Rierter. Money has not been flowing at the 4%-percent rate 
into VA loans. The comparison is not apt because money has not 
been flowing at 4% percent into VA loans. 

Senator Dovaias. Mr. Riefler, I know you are the world’s greatest 
authority on interest rates, but I read your book, which I learned a 
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great deal from, some 30 years ago, and, as a matter of fact, I have 
always kept it by me. I believe you stated quite truthfully there 
that the interest rates were interconnected. 

Mr. Rierter. That is right. 

Senator Dovenias. And that changes in the short-time rate had an 
effect on the long-time rate. 

Mr. Rrerier. That’s right. 

Senator Dovatas. I thought that was the burden of your book. 

Mr. Rrerver. That is right. 

Senator Dovuatas. Are you saying the young Mr. Riefler was mis- 
taken in this matter? 

Mr. Rrerter. No. The 4% percent—— 

Senator Ciuark. An indiscretion of his youth. 

Mr. Rrerier. The 4% percent has not been a market rate. 

Senator Dovetas. What I am pointing out is, I think you are act- 
ing on the basis of what was happening up until a few weeks ago, or a 
few months ago, and that vou are finding difficulty in revising your 
concept in view ‘of the fact ‘that the interest rate on short-time issues 
is now turning downward. 

Mr. Rierier. Well, long-term rates are turning down a little bit 
at the present time. 

Senator Douaetas. I would expect from having read Mr. Riefler’s 
book on interest that if short-time rates went down, the long-time 
rates would go down. 

Mr. Rierver. But they have not turned down enough to establish 
contact at the 4-percent rate in the long-term market. 

Senator Douvcias. How much do you think the market rate would 
have to fall before the effective rate would reach 4% percent? 

Mr. Rrerter. I would think with the backing up of mortgage 
demands in the long-term market at the present time that it would 
have to go quite far. I don’t think a quarter percent move in the 
bill rate has much effect on it. 

Senator CLarx. Mr. Martin, yesterday Mr. Cole was here and 
told us that there was evidence that conditions in the general money 
market are easing. Do you agree with that? 

Mr. Martin. No; I would not agree with that. I would say that 
there has been a slight lessening of pressure over the last couple of 
weeks, but I do not see anything that produces a trend in that. 

Senator CLtark. I certainly would not want you to gaze into a 
crystal ball, but in your informed judgment, would you anticipate 
that tight money would continue, generally speaking, through, well, 
the rest of this year? Is that too tough a question? I am trying to 
get your opinion on the trend. 

Mr. Martin. Well, I would not want to forecast at all. Our 
current policy, as I have indicated, recently has been to be passive. 

Senator CLark. To be what? 

Mr. Martin. Passive. I have used the word “passive.” We 
have not made any overt gesture in either direction in the money 
market. We have been letting the forces of supply and demand 
operate. It is my view that in an economy as strong as this, that it 
does not take too long a time to arrive at equilibrium if people start 
cutting down on their spending and increase their savings a little bit. 
We have had high levels of income right along and it does not take 
too long for the saving-spending area to produce additional savings 
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that can be used, which would tend to equalize and make easier the 
money market. 

Senator Cuark. At that point as I understand it—and I yield 
obviously both to you and to my distinguished colleague from Illinois 
on their knowledge of economics—— 

Senator Dovuauas. Do not yield to me. 

Senator CLark. But as I understand it, the basis of your policy is 
that demand for money has outrun savings. Is that oversimplifying 
it? 

Mr. Martin. No. I think that puts it very well. And we ought 
not to use bank credit to close the gap when there is a shortage of 
savings. 

Senator CirarKk. I think I would agree more or less. We have a 
managed money market, do we not? 

Mr. Martin. We do. 

Senator CLtark. And you are the manager. I am wondering 
whether there are not some more socially desirable methods of con- 
trolling the flow of credit other than restricting the number of housing 
starts for families of moderate income. I have been out of town for a 
few days, in an area of the country where the newspapers are not 
partic ularly informative, but are you not in the process of giving us 
your views as to the desirability of reinstituting consumer credit 
controls? 

Mr. Martin. We will have a study on consumer credit, some five 
volumes of it, that will be out the latter part of this week. 

Senator CLark. Will there be perhaps a summary for the un- 
educated members of the Senate? 

Mr. Martin. There will be a statement of the issues in volume I— 
there is one additional volume to come; and, as we have indicated, 
in due course the Board will make some recommendations, but the 
Board is presently studying this study at the same time it is giving 
it to you gentlemen and to the public. 

Senator Cuiark. Is it fair to ask you when we could anticipate 
having the benefit of your recommendations? 

Mr. Martin. I would think it would take us probably a minimum 
of 90 days to arrive at those. 

Senator Crark. So that at least for the foreseeable future your 
policy on the money market is passive. You do not anticipate any 
drastic relief from tight money policies. You disagree with Mr. Cole 
that conditions in the general money market are easy; and, therefore, 
your remedy for increasing the number of housing starts is to make 
VA and FHA mortgages competitive by increasing the interest rate. 
Is that a fair summary of your present recommendations? 

Mr. Martin. Yes. I think that the market ought to be the con- 
trolling factor. I want to emphasize on the earlier point you made, 
Senator Clark, that, on the social desirability of this, we also have to 
take into account construction costs. 

Senator CLark. Of course. 

Mr. Martin. And the burden of debt that you are placing on a 
homeowner. We want these people to get this housing and to be able 
to retain it. 

Senator CLark. Surely. 

Mr. Martin. And not be saddled with a debt which will hang as a 
millstone around their necks. 
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Senator Cuark. Surely; but do you have any realistic hope that 
construction costs will come down? 

Mr. Martin. Well, I go back to your comment about Mr. Cole. 
I do not know what the state of the money market will be. I am not 
predicting a decline on building or construction costs at the moment; 
but I know that if you supply funds out of bank credit to cover those 
costs, additional bank credit—with the present pressure you will just 
put these costs higher. 

Senator CLarx. Would you not agree that the fluctuations in the 
interest. rate are not a significant factor in determining the price of 
labor or materials, or am I wrong on that? 

Mr. Martin. I think when you talk about interest rates it is 
extremely easy to fall into this comment that they are an insignificant 
factor, or they do not make any difference. I think they make con- 
siderably more difference. You have to look at interest as both a 
cost which we are emphasizing on one side, and a wage to the saver. 

Senator Cirark. I acknowledge my ignorance in this field. I can 
see why interest costs would be of the greatest importance in con- 
nection with mortgages and credit and the ability of the man who 
cannot pay cash for his home and has to finance the purchase. I 
admit my ignorance in seeing how interest rates would affect either 
wages or the prices of materials to any appreciable extent, and I 
would be happy if you would enlighten me a little on that. I do not 
want to turn this hearing into an educational process. 

Senator Dovetas. I would like to hear a reply to that because I 
think the Senator from Pennsylvania made a very good case. 

Senator CLiark. Perhaps the Senator from Illinois operates on a 
slight bias. 

Mr. Martin. Well, interest rates are both remuneration to the 
person who saves money and they are cost to the person who borrows 
money. They are, therefore, an equalizing mechanism in the market. 
They may not have immediately an appreciable effect, but over a 
period of time they are the only device—the price mechanism—that 
we have for bringing about a balanced relationship between supply 
and demand factors, except where you take from the market by some 
other means the resources affected by this equalizing process. You 
could at any time decide that it is socially desirable to build Z 
number of houses. 

Senator Cuark. That is what I am coming to in a minute. 

Mr. Martin. You could do that by appropriated funds at any time. 
You could do it directly, and then there ought to be a charge on the 
budget. You could raise taxes to do it, and it seems to me that is per- 
fectly proper. 

Senator CLarK. And perhaps eliminate loopholes. 

Mr. Martin. Or perhaps eliminate loopholes. But we are talking 
now about the private market for housing, and I know of no other 
device than the price mechanism to bring supply and demand into 
balance. 

Senator CLtark. But is that not supply and demand of credit? 
What I am trying to get at is perhaps we are operating at cross pur- 
poses. I could make it specific this way: Is there any real connection 
between the credit policies which you fix and the collective bargaining 
arrangements for wages and hours which are made between the build- 
ing trades unions and the home builders? ‘There is not any, is there, 
or is there some? 








HOUSING AMENDMENTS OF 1957 277 


Mr. Martin. Oh, yes there is. Let me ask Mr. Riefler to take a 
shot at this question. 

Mr. Rizrier. The question really is one of excess demand in the 
markets which bids up prices of buildings and rent and everything 
else. That excess money demand—the 1 money demand for invest- 
ment goods—is financed by savings or the creation of bank credit. 

Senator CLark. But Mr. Riefler, there is not any excess demand for 
housing now, is there, because those who need the housing have been 
largely priced out of the market as a result of the falling off in the 
Government—— 

Mr. Rierter. The excess demand—— 

Senator CLark. Would you mind if I finish, so we can get together? 
Is it not true the substantial decrease in the housing starts is almost 
entirely confined to the section of the market where Government aid 
has been given to financing, that is, FHA and VA? In that respect 
there is no excess of demand over supply at all, is there? 

Mr. Rieruer. You are talking about very recent months. In very 
recent months—— 

Senator CLtarK. No. I am talking about the situation for the last 
several years, because in my judgment—and I suspect you will dis- 
agree—there has been a need for at least 1,500,000 starts on the social 
need basis, ever since the end of the Korean war. In other words, if 
you could get the cost down, there is a social need, is there not? Or 
maybe the Federal Reserve does not w ant to get into it. 

Mr. Rrerter. Over the last 5 yea s building costs have been in- 
flated more than most other costs. Toieies has been particularly 
evident there. That is prima-facie evidence of an excess money de- 
mand over the availability of resources for the industry. 

Senator CLark. But my point is that that demand has largely been 
for relatively high-cost houses, where the margin of profit is pretty 
good and where you can charge what the traffic will bear; and that 
there has been a shoc ‘king lack of prov ision for human needs for housing 
in the middle and lower income groups? 

Mr. Rierter. If you are talking about improving the housing 
stock of the country as a whole that is a problem that has to be 
taken care of over a time, because you cannot build more than 2 or 3 
percent of the housing stock new each year. Housing is a long-term 
durable good. The housing conditions in the United States I think 
are better than they ever have been. ‘That does not mean they come 
up anything like to meeting your social standards or mine; but 
actually housing standards have show a very steady improvement. 

Senator CLrark. I would interject that the slum situation in the 
United States is worse than it has ever been in our history. 

Mr. Rierzer. I do not think the figures would bear that out. 

Senator CLark. You do not think so? 

Mr. Rieruer. I do not think the figures would bear that out. 

Senator CLark. Well, come to Philadelphia some time and I will 
show you around. 

Senator Doueias. Go to Chicago; go to any city and look at it. 

Mr. Rierier. I know. They are awful. But the question is the 
adoption of a policy which will really improve the housing stock of the 
country. 

Senator CLark. Selectively for lower income groups. 
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Mr. Rreruer. I think it will improve the housing stock more if you 
do not build new for the very lowest income group because I think 
our standards go up over time too fast. My own feeling would be 
it would be much better to use rehabilitation there. 

Senator CxiarK. Yes; but that is a social problem and not a 
financial problem. 

Mr. Rrerter. The financial answer is quite clear that the excess 
demand has been raising costs, That is quite clear on the financial 
side. 

Senator CLark. You and Mr. Martin are committed—and I honor 
your judgment and I respect your integrity although I happen to 
disagree with your conclusions—but you are committed to a non- 
selective use of credit; are you not? By that I mean that you impose 
this tight-money policy across the board without regard as to whom 
it helps or whom it hurts, and I suggest it helps the strong and 
hurts the weak. 

I wonder if it is not feasible—I do not expect you to agree with this 
but as a matter of technique in financial management—would it not 
be feasible to devise a selective credit policy by which areas in the 
community which the Congress would determine were in greater need 
of credit than other areas of the community, could be aided and at 
the same time impose perhaps even more stringent credit on that 
section of our economy where the Congress felt the need was not so 
great? I for one would say consumer credit. I think we have too 
many televisions but not enough houses, but I would be prepared 
to make that value judgment. 

Mr. Rieruer. It would be a very difficult thing to do. It might 
be done. For example, at the present time, by giving tax exemption 
to State and municipal issues we give them a lower interest rate. 
But it is pretty hard to accomplish it by putting a ceiling rate on 
interest. 

Senator CuarKx. That may well be true, but we did this during 
the war; did we not? We directed the economy where we thought it 
was needed. 

Mr. Rierter. And we produced an awful inflation. 

Senator Cuark. Pardon me? 

Mr. Rierier. We produced an awful inflation; an awful inflation. 

Senator Cuiark. In retrospect could it not have been done without 
producing an awful inflation? 

Mr. Rieruer. I think it could have been done better than it was 
done. 

Senator CLarKk. Would you take the position, which seems to me 
to be extreme—and again I plead my ignorance—that the price of 
meeting the social need for housing and for schools is inevitably 
inflationary? You would not go that far, would you? 

Mr. Rier.ter. No; because I would disagree with your social need 
definition. 

Senator CLark. You say you would disagree with my social need 
definition? 

Mr. Rrerter. Yes; I would. 

Senator CLark. But after all that is not your problem. 

Mr. Rreruer. No. 

Senator CLtarKk. That is the Congress problem, 

Mr. Rieruter. Yes. 
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Senator Cuark. So if the Congress said, ‘“‘We think there is a social 
need for more housing and more schools,’ would you say, ‘You 
cannot do it because it would be inflationary’’? 

Mr. Rivrier. Oh, no; not at all. It is a question of taxation. 
This country has the resources at the present time to have the best 
education that can be given but we could have to give up something 
else. 

Senator Cuark. [ am sorry [ brought up education, because we 
will get into that later. On houses, this country has the resources 
to have adequate housing for everybody that needs it. 

Mr. Rierier. If you take the resources away from somebody else. 

Senator CLARK. Is not our whole Federal tax system one which 
in the end redistributes wealth? Is that not what we did when we 
had a graduated income tax? 

Mr. Rierier. If you tax to do it, it could be done without creating 
inflation. Yes. 

Senator CLarkx. Would you explain to me how taxing gets into this 
and why, in order to get an adequate number of housing starts for 
lower and middle income groups, you have to raise taxes? 

Mr. Rivrier. Because taxes takes the money that somebody else 
might spend, and makes it available for spending on housing. 

Senator CLARK. Would not consumer credit regulations do the same 
thing? Would not increasing the interest rate for those sections of 
the economy which are building and putting capital investment into 
areas where one might think perhaps socially they were not so useful, 
do the same thing? In other words, cannot a managed money market 
do that if you are directed by the Congress to do it? 

Mr. Rreruer. It is very difficult, very difficult, to plug the loop- 
holes when you get the market into pockets of that kind. There are 
places where you could do it, but it would be very difficult. 

Senator Cirark. Let us take an example, Mr. Riefler. Suppose 
for a moment that you were to agree—and, Mr. Martin, you can 
cut in any time you want to on this, please—suppose for the moment 
then Congress were to decide it wanted to reimpose consumer credit 
regulations. Let us take an extreme case, and one which I do not 
think the Congress would perhaps be willing to go to. Suppose we 
decided nobody could buy an automobile and nobody could buy a 
television on more than 12 months’ time. Would you not immedi- 
ately create a pool of savings which would be available for other 
purposes? 

Mr. Rrerter. Yes. Sure. 

Senator Dovetas. I think Senator Clark has asked some very 

ertinent questions. I think we have two sets of values operating 

ere. Mr. Martin and Mr. Riefler are saying that the sole test 
should be market demand as expressed through price and interest 
rates, and so on, and Senator Clark has said—and I certainly tend 
to agree with him—that in a democracy we have to consider social 
need, however that may be measured; and that by the higher interest 
rates—which you say are necessary to equate savings with demand— 
the higher interest rates would fall on the just and unjust alike. So 
we are wondering if you were some day in the future to get priorities, 
then out of a given total amount of credit, instead of its all being 
channeled into lines indiscriminately, we can get some in the direction 
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of slum clearance and low-cost housing, housing for minority groups, 
for the aged, and so on. 

These are matters of concern. I do not suppose we can resolve 
this discussion this morning but I think financial authorities should 
have a certain greater awareness perhaps of the indiscriminate nature 
of their controls and that they would at least publicly admit it. 

Senator Crarx. Could I shift Mr. Martin to another subject, 
although closely related. We see in the papers this morning, and as 
a result of Mr. Cole’s testimony this committee knew anyway, that 
there was an administration recommendation for a fairly severe 
cutback in urban renewals and in slum clearance. We also know 
in the last few years that the President has been unwilling to recom- 
mend a continuation of the public housing program at the rate 
advocated and recommended by the late Senator Taft. 

I wonder whether from where you sit on the Federal Reserve 
Board you feel that those two contractions in our effort to supply 
adequate housing for lower and middle income groups, are necessary 
to the strength of a sound economy. 

I know that is a $64 question and would not blame you a bit if you 
ran away from it. 

Mr. Martin. I honestly do not know enough about urban renewal, 
the techniques of it, but I think at the present time anything we can 
do to postpone commitments that can be postponed, until the supply 
of savings increases—and that is a matter of judgment as to whether 
they can or should—is desirable. 

Senator CuarKx. And your policy is nonselective postponement, 
without regard to social need? 

Mr. Martin. Our policy is directed toward the overall pool of 
credit. When we got the authority to run this managed money 
market, which you “correctly call it, it was on the basis of general 
controls. As I read the act ‘ was not on the basis of taking any 
sector of the economy 

Senator CLrark. I am not asking this question critically. 

Mr. Martin. I understand that. 

Senator CLiark. But it is no part of your job to exercise a social 
judgment in connection with your monetary control, is it? To make 
it very clear, it is none of your business to determine whether you 
should make credit available for color television or make credit 
available for public housing. That is not your job. 

Mr. Martin. Not specifically, but we do have a responsibility for 
holding inflation, because that affects everybody. 

Senator Cuarx. Surely, but as I understand your testimony and 
Mr. Riefler’s while it might be difficult, it would nonetheless be 
possible to devise a selective credit direction from the Congress to 
you, which would not make it impossible for you to control the money 
market in the interests of increasing savings, but would direct you to 
put your emphasis in certain areas ‘tather than across the board. 

Mr. Martin. Yes. I think it would be possible to do that. I 
might say that, again in the field of judgment, I think it is a very 
difficult thing to do without causing the overall market process to 
produce a lower standard of living generally than would be attained 
if you worked in the other direction. 

Senator Cuark. I do not know anybody I would rather give a 
difficult task to than the present Chairman of the Federal Reserve 
Board. 
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Could I shift to another subject, and then I will be through? We 
have some bills before us, sponsored by Senator Johnson of Texas and 
cosponsored by a number of the rest of us which would make available 
as a pool for housing credits, the national service life insurance fund. 
I wonder what your views are on that. That would be at lower interest 
rates than would be available in the open market. 

Mr. Martin. Well, I do not see how they would add to savings. 
As a matter of fact they would take away from current savings. I 
have commented on that in my prepared statement, and I think we 
feel it is not the proper way to ‘attack the problem. 

Senator CLARK. But that is because of your overall philosophy 
which is nonselective? 

Mr. Martin. That is correct. 

Senator Crark. Thank you. 

Senator Dovucias. Mr. Martin, there is one feature of the adminis- 
tration policy that has puzzled me. They come before us with a 
program for stimulating private loans to private persons for housing 
construction by diminishing downpayments and by increasing the 
lending powers of FNMA. The obvious purpose of this is to stimulate 
immediate home construction. On the other hand, they are proposing 
a reduction in the funds for so-calle d urban renewal or slum clearance. 
Are these not contradictory policies? 

Mr. Marrin. I am inclined to think they are. They puzzle me 
also, Senator. That is true. 

Senator Doua.as. I am glad that you also are puzzled. I think 
they are contradictory. There is another point I would like to ask 
your advice upon. I have always believed that building, or home 
construction, could in part be used as a contracyclical measure—not 
entirely as a contracyclical measure, but in part as a contracyclical 
measure—and it could be speeded up in periods of depression, although 
the problem of financing I agree is more difficult during a depression. 
But it could be speeded up then. Housing in a sense adapts itself 
readily to this because you can get housing underway relatively 
quickly. You can almost have as many crops of houses per year as 
you can have pigs; two a year. And you can be flexible in adapting 
it to changing conditions. 

On the other hand, the process of slum clearance and urban renewal 
is very long drawn out. It takes years to go through, and we are 
going through it in Chicago now. Projects are being started which 
were really begun 6 and 7 years ago. In other words, the period of 
gestation of the urban-renewal and slum-clearance projects is like 
that of an elephant and differs from that of a building. It is very long 
drawn out. 

Therefore, it seems to me that the slum-clearance program and 
urban-renewal program, and particularly the authorizations for getting 
the work underway, should be conducted in terms of the long-time 
needs of the country rather than in terms of the short-time reality. 

Senator CLarx. Would the Senator yield a minute? 

Senator Dova.as. Yes. 

Senator Crark. I wonder if that is not part of the project which I 
think you have had in mind for some time of revising the whole 
method by which the Federal Government prepares its budget, SO as 
to have a distinction between capital projects and current running 
expenses, which differentiation is made by every well-run city in the 
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country today, and which I am appalled has not happened at the 
Federal level Jong ago. 

Senator Doveras. I think it ties onto it, or is distinctly a part of 
it. But should not the authorizations be carried through, even though 
the appropriations may be off? I must say I thought when the ad- 
ministration came up with the proposal to diminish the authorizat ion, 
that they were falling into the common error of not distinguishing 
between authorization and appropriation, or appropriation and ex- 
penditure. Therefore, in making their authorizations for slum clear- 
ance, should not those be laid out in terms of the long-time need of 
the country so that the legal work of acquiring title, and so forth, 
could go on instead of being hampered? 

We do not know now what is going to happen 6 years from now, 
certainly. On the other hand, we do know 6 years from now builde ‘rs 
are probably going to be worse off unless something is done. 

IT am not asking you a specific question, but I would appreciate 
your letting your mind dwell on it. 

Mr. Martin. | think your point is well taken. I think we might 
point out, on the contracyclical aspect of housing, that is the way it 
has been operating. I am not talking about the slum part now, but 
the housing generally has been acting in a contracyclical way, and I 
think your point is very well taken. 

Senator Dovaras. What about on the slum clearance? 

Mr. Martin. On the slum clearance I think that requires longer 
judgments and longer planning. 

Senator Dovaias. Then to come down to the specific point, if 
there is a need for eliminating as much of the slums as we can—and 
I think this is the great material cancer of our civilization—is it not a 
mistake to cut down the authorization at this time when what that 
would do would be to reduce the amounts that can be expended 6 or 7 
years from now? 

Mr. Martin. Neither Mr. Riefler nor I know enough about the 
program itself, but on the basis that vou are putting it up, I would 
agree with vou— 

Senator CLrark. Could I ask vou this question, Mr. Martin: At 
least you do say that the Federal Reserve Board is not a strong 
advocate of cutting back the urban renewal program. 

Mr. Marty. I do not think we know enough about it. 

Senator CLtark. That is all I wanted you to say. 

Senator Dovertas. You are not going to enter the lists with full 
mor and with spear leveled to cut down urban renewal. 

Mr. Martin. I think that is correct. 

Senator CLtark. You will leave Mr. Cole to his own stanch defenses. 
Senator Dovetas. That is all the questions I have, and thank vou 
very much. 

Senator CLark. Could I just note for the record the gratification 
I find as a newcomer on this committee to see such a willingness to 
meet these questions head-on and the desire to be helpful which the 
Governor of the Federal Reserve Board has shown. 

I wish they were all like you. 

Mr. Martin. Thank you. 

Senator Dovatas. The next witness is Mr. Albert J. Robertson, 
Chairman of the Federal Home Loan Bank Board, accompanied by 
Mr. Ira A. Dixon and William J. Hallahan, board members. 
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We take a special interest in your board, because it seems to be a 
place to which staff members of the Senate and the House Banking 
and Currency Committees are promoted. 


STATEMENT OF ALBERT J. ROBERTSON, CHAIRMAN; ACCOM- 
PANIED BY IRA A. DIXON, MEMBER; AND WILLIAM J. HALLA- 
HAN, MEMBER, FEDERAL HOME LOAN BANK BOARD 


Mr. Rosertson. It is an honor to have them. 

Senator Dovucias. You may proceed, Mr. Robertson. 

Mr. Chairman and members of the subcommittee: It is a privilege 
for me, as Chairman of the Federal Home Loan Bank Board, to appear 
before you with my fellow board members, Ira A. Dixon and William 
J. en It is our purpose: 

To present some highlights of the activities and accomplishments 
of one and loan associations in the housing field; 

To comment upon certain portions of proposed and suggested 
legislation which are now being considered by your committee; 
and 

To discuss with the committee certain proposals which the 
Federal Home Loan Bank Board has under consideration which we 
believe would assist in providing from private sources a substantial 
increase in funds available for investment in heme mortgages. We 
believe these proposals would not have adverse effects upon the sound- 
ness of the savings and loan industry, or present difficult administra- 
tive problems for the Federal Home Loan Bank Board. 


SAVINGS AND LOAN ASSOCIATIONS 


For many years, savings and loan associations have been the 
major lenders in the home mortgage field. Collectively they consti- 
tute the only type of savings institution which has specialized almost 
exclusively in extending this form of credit. Typically, their invest- 
ments are almost entirely in home mortgage loans, except for unse- 
cured property-improvement loans on ‘homes and investment in 
Government securities principally for the purpose of supplementing, 
when needed, their cash avails ible for operating requirements. 

There has been a steady rise in the mortgage holdings of savings and 
loan associations. Indicative of the rate of growth, the latest avail- 
able data show that their holdings have tripled since 1950 and at the 
close of 1956 amounted to $35,870,000,000. Currently about one- 
third of all housing starts and well over one-third of all mortgages on 
new and existing homes throughout the nation are being financed by 
savings and loan associations. 

Senator Douatas. You differentiate the savings and loan associa- 
tions from the mutual savings banks? 

Mr. Roserrson. Yes, sir. 

During the calendar year 1956, $10.5 billion of new mortgage 
loans were originated by savings and loan associations. This figure 
is 8 percent less than in 1955, but well in excess of any previous year. 
These associations have not engaged in extensive trading of such 
loans. In recent years more loans have been bought than sold, and 
neither purchases nor sales have exceeded 5 percent of loans made. 
Conventional mortgages, which have not suffered such fluctuations 











284 HOUSING AMENDMENTS OF 1957 


in volume as have occurred with Government-supported mortgages, 
are the staple product of the associations’ lending operations. Their 
emphasis on conventional lending is illustrated by the fact that some 
$9 billion of the 1956 total was financed without FHA or VA under- 
writing. The bulk of the $1.5 billion of underwritten loans made in 
1956 were guaranteed by VA. 

Historically, savings and loan associations have generally obtained 
a sufficient volume of funds through growth in savings, repayments 
on outstanding mortgages and current ear nings to finance their new 
mortgage requirements. During 1956, some $5.1 billion net was 
added to savings accounts and "$6.1 billion was received in regular 
amortization payments and prepayments of outstanding mortgages. 
These and other receipts enabled the associations to lend the near- 
record total of $10.5 billion, while adding $500 million more to their 
liquid assets and reducing their borrowings by $200 million. 

While the $5.1 billion of net savings received by the associations 
in 1956 was 3 percent greater than in the previous year, there was 
some softening in savings receipts in the latter months of the year. 

During January 1957, net savings receipts were 21 percent below 
the same month of last year, and scattered information indicates 
that February totals may also be lower. It appears that the net 
inflow for the full year may well be down to about $4.6 billion—some 
$500 million less than in 1956. Such a reduction in savings receipts 
should be offset by a rise in repayments on the associations’ continually 
expanding mortgage portfolios and other sources. With these funds, 
the associations should be able to equal or exceed the volume of new 
loans which were made in 1956. 

Senator Douatas. That would not be true if the decrease for the 
year as a whole were the same as for January 1957 over January 1956, 
because that cut of 21 percent would mean a reduction of a little over 
$1 billion, and the increase in the amortization payments and interest 
payments would not make good that loss of $1 billion. 

What you are counting on, evidently, is that the 21 percent drop 
will not be characteristic of the year as a whole, but that the decrease 
will only be about 10 percent? 

Mr. Hatianan. Yes. Senator, January is usually our third best 
savings month. It runs December, June, and January. 

Senator Dovetas. I know. 

Mr. Hatianan. So it would not necessarily be that indicative. 

Senator Dovetas. But you are always comparing January with 
January, and on that basis the decrease is 21 percent. 

Mr. Hatianan.: Yes. 

Senator Dove.as. I am saying, if it continues throughout the 
year at that rate, the fall-off will be $1 billion. 

Mr. Hatxianan. We do not expect it to be that large. 

Senator Crarx. What you know about February so far would 
tend to confirm what Senator Douglas just said? 

Mr. Hatitanan. The decrease which we talk about in February 
figures is not on the same percentage scale as we have it in January. 
They are based upon fragmentary returns at the moment. 

Senator Dovatias. When will you know on February? 

Mr. Hauuanan. I think we will know within the next week. 

Senator Ciark. I see you are about to go to another subject, 
Mr. Robertson, so I imagine you will not mind if I ask you now what 
your explanation i is for that 21-percent drop in January? 
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Mr. Roperrson. I think the explanation is that we are in a much 
more highly competitive market. Many of the commercial banks 
increased their rate paid on savings. Some of the mutual savings 
banks did, and | think there has been a different distribution of sav- 
ings among the various media. 

Senator CLark. This would not be affected at all, would it, by a 
decline of housing starts? 

Mr. Roserrson. No, sir, Senator Clark. 

Shall I proceed? 

Senator Doucras. Yes, please. 


FEDERAL HOME LOAN BANKS 


Mr. Ropertson. Since the enactment of the Federal Home Loan 
Bank Act in 1932, most of the borrowings of savings and loan asso- 
ciations have been from their respective regional Federal home loan 
banks, now 11 in number, which were established under that act. 
Each of these banks, operating under regulations and general direc- 
tion of the Federal Home Loan Bank Board, serves the member 
institutions in its respective district. 

Nationwide, such members hold 96 percent of the resources of all 
savings and loan associations. In addition to standing ready to 
meet requirements for advances of any member which might face 
unusually heavy withdrawal requests for savings, the Federal Home 
Loan Bank System is geared toward equalizing seasonal and geo- 
graphical disparities between supply and demand for funds, and 
providing (within established limits) advances of funds to members 
when receipts from normal sources are insufficient to meet loan 
demands. 

The rapid growth of the member associations has been matched by 
an equally rapid growth by the Federal home loan banks. During 
the 7-year period from January 1, 1950, to December 31, 1956, 
paid-in capital increased from approximately $200 million to $600 
million; assets increased from approximately $734 million to $2.3 
billion; advances to members increased from approximately $433 
million to $1.2 billion; and required liquidity reserves increased from 
$100 million, or 14 percent of assets, to $640 million, or 28 percent of 
assets. The original capital of $125 million furnished by the Gov- 
ernment has been fully repaid since 1950 and all paid-in capital since 
that time has been furnished by the members. 

Senator CLark. Mr. Robertson, do you know when the last pay- 
ment was made? 

Mr. Ropertson. I think it was in 1951 or 1950. 

Senator CLark. Prior to 1952? 

Mr. Ropertson. It has been fully repaid. This statement says 
it has all been fully repaid since 1950. 

Senator CLark. Yes; I understand, but what I am asking you is, 
and it is not too important, when was the final payment made? 

Mr. Ropertson. I cannot tell you. 

Senator CLark. You do not know? 

Mr. Rosertson. No. 

Senator CLark. I would be interested in knowing that, if you 
would not mind furnishing it for the record. 

Mr. Rosertson. Yes, sir. 
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Senator Dovetas. You see, dates are rather important to us, 
Mr. Robertson. 
Mr. Rosertson. Yes, sir. 
(The information referred to follows:) 
Marcu 21, 1957. 
Hon. Joun J. SPARKMAN, 
Chairman, Subcommittee on Housing, 


Commitiee on Banking and Currency, 
United States Senate, Washington 25, D. C. 


My Dear Mr. Cuarrman: At the hearings before the subcommittee on 
March 19, 1957, request was made (pp. 224 and 225 of the transcript of proceedings) 
that information be furnished as to the date on which the final payment in retire- 
ment of the Government capital of the Federal home loan banks was made. 

The final payments were made by the several banks as follows: Indianapolis, 
January 17, 1949; Des Moines, January 25, 1950; Cincinnati, January 31, 1950; 
New York, July 18, 1950; Pittsburgh, January 29, 1951; Topeka, February 15, 
1951; Greensboro, February 15, 1951; Chicago, February 15, 1951; Boston, 
February 23, 1951; Little Rock, July 2, 1951; San Francisco, July 2 1951. 

Sincerely yours, 
ALBERT J. Ropertson, Chairman. 

Senator CLark. Will you proceed? 

Mr. Rosertson. Yes, sir. 

At the present time the Federal home loan banks have total paid-in 
capital and earned surplus of approximately $670 million. Capital 
and surplus have been increasing at an annual rate of $90 million 
for the last 3 years. By 1960, the capital and surplus of the System 
should exceed $1 billion. 

In view of the fact that its members have consistently financed the 
purchase or construction of every third house sold in this country, 
the System and its members have not only a great interest, but a 
great stake, in a sound and stable housing market. We are interested 
in sound methods of improving the mobility of mortgage funds within 
the System as well as channeling savings into areas deficient in home 
mortgage funds. 

In this connection, the Board has under active consideration 
proposals which would (1) broaden the scope of participation in 
mortgage loans by insured member institutions, as well as (2) better 
employ the facilities of the System to channel other long and inter- 
mediate term capital funds into the residential mortgage market. 
With respect to mortgage loan participations, the proposal as it is 
shaping up would permit an insured association to purchase a partici- 
pation in a residential mortgage loan originated by an insured member 
so long as the originator retained a 50- -percent interest in the loan. 
Such participation loans could be made anywhere in the United States, 

With respect to channeling more savings funds into the residential- 
mortgage market, the Board is considering proposals which would 
provide a secondary market within the system. 

Senator Dovatas. Mr. Robertson, from time to time I have pressed 
you and your predecessors on this point: I hope that in any plan 
which you work out, you will merely channel the Board savings into 
residential mortgages rather than use your secondary market as a 
means of borrowing from the commercial banks. 

Mr. Rosertson. That is the plan, to tap savings funds. 

Senator Dovatas. Because there is great danger in having a sec- 
ondary institution borrow from commercial banks and they lend by 
creating deposits. 
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Mr. HaLuanan. We agree with you 100 percent, Senator. 

Senator Dougias. Do you each of you raise your hands? Mr. 
Dixon, do you agree? Do you promise to lead a sober and God- 
fearing life in the future and not use commercial credit to finance 
investment? 

Mr. Drxon. Yes. 

Mr. Roperrtson. Yes, sir. 

Senator CLtarkx. Mr. Robertson, do these proposals which you have 
under active consideration require legislation, or can they be handled 
administratively ? 

Mr. Rosertson. We think they can be handled administratively. 
There may be some slight modifications that are necessary, but we 
think we can start them off administratively. 

Senator CLark. If you are going to ask for legislation, I hope you 
will ask for it quickly and not wait until June or July. 

Senator Douvetas. Mr. Hallahan. 

Mr. Hatianan. With respect to participations, which, as the 
Senators appreciate, is designed to give more mobility to funds al- 
ready existing within our system, that can be done administrs atively 
and will be done administrative ly. 

With respect to the secondary market facility, or using the facil- 
ities of the system to channel more savings into residential mortgages, 
it may be necessary to ask the Congress for some legislation which, I 
can assure you, if of a very minor nature. There are two ways in 
which what we are considering can be done. We have not formed or 
come to an absolute conclusion as to which way we would like to pro- 
ceed, and we have not asked the Budget Bureau. It will be of a 
very minor nature. 

Senator Crark. In substance you do not think it is important. 
You have not asked the Budget Bureau. You are relying on admin- 
istrative techniques? 

Mr. HaLianan. Senator, it is this, specifically: Our regional banks, 
which are 11 in number, are authorized by statute to make those in- 
vestments which trustees can, located in the same State in which our 
bank is located; to make the same investments which trustees located 
in that State can make with respect to trust funds which they are 
supervising. 

Now, in Massachusetts the trust powers are fairly broad. We have 
a regional bank located in Massachusetts. We have a regional bank 
located in New York where the powers of trustees generally are not 
as broad as in Massachusetts. 

Senator CLrark. This requires State legislation? 

Mr. Hatuanan. No, sir. So what we would have in mind, I think, 
along that line would be permitting the Board to determine the invest- 
ments which our regional banks can make. We control the amount 
of those investments anyway, but for them to purchase home mort- 
gages, this operation would have to be either conducted through our 
Boston bank or this slight change made with respect to the invest- 
ment powers. 

Senator CLark. This is a general comment, not intended to be 
critical of you. In the brief time I have been here it seems to me 
we have had time after time public testimony, made much of in the 
newspapers, about how the administration is going to do this, that, 
and the other thing which is going to help ease the housing market 
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or some other critical area, and we find in the end nothing happens, 
and Congress is blamed for not having enacted adequate legislation, 
1 am sure you do not have that in mind here, but at least I understand 
right now this proposal you are advocating, which seems to me 
eminently sound, is not going to require any help from Congress. 
If it does I hope you will come down here and tell us so we will not 


be charged with not giving you the tools with which to work. 
Mr. Havianan. With respect to the participation proposal, I think 


we expect to have that out in the next week. 
(The following was subsequently received for the record:) 


FEDERAL HOME LOAN BANK BOARD 
No. FSLIC-97, 


Date: Marcu 29, 1957. 
TITLE 24—HOUSING AND HOUSING CREDIT 
SuBTITLE B—REGULATIONS RELATING TO HOUSING AND HousInGc CREDIT 
CuapTterR I—FrepreraAL Home Loan Bank Boarp 
SuBCHAPTER D—FepeRauL Savinces and LOAN [Nsurance Corporation 
Part 163—-OPERATIONS 
AMENDMENT RELATING TO PARTICIPATION LOANS 


Resolved, That, pursuant to Part 108 of the General Regulations of the Federal 
Home Loan Bank Board (24 CFR, Part 108) and Section 167.1 of the Rules and 
Regulations for Insurance of Accounts (24 CFR 167.1), Part 163 of the Rules and 
Regulations for Insurance of Accounts (24 CFR Part 163) is hereby amended, 
effective immediately, by adding thereto, immediately after Section 163.9, the 
following new section: 

“Section 163.9-1 Participation loans—(a) General provisions. The approval 
of the Corporation to the making of loans beyond fifty miles from the principal 
office of an insured institution as set forth in Title IV of the National Housing 
Act is hereby granted to each insured institution to the extent set forth in this 
section. Subject to the provisions of this section, any insured institution may, to 
the extent it has legal power to do so, participate with another lender or lenders 
in making a loan secured by first lien upon a home located more than fifty miles 
from its principal office and outside the territory aforesaid, provided each of the 
lenders is an insured institution, or purchase from any insured institution a 
participation in such a loan. 

‘*(b) Retainage. No insured institution shall participate in the making of a 
loan pursuant to the approval granted by this section unless the property securing 
the loan is located within fifty miles from the principal office of another lender 
which participates to the extent of at least fifty percent in the making of such 
loan. No insured institution shall purchase a participation in a loan pursuant to 
the approval granted by this section unless the property securing the loan is 
located within fifty miles from the principal office of the seller and the seller, 
at the close of the sale, has a participation of at least fifty percent in such loan. 

““(e) Percentage of assets. No insured institution shall participate in the making 
of a loan pursuant to the approval granted by this section or purchase a participa- 
tion in a loan pursuant to such approval if the resulting aggregate amount of such 
institution’s investments made pursuant to such approval would exceed twenty 
percent of the insured institution’s assets. 

*“(d) Applicability of other provisions. The participation by an insured institu- 
tion in the making of a loan pursuant to the approval granted by this section, or 
the purchase by an insured institution of a participation in a loan pursuant to such 
approval, shall not be subject to the provisions of Section 163.10. A sale by an 
insured institution to another insured institution of a participation in a loan shall 
not be regarded as a sale of a loan or of a mortgage within the meaning of Section 
163.23 and shall not be subject to the provisions of Section 163.23. 

““(e) Definition. As used in this section, the term ‘home’ means real estate which 
is, or which from the proceeds of the loan will become, real estate upon which 
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there is located a structure or structutes designed principally for residential use 
for not more than four families in the aggregate,”’ 

Resolved further, That, as this amendment only relieves restriction, the Board 
hereby finds that notice and public procedure thereon are unnecessary under the 


rovisions of Section 108.12 of the General Regulations of the Federal Home Loan 
ank Board (24 CFR 108.12) or Section 4 (a) of the Administrative Procedure Act 
and, as such amendment relieves restriction, deferment of the effective date 
thereof is not required under Section 4 (c) of said Act. 
(Sec. 403, 48 Stat. 1257, as amended; 12 U. S. C. 1726.) 
By the Federal Home Loan Bank Board: 
Harry W. Cavtsen, Secretary. 


Senator Doveias. May I say on the question of legislation, I 
wonder if you fully appreciate the change in your status which has 
occurred. “You were formerly a servitor, a subsidiary of the Federal 
Housing and Home Finance Agency, and you had to clear everything 
through them, but now we have given you independent status an 
you have the right of access to Congress in your own right. 

Mr. Hauiawan. Yes. 

Senator Dovenas. So [I would advise you to forget your former 
position of servitor and, if you want legislation, to move quickly, and 
you cannot blame us if it comes in late. 

Senator CLtarKk. I would suggest you stay as far away from Mr. 
Cole as it is possible for you to do. 

Senator Doveias. The next question I want to ask is: Now you 
have been freed from the Housing and Home Finance Agency do 
you have to clear your legislative proposals with them? 

Mr. Hatuanan. With the Bureau of the Budget. 

Senator Dovexas. I would like to have the law on that examined 
because the Federal Reserve Board does not have to clear its pro- 

osals with the Government. The Federal Reserve Board does not 

ave to clear its proposals; it is not an agency of the administration; 
and I had thought we were trying to give you a status comparable to 
that of the Federal Reserve Board. 

Do you consider yourself as an agency of the administration? 

Mr. Hatitanan. We understand we have to clear our legislative 
proposals through the Bureau of the Budget. 

Senator Dovetas. Have you checked that with your counsel? 

Mr. Dixon. Yes. I think, Senator, that we are an agency of the 
Government. 

Senator Douatas. I would like to have our counsel check that. 

Senator Ciark. Of course you are an agency of the Government—— 

Senator Douctas. But are you an agency of the administration? 

Mr. Dixon. It is my understanding that we are. 

Senator Dovuauias. Can we have our counsel check that? 

Mr. Carrer. Yes, sir. 

(The following was received with reference to the above:) 


APRIL 9, 1957, 
Staff memorandum to: Senator Paul H. Douglas. 


From: Milton P. Semer, chief counsel, Subcommittee on Housing. 
Subject: Is the Federal Home Loan Bank Board legally required to clear its 
legislative proposals through the Bureau of the Budget? 

At the hearing before the Subcommittee on Housing on March 19, 1957, when 
testimony was being taken from members of the Federal Home Loan Bank Board, 
you raised the question whether the Board was legally required to clear its legis- 
lative proposals through the Bureau of the Budget. 

Currently the basis for the requirement that legislative proposals be cleared 
through the Bureau of the Budget is Executive Order 8248, September 8, 1939, as 
implemented by Budget Circular No. A-19, September 12, 1956. 
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Among the functions and duties imposed upon the Bureau of the Budget by 
Executive Order 8248 is one requiring the Bureau of the Budget to assist the 
President by clearing and coordinating departmental advice on proposed legis- 
lation. The authority cited by the President in support of this order is the 
Constitution, the statutes in general, and, in particular, the Reorganization Act 
of 1939 (Public Law 19, 76th Cong.). 

Budget Circular A-19, September 12, 1956, issued by the Director of the Bureau 
of the Budget, “By direction of the President,’’ provides that in the case of any 
written proposal for legislation the originating agency ‘will submit to the Congress, 
on its initiative and with its endorsement, only those proposals which have been 
coordinated within the executive branch in accordance with the provisions of 
this circular and which the agency has been advised do not conflict with the 
President’s program.”’ 

For the purposes of Budget Circular A-19, the term ‘‘agency”’ is defined as 
meaning “ ‘departments and establishments’ as defined in Budget Circular 
No. A-1 of August 7, 1952.” Circular A~1 states that the terms “departments 
and establishments’? used by the Bureau “include any executive department, 
independent commission, board, bureau, office, agency, Government-owned or 
controlled corporation, or other establishments of the Government, including 
regulatory commission or board, and also the municipal government of the Dis- 
trict of Columbia, but do not include the legislative or judicial branches of the 
Government.” 

Section 109 of the Housing Amendments of 1955 (69 Stat. 640; 12 U. S. C. 1437) 
changed the status of the Board from “a constituent agency of the Housing and 
Home Finance Agency” to “an independent agency (including the Federal Sav- 
ings and Loan Insurance Corporation) in the executive branch of the Government.” 

Although it is patently clear that the Board does not come within the two 
exclusions—legislative and judicial—contained in Budget Circular A—19, and that 
it is specifically designated as a part of the executive branch, it does not necessarily 
follow that the Board is conclusively proscribed from submitting legislative 
proposals directly to the Congress without prior clearance from the Bureau of 
the Budget. 

The question cannot be answered definitively on the basis of existing judicial 
precedents. Moreover, it is improbable that a justiciable issue could be framed 
to obtain an answer. Therefore, the answer depends upon the interpretation of 
Executive Order 8248 and Budget Circular A-19, cited above, in pari materia 
with section 109 of the Housing Amendments of 1955. 

There is a logical argument that the Congress, by the Housing Amendments 
of 1955, intended that the Board be free from the requirement of clearance. 
Both the Senate and House reports on 8. 2126, 84th Congress, clearly indicate 
the intention of the Congress to place the Board in a position analogous to the 
Federal Reserve Board, and it is submitted that the Congress accomplished that 
objective. 

Senate Report 404, 84th Congress, at page 12, stated: 

“The Board is essentially a regulatory agency. It exercises administrative, 
legislative, and judicial powers somewhat analogous to those performed by the 
Federal Deposit Insurance Corporation and the Federal Reserve Board. Most, 
if not all, comparable regulatory agencies have independent status, reporting 
directly to the Congress and to the President. The Federal Home Loan Bank 
System, furthermore, is a mutual institution, owned entirely by its members, 
although there is some contingent Federal liability as there isin the FDIC. No 
appropriation of Federal funds is made for its operation.” 

House Report 913, 84th Congress, at pages 20-21, stated: 

“The operations of the Federal Home Loan Bank System and the Federal 
Savings and Loan Insurance Corporation relate to thrift and mortgage institutions 
of the savings and loan association type and provide a reservoir of credit and a 
system of insurance in this field similar to that of the Federal Reserve Board and 
the Federal Deposit Insurance Corporation in the commercial banking field. * * * 
In view of the fact that the Board was created originally as an independent agency 
in the executive branch of the Government and the similarity of its functions 
with other agencies of the Government which have an independent status and 
the fact that its operations are entirely self-supporting, your committee believes 
that the Board should again be made an independent agency of the Government.” 

The wording of section 109 of the Housing Amendments of 1955, when con- 
sidered in the light of the statements in the reports, clearly permits an interpre- 
tation that Congress intended to grant the Board the right of submitting its 
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legislative proposals to Congress without clearance or coordination by the Bureau 
of the Budget. 

Such an interpretation is in complete accord with the underlying philosophy 
of our Government since the beginning, that the money and credit facilities of 
the country should be free from Executive domination, And there was no better 
way for the Congress to have shown its intention to apply this established phi- 
losophy than to remove the Federal Home Loan Bank Board from its anomalous 
subjection to the authority of the administration. 

The intention of the Congress to grant the Board independence of action is 
not impugned by placing it in the executive branch. Congress has full power 
to authorize or require an agency in the executive branch to report directly to it. 
The Supreme Court, in Kendall v. United States ((1839) 12 Pet. 610), held that 
the President’s duty to ‘‘take care that the laws be faithfully executed” did not 
make it constitutionally impossible for Congress to entrust the construction of 
its statutes to an agency in the executive branch. In such cases, the duty and 
responsibility are subject to the control of the law, and not to the direction of the 
President. The wording and legislative history of section 109 of the Housing 
Amendments of 1955 are certainly susceptible of being considered a provision of 
this nature. It seems reasonable, therefore, to expect the Federal Home Loan 
Bank Board to construe the provision so as to give effect to its true intent and 
spirit, which is that the Board exercise the independence of action exercised by 
the Federal Reserve Board. 

If, however, the Federal Home Loan Board should contend that it is bound by 
Executive Order 8248 and the implementing Budget Circular A—19, notwithstand- 
ing the implied power to submit legislative proposals directly to the Congress 
contained in section 109 of the Housing Amendments of 1955, a change in existing 
relationships could be brought about by statutory revision, along the following 
lines: Delete the words ‘‘in the executive branch” from the first sentence of sec- 
tion 109 and insert in their place the words ‘‘with the duty of submitting legisla- 
tive proposals direct to the Congress,”’ thus removing any doubt of the power or 
the duty, 


Senator Dovatas. If we find you are independent of the adminis- 
tration as well as the Housing and Home Finance Agency, you will 
be able to move with even greater speed; will you not? 

Mr. Robertson, I take it you do not w ish to re ply to that question. 

Mr. Rosertson. Oh, no; I do not believe we are handicapped in 
our legislative proposals at present. At least, I have not been aware 
of it. 

Senator Dovatas. The process of clearing is always time consum- 
ing, and the time is frustrating to the people who make the request. 

Senator CLark. I would like to make the comment that this is not 
just a little airy badinage. I think Senator Douglas has made an 
important point and I hope you will look into it carefully, and I hope 
our counsel will, too, because independent status has been achieved 
and it is most important that full power should be exercised. 

Senator Dovatas. I might say that public hearings on this legisla- 
tion will close probably on the first of April, and we will go into 
executive session shortly afterward, and if you have legislation that 
you want to have considered it would be highly desirable to get it 
up here before the first of April. 

Mr. Hauuanan. Yes, Senator. I think the record should show 
that we have not submitted this proposal to the Bureau of the Budget, 
so there has been no delay in that respect yet. It is something that 
the Board and the bank president have been working on, and we are 
trying to crystallize our own position. 

Senator CLark. I would like to give some indication of urgency 
to this, because I know Senator Douglas and I and a number of our 
colleagues feel this whole housing matter is very critical indeed. 
Congress will be out of here in August and I think if you have some 
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concrete proposals to help the situation that require some legislation, 
you ought to get them in promptly. 

Senator Dovatas. Senator Javits, do you not want to come up 
and sit with us? 

Senator Ciarx. Off the record. 

(Discussion off the record.) 

Senator Dove.as. All right, Mr. Robertson. 

Mr. Rossrtson. The Board feels that the liberalized downpay- 

ment requirements for Federal Housing Administration insured 
mortgages which would be made possible by S. 1609 represent a desir- 
able objective. It is well recognized that liberalization of mortgage 
terms creates demand for mortgage credit but does not increase the 
supply of such credit. Therefore, it follows that the timing of any 
such liberalization should be geared to prevent undue upw ard pres- 
sures on the cost of housing. 

The voluntary home mortgage credit program has, in our opinion, 
filled since its establishment in 1954 an important role in providing 
financing for homes in isolated areas and for minority groups. It is 
significant that the program represents a voluntary effort on the part 
of various types of private lending institutions and that through its 
contribution the need for direct Government assistance in the 
mortgage-financing field has been reduced. 

Although the part played by the savings and loan associations of 
the country in the formative stage of this program has been compara- 
tively minor, interest of these institutions is steadily increasing. This 
is evidenced by growing support being given by the national trade 
organizations as well as by individual institutions. A program devel- 
oped within the framework of the VHMCP by a group of savings and 
loan associations in New York City, in order to help meet the home- 
financing needs of Puerto Rico through a pooling of resources and a 
mutual sharing of administrative costs, shows good possibilities of 
much broader. application to other areas of ‘the country. 

In a voluntary effort of this nature, the impetus for participation 
must come from the savings and loan business itself. However, to 
the extent of its ability, the Federal Home Loan Bank Board has 
encouraged the cooperation of its member institutions and will con- 
tinue to lend the program its full support. 

Since it believes that the voluntar y home mortgage credit program 
is filling a definite need, the Federal Home Loan Bank Board recom- 
mends that the Congress approve a 3-year extension as proposed by 
S. 1609. 

Proposals have been offered to utilize a portion of the national 
service life-insurance fund for the purpose of investment and re- 
investment in the purchase of loans guaranteed pursuant to section 
501 of the Servicemen’s Readjustment Act of 1944. During periods 
when the threat of increasing inflationary pressures is a matter of 
concern, the advisability of the disbursement of public funds, on the 
scale proposed, is subject to serious question. 

The Bureau of the Budget has advised that there is no objection 
to the submission of this testimony. 

Senator Dova.as. So I take it you are still afraid of inflation, or 
the Bureau of the Budget is still afraid of inflation. 

Mr. Roserrson. I think we are all concerned with the possibilities. 

Senator Dovua.as. Last year we built what?—1,100,000 homes? 
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Mr. Rogperrson. Yes, sir. 

Senator Dovuaias. And in January we constructed at the rate of 
910,000 homes? 

Mr. Roperrson. Yes. 

Senator Dovetas. Do you think there is any possibility of lack of 
full utilization of the labor force and the raw materials? 

Mr. Rosertson. | would say not. 

Senator Dovatas. I take it that you are not concerned, because 
you deal almost exclusively with the savings and loan institutions and 
they are loans which are made relatively stable. The fluctuation 
takes place in the FHA-VA, which form only about one-sixth of the 
loans made by the savings and loan institutions. 

Mr. Rosertson. Yes. 

Senator Douauas. So your sector of the building industry is going 
to be all right, but if you look at the building industry as a whole, 
you would say that is a concern of Mr. Cole? 

Mr. Rosertson. No; I am not sure that I understand your ques- 
tion, sir. 

Senator Dovuauas. All right. There is a decrease in FHA and VA 
loans? 

Mr. Ropertson. Yes, sir. 

Senator Doua.as. And the result is a decrease in the total volume 
of construction? 

Mr. Ropertson. Yes, sir. 

Senator Dovgias. But this decrease is not in the field of mortgages 
financed by savings and loan institutions? 

Mr. Rospertson. In a relatively small field. 

Senator Dovauas. That is right. So that, in the field which you 
administer, you are not concerned, although in the broader field of 
housing, if you dealt with the broader field of housing, you might be 
concerned? 

Mr. Rosertson. I think we should be glad to see the associations 
participate actively in the FHA and VA programs if that was—I was 
going to say if those loans were on a parity in attractiveness. 

Senator Dougias. Do you want the interest rate raised on VA 
loans? 

Mr. Ropertson. Well, I think it would be better. 

Senator Doua.uas. 5 percent? 

Mr. Ropertson. That sounds like a reasonable figure. I have no 
definite idea on that. 

Senator Douaias. What is the effective rate on conventional loans 
made by the savings and loan institutions? 

Mr. Rosertson. It varies with the community. 

Senator Dovaias. Have you an average for the country asa whole? 

Mr. HaLuawan. | would say it would be somewhere between 54— 
certainly on the eastern seaboard—and 6 percent out on the west coast. 

Mr. Rozperrson. Mr. Dixon. 

Mr. Drxon. I think about 5.7 overall, Senator. 

Mr. HaLLAHAN. Senator, on the VA loans I think our institutions 
actually are one of the largest, if not the largest, holders of VA mort- 
gages. Our institutions, I think, own some $7 billion of —— 

Senator Douaias. But they are only about one-sixth, currently, of 
the loans. 

Mr. Hauianan. That is right, and it is dropping. 
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Senator Dovetas. Of the current loans? 

Mr. Hauianan. That is right. 

Senator CiarKk. Mr. Robertson, I would like to call your attention 
to the last sentence in your statement and ask you if you would 
elaborate a little bit as to why, first, it is any concern of yours; and, 
secondly, why you think it would be inflationary to open the national 

service life insurance fund to VA loans at an interest rate of 4 or 4\ 
percent. 

Mr. Rosertson. I think we commented on that as being one of the 
provisions in the bill. 

Senator Ciark. Yes, but I am wondering why it is any of your 
concern. 

Senator Dove. As. Since you do not handle very much VA or 
FHA, and since you disavow interest in the fall of VA and FHA loans, 
why are you suddenly coming in and saying this financing should not 
be used for VA loans? 

Senator CLark. We are politely suggesting the comment is gratui- 
tous. Would you agree? I mean, is this a matter of direct concern 
to you? 

Mr. Rosertson. No, not of direct concern. 

Senator Cuiark. I gather your overall interest rate is 5.7 percent, 
that is, of your constituent savings and loan institutions. 

Mr. Rosertson. Yes, sir. 

Senator Ciark. Are these mortgages being bought at par or is 
there a discount? 

Mr. Roserrtson. The VA loans are being bought at discounts. 

Senator Cuark. Of how much on the average? 

Mr. Roperrson. I would say 4 percent. 

Mr. Hauxianan. I would say from 4 to 8 points. 

Senator CuarKk. And they are carrying, at the moment, an interest 
rate of 4% percent? 

Mr. Hatuanan. Yes, sir. 

Senator CuiarK. So in effect the borrower is paying what average 
rate? I am nota good enough mathematician to figure it in my head. 

Mr. Hatianan. The borrower, of course, is only 3 paying the coupon 
rate, but the effective rate to the holder of a GI mortgage bearing a 
4% percent interest rate and purchased at 92 is roughly 5% percent. 

Senator CLarK. What is the average downpayment on mortgages 
owned by your institutions, do you know? 

Mr. Drxon. The average? I could not give you that absolutely, 
but I would say in the neighborhood of 30-percent downpayment. 

Senator CLark. What is the average length of the mortgage? 

Mr. Drxon. Probably 17 years. 

Senator CLarK. 70 years? 

Mr. Dixon. 17. I think that would be a fair average. Inci- 
dentally, I do not want to be bound by these figures because I am 
giving them just to the best of my judgment. 

Senator CLark. The arrangement, as I understand it, is for amorti- 
zation in equal payments of principal and interest. 

Mr. Drxon. That is right, monthly payments. 

Senator CLark. What is the average size of the mortgage? 

Mr. Drxon. As I recall, it is between $7,000 and $8,000. 

Senator CrarKk. And that represents in general what percentage of 
the sales price of the house? 
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Mr. Drxon. There again I would say 75—no, less than that. 

Senator CLiarK. Less than that, I would think. 

Mr. Drxon. It would be 60, I would think, or maybe less than 60. 

Senator Cuark. Now then, your very fine organization and its 
constituent members are not really in any position, are they, to help 
in the financing of housing for lower and middle-income groups if we 
assume $6,000 and $7,500 as being the top-income bracket for those 
groups? 

Mr. Drxon. Well, it would be difficult for them to participate 
actively. 

Senator CLark. You might pick up a few at the top? 

Mr. Dixon. Yes, that is right. 

Senator CLark. But by and large your financing is for the benefit 
of people in relatively high—— 

Mr. Drxon. At least from the middle up, I would say, for our 
conventional loans. 

Mr. Hauianan. I think probably the Senator is addressing himself 
primarily to new construction, is he not, in that question? 

Senator Ciark. I think you have given me a point I should have 
thought of and did not. Let us take first new construction, and with 
respect to that, as I understand it, you do not get down into new 
housing for low er and middle and low-income groups to any particular 
extent. 

Mr. Hauuanan. I think our answer would be that if there were 
any—certainly middle incomes, ves. 

Senator Dovetas. Upper middle; possibly middle middle, but not 
lower middle. 

Senator CLark. Let us fix it at a $6,500 income for the purposes of 
this discussion. 

Mr. Hauuanan. I would say the bulk of our mortgages probably 
would be made with people who are in that income bracket. 

Senator CLiark. Along the Atlantic seaboard? 

Mr. Hatianan. It would be hard for me to say. 

Senator Dovatas. Do you get down below $5,000? 

Mr. Haxtianan. I would think, Senator, basically that would be 
with respect to financing or refinancing existing structures, and not 
new structures. 

Senator Douauas. New structures? 

Mr. Hattawan. Not as much as in the upper brackets. 

Senator Douatas. Do you get down much below $6,000? 

Mr. Hauuanan. I do not know. We actually do not have any 
actual figures on it, Senator, so I am estimating. Maybe we could 
give you some. 

Senator CLuark. I would be quite content with a purely empirical 
answer to this question: Would you not agree that the function which 
vour bank and the savings and loan institutions which are participat- 
ing in it perform is the very useful function of making home financing 
available for people in the upper income brackets, relatively speaking? 
I do not mean General Motors executives, but I mean compared to 
the level of income of family units in the country as a whole, your 
services, which are very useful, in fact essential, are going largely to 
the upper half of those who need financing on mortgages? 

Mr. HaLuanan. Senator, I do not think what statistics we do 
have would bear out that statement. I think Mr. Dixon said that 
our average mortgage was—— 
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Senator Cuark. $7,000. 

Mr. HauuaHANn. $7,200, roughly. 

Senator CLark. 60 percent on the value of the house. 

Mr. Hauuanwan. Yes. 

Senator CLarK. So you are up in 13—— 

Mr. Hauuanan. On new construction it is a little higher. 1 think 
on new construction our average mortgage runs around $10,200. 

Senator Ciark. I thought he said $7,700? 

Mr. Hauuanan. Yes, I think the average would be there. On new 
construction | believe that the average mortgage is probably around 
the $10,000 figure. 

Senator CLark. So you would agree, would you not, that with 
respect to new housing you are financing housing which, of course, 
is $15,000, $16,000, $20,000? 

Mr. Hauuanan. | think our financing would fall into the major 
brackets of FHA financing. In other words, in the dollar brackets 
where they do most of their financing, our institutions likewise do, on 
a unit basis. 

Senator Ciark. All right, but am I correct in saying that with 
respect to new financing, when you have a $10,000 average mortgage 
and it is 60 percent of ‘the y ralue of the house, you are financing, by 
and large, houses which cost in excess of $15,000? 

Mr. HALLAHAN. Around that, yes, sir. Now even this last year, 
our institutions—of their total lending, 11 percent of their lending 
was GI houses. 

Senator CLiark. But let us stick to what I am talking about. I am 

oing to give you plenty of opportunity to answer later, and elaborate, 
but we have to establish that with respect to new houses your institu- 
tion is financing, on the average, houses which cost $15,000 and up- 
ward. 

Mr. Hatuanan. Let us say the averge would be $15,000. 

Senator Cuark. All right. Now let us shift to secondhand hous- 
ing. What is the situation there? 

Mr. Hauuanan. I would say there you probably ran the whole 
scale, Senator. I would think probably on the average, if vou are 
going to get an average sales price—and I think that is “what you are 
talking about—it would be somewhere between $9,000 and $9,500 on 
existing houses. 

Senator CLark. You are now talking of sales price and not mort- 
gages? 

Mr. Hatnanan. No, I know what the mortgage figure is and | 
want to relate that to the sales price. The mortgage figure is lower 
than that. 

Senator CLiark. So to be sure I understand you, with respect to 
secondhand housing, old housing, the average sales price of prop- 
erties on which mortgages are plac ed for your institution is under 
$10,000? 

Mr. Hatuanan. Currently, yes, I would say so. 

Senator CLtark. What percentage, if you know, of your total loans 
goes to this secondhand housing, and what percentage goes to new 
housing? 

Mr. Hatianan. Roughly 60 percent goes to finance the purchase 
of the existing housing; about 34 percent goes toward the financing 
of new construction. 
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Senator CLarK. Where does the rest go? 

Mr. HaLtaHan. Home improvements, and so forth. 

Senator Cuark. Thank you very much. 

Senator Dovetas. Thank you very much, gentlemen. 

Mr. Hauuanan. Thank you, Senator. 

Senator Dovetas. I am very glad to have my colleague, Senator 
Javits from New York, with us. 


STATEMENT OF JACOB K. JAVITS, A UNITED STATES SENATOR 
FROM THE STATE OF NEW YORK 


Senator Javits. Mr. Chairman, my name is Jacob K. Javits and 
I am junior Senator from New York. 

Mr. Chairman, it had been my intention to make a brief statement 
on the Senate floor today, calling attention to a very serious situation 
in the field which this committee is investigating, and I have such a 
deep respect for the committee and its chairman, the Senator from 
Alabama, and its acting chairman, the Senator from Illinois, that I 
would like the privilege of inserting the statement that I intend to 
make on the Senate floor at noon in the committee’s records, briefly 
paraphrasing it so I might be questioned with respect to it. 

Senator Dovauas. It will be done. 

Senator Javits. I have been overwhelmed with mail from New 
York by veterans who have bought houses, have closed contracts, 
and cannot get the property because they cannot get mortgages. 
Also, I have been informed in this same volume of mail, which is 
enormous, about another situation which alarms me very much, but 
which is not susceptible of detailed factual proof except in these 
allegations, that there is a good deal of stalling going on in the com- 
pletion of housing because the builders themselves are waiting for 
the Congress to increase the interest rate on VA mortgages; they feel 
if they just have not consummated the contract because the house 
has not been finished, the last hinge has not been put on the door, 
they are not liable under the contract and they can carry this thing 
on for weeks or months until the Congress acts. And, there seems to 
be a great deal of confidence that the Congress will act in raising this 
interest rate. 

Now, Mr. Chairman, the purpose of my appearance is this, and 
perhaps it might be a good idea if I quoted from a recent letter to me, 
as follows: 

I am a veteran who served in the Army from 1943 to 1946. After my discharge 
I completed college and started working in industry. At the present time I have 


saved sufficient money to make a downpayment ona house. However, I find that 
it is impossible to obtain a GI loan from any of the banks in this vicinity. 


That is Long Island, in New York. 


I personally checked 12 banks and found them consistent in their refusal to 
accept the GI loan. 

Then I am advised by people who are very active in the law side in 
housing to the following effect—and I quote—and this is also from 
Long Island: 

“Present mortgage commitments of local banking institutions, 
amounting to well over $100 million, must perforce be canceled if 
veterans are not allowed to compete realistically for mortgage funds. 
This means that less than one-half of the 20,000 projected units will 
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be built on Long Island this year, and the well-organized construction 
industry thrown into chaos.” 

And when it is recognized that 20,000 starts is a pretty appreciable 
number compared to what is going on in the country, this is a fair 
sampling. 

I might say for the record that in my own State of New York hous- 
ing starts in 1956 were 21 percent under 1955, and, of course, the 
marked falloff generally in January and February has already been 
commented on by Senator Douglas. I think they are facing a serious 
crisis in housing for veterans. I think we are facing a serious crisis in 
the general housing program which is very fundamental to the coun- 
try’s prosperity. 

Now, it is a fact that housing represents only one-third of aggregate 
construction, the other two-thirds being just about equally commercial 
construction and public construction. But in housing you produce 
also the demand for appliances, automobiles, home furnishings— 
enormous ramifications of tremendous impact upon the economy, and 
therefore, though it may be a $12 or $15 billion business a year, its 
indirect impact is infinitely greater than that. 

So I think we are facing a real crisis and a real question which is 
typified by the request of the Administration for an increase in the 
VA interest rate to 5 percent. 

Now, for myself—and this is the main purpose of my appearing 
before you today—I do not believe that we ought to do that first, 
although that is the recommendation which has been made to you. 
But I do think we ought to try other things, and the reason I believe 
we ought to try other things first is because I think perhaps that is the 
way to lock horns on the question of high interest rates. If the Con- 
gress should now, out of hand, authorize the 5 percent rate, then we 
are just following the parade; we are not trying to do something our- 
selves independently to reverse a trend which we think has gone too 
far, though its justification may have been before quite proper to 
curb inflation. 

And I think there was a lot of justice to it; but I think it has gotten 
out of hand now and I think we have to ms«e a contribution to bring- 
ing it back to the middle of the road. 

Senator CLark. What would you suggest? 

Senator Javits. I am going to make the few suggestions I have, 
and I am sure you gentlemen can think of others. 

But I think the thing we have to decide—and I think this is almost 
re to now help change the trend upward of interest 
rates. I think the trend has gone too far, and I do not think we just 
ought to get in the parade and march along, which is what we are 
being asked to do. 

Now, the things that I would urge upon you are primarily two, and 
these are quite apart from the other matters which have been suggested. 
For instance, downpayment reduction, which you have been asked to 
consider—I think it makes a lot of sense, considering modern means of 
construction and the strength of the country, et cetera, but I am not 
going to reiterate what others have testified to. 

Also, your consideration of reducing or perhaps even eliminating, 
if you think that is practicable, this FHA one-half of 1 percent insur- 
ance premium. Personally, I think some insurance premium is desir- 
able, but obviously one-half of 1 percent actuarially is too high. 
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But the two things I think we ought to concentrate on are these: 

One, I think there is an awful lot more to this Johnson bill, to use 
$1% billion of national service life insurance funds for direct VA loans, 
of which I am a sponsor, too, than anybody has been willing to agree 
to on the part of the administration. It is a fact that you do have to 
go out, perhaps, and substitute for this Government bond financing, 
but I do not think that the amount of Government bond financing 
which would be involved, to wit, a billion and a half dollars, is so 
appreciable as to represent a counterweight to the argument that 
we will be making our bid to change the trend of interest rates. 

There is nothing written in heaven that says that money has to 
be worth 5 percent instead of 4% percent. In our country it should 
be just as good a buy at 4% percent, considering the fact that even 
today Government bond interest rates are 3% percent at the most, 
and these VA mortgage loans are just as good as any Government 
bond. That is fundamentally what we are talking about. 

Senator Dova.as. | quoted this morning an item from the financial 
pages of the New York Times that on 91-day Treasury notes the 
actual interest rate, actual yield, is 3.04, 3%; percent, and that in 
the last several weeks the turn of the interest rate has been downward. 
I raised the question with Mr. Martin and others, that they were 
perhaps basing their policy on what had been happening up until, 
say, 2 or 3 months ago. 

Senator Javirs. Well, Senator, I think that for whatever reasons 
we come to our conclusion, my fundamental point is we ought to 
make a bid with whatever means we have to try and change this 
high interest trend, and one of the ways of making that bid is this 
Johnson bill. 

And the other way—I had only these two thoughts, and I will 
explain them at length on the floor. The other way, it seems to me, 
is by favoring this legislation to allow certification of FHA and VA 
mortgages, the theory then being that they would be more marketable 
to what ought to be the biggest market for mortgage obligations today, 
which is the pension and retirement funds which are not heavily in 
this field at all—I have had a good deal to do with that personally as a 
lawyer, in the effort to induce great banks, which have literally billions 
in these pension funds, to go into VA and FHA mortgages. And they 
have constantly resisted on the ground of various problems of admin- 
istration, account keeping, servicing, and so forth. 

Well, if you certificated these mortgages, in other words, pooled 
them and issued certificated against them, made it a business in which 
a bank could make money, a half percent or whatever would be a fair 
charge for the servicing, you would be selling then to the retirement 
and pension funds a straight investment, just like the stocks which 
they are buying. And, incidentally, they are heavily in stocks, 
and the return on stocks is very much less than even the return on 
bonds at the 4-percent interest rate, less whatever servicing charge 
a financial institution might make. 

Senator CLark. Senator, let me see if I understand you. 

When you say ‘certificate’? you mean the pension fund would buy 
a certificate evidencing a share in a pool of mortgages? 

Senator JAvItTs. Exactly. And they would not service them or 
do anything except collect interest, just as if they owned a bond, and 
it would give them an opportunity to participate in the fundamental 
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home construction of the country, of tremendous interest to their 
own members and, in a sense, these are trusteeship funds. 

Senator Crark. Sort of like an investment trust and mortgage. 

Senator Javits. Exactly. Now, these are two suggestions. The 
Johnson bill we are all acquainted with, and it has been much dis- 
cussed. ‘This certification idea I certainly think is entitled to serious 
consideration by this committee, because here is an eormous pool of 
pension and retirement funds growing at the rate of an estimated $4 
billion a year, really public interest money as much as that deposited 
in any savings bank or any insurance company, which ought to be 
made available to the mortgage market, an appreciable amount of 
which badly needs new money. 

That is what we are talking about. And I just do not think we 
ought to surrender the idea of a 4}s-percent interest rate. An extra 
one-half of 1 percent might not figure out in some cases to a vast 
sum of money, but the minute you do that I think you are just joining 
the march of increased interest rates without a fight, and I would 
hope very much we could find some way of putting up some opposition 
to that onward march ourselves. 

That is all, Mr. Chairman. 

Senator CtarK. Senator, may I state for the record my complete 
agreement with everything you have said, and ask you how those 
who agree with you can best meet the argument of those who do not 
agree with us, that all we are doing is increasing the march of inflation. 

Senator Javits. I think we answer it on the f igures. In the first 
place, building homes and owning homes adds to the total wealth of 
the country, and this has been argued time and time again. As long 
as the demand is there—and that was the point of my mentioning 
this enormous amount of mail; all the facts show the demand is there. 
Now, people are going to live in houses and occupy them, so the 
houses add to the wealth of the country, and this is not inflationary. 
You are not dealing with war or something which does not add to 
the country’s assets, and you are not building homes which are not 
wanted, which would be inflationary — but wanted and needed homes 
for Americans are not inflationary. 

Senator CLark. Before you appeared this morning, we had the 
very able Chairman of the Board of Governors of the Federal Reserve 
System, Mr. Martin, with us, and it is his view that it is essential to 
keep tight money rates going because the supply of the savings, says he, 
is so much less than the demand for capital investment that we have 
to go by until savings can increase. Therefore he is opposed to any- 
thing which will make more money available for anybody. He was 
very frank about it and, I thought, made a splendid witness. 

We suggested to him, Senator Douglas and I, that perhaps the 
answer would be selective credits. In other words, perhaps vou have 
to put brakes on the flow of money by high interest rates until savings 
catch up, but you ought to put the brakes where the less soc ially 
desirable work is being done and not where vou have this crying 
need for veterans’ housing and slum clearance and urban redevelop- 
ment. 

And I think a little bit reluctantly, but nonetheless he came to 
agree that such a selective direction to him from the Congress would 
be workable. 








mh TH 


HOUSING AMENDMENTS OF 1957 301 


It occurred to me, although I suspect it would be unpopular, that 
perhaps we could reimpose consumer credit controls. 

Senator Javirs. That is the famous regulation W? 

Senator Cuark. Yes. 

Senator Javits. I thought about that, too, and I think there is a 
great deal to what you say, and I think perhaps we would be trying 
out our bid on the subject with such measures as I have suggested, 
especially with this Johnson bill. I think with the Johnson bill we 
would be, in a sense, marshaling the credit of the United States 
behind the proposition that you mentioned, and devoting it to a 
specific purpose, thereby increasing for that purpose the money supply 
while allowing the competition to go on with respect to other oppor- 
tunities for credit. 

I deeply believe this, just as I feel that before we try increasing the 
mortgage interest rate for housing we ought to make our contribution 
to keeping it as it is and use whatever means we have for the purpose. 
So I feel in the general structure that there is at least a good chance 
that a good deal of the increased interest rate for money is pushed 
not by inadequate savings but by supply and demand, what people 
think they can get for it, and that therefore if we turn our faces against 
the onward march of increased interest rates, we may find that we have 
a real psychological impact upon people’s requirements in terms of 
what interest they are going to get for their money. 

In addition, it is always darkest before dawn. We are spending 
around $37 billion a year for industrial improvement and moderniza- 
tion. This is bound to get a little more stable than it is now, and per- 
haps even be reduced somewhat from what it is now. After all, there 
are limitations to the amount of automation and the various other 

urposes for which this money is being devoted. There may be a 
little period of catching up there. 

So I think if we perhaps ourselves turn our national mind against 
the further onward increase of interest rates and try to do something 
about it, we at least, first, bave a good chance to stop the trend and 
let the times catch up with us; and, second, have a good chance to 
devote some of our resources to a specific purpose—housing— thereby 
doing ourselves what would otherwise be done by regulation. 

Senator Dovetas. Well, sir, I would like to suggest rather humor- 
ously that to do what our good friend from New York suggests, we 
should embark on a program of psychological warfare against the 
Secretary of the Treasury. 

Senator Javits. Well, the Secretary of the Treasury I do not think 
will be overwhelmed by that—but I do not feel that way, Mr. 
Chairman. I feel that we are dealing with a money market, with 
people who have money and seek a certain price for it, and if the 
policy of the Congress bee ‘omes clearly one of doing its utmost, without 
putting the economy in a straitjacket, to make that price more modest 
than it is today, it is bound to have a material effect, and I am outlining 
ways in which we can do it. 

Senator Dovaias. Thank you very much, Senator, and we appre- 
ciate your comments. 

Senator Ciark. I regret very much that vour colleagues on your 
side of the aisle on this committee did not have an opportunity to 
see what modern Republicanism really means. 

Senator Javirs. Thank you very much, Mr. Chairman. 

(The statement of Senator Javits referred to follows:) 





HOUSING AMENDMENTS OF 1957 


STATEMENT OF SENATOR JAVITS 
VETERANS FACE HOUSING LOAN CRISIS 


Mr. Javits. Mr. President, a serious crisis in housing for veterans exists. I 
have stacks of letters reading exactly like this: 

“T am a veteran that served in the Army from 1943-46. After my discharge 
I completed college and started working in industry. At the present time I 
have saved sufficient money to make a downpayment on a house. However, 
I find that is is impossible to obtain a GI loan from any of the banks in this 
vicinity. I personally checked 12 banks and found them consistent in their 
refusal to accept a GI loan.” 

The opportunity for a VA-guaranteed mortgage loan is one of the great 
opportunities extended to our veterans. None of us I am sure would want to see 
one of the most valuable elements of the GI bill of rights wiped out by the 
inability of our system of government to meet its full intent. That this is, 
however, the case right now is shown by the fact that mortgage money on VA 
loans at 4% percent has practically dried up. With competition for available 
funds of banks, insurance companies and other lenders very great for industrial 
improvement, consumer credit and other prime loans, with FHA loans at 5 
percent and other Government-insured loans like those for the building of new 
ships yielding better than 5}4 percent, not only are new loans hard to obtain but 
even existing house-purchase contracts cannot be closed. I am advised that in the 
Long Island area of New York alone: ‘‘Present mortgage commitments of local 
banking institutions amounting to well over $100 million must perforce be 
canceled if veterans are not allowed to compete realistically for mortgage funds, 
This means that less than one-half of the 20,000 projected units will be built on 
Long Island this year and the well-organized construction industry thrown 
into chaos.”’ 

As the money market has grown tighter, VA loan authorizations especially, and 
FHA loans, too, have taken a nosedive. Comparing January and February 1956 
with January and February 1957, the percentage of the privately financed non- 
farm housing starts financed by VA loans has gone down from about one-third to 
under one-sixth or by about 50 percent; while the number financed by FHA loans 
has also been cut 50 percent. Also, we have seen a catastrophic drop in the 
number of such housing starts from an average of about 75,000 in January and 
February 1956 to an average of 62,000 in January and February this year. Based 
on the February rate, aggregate housing starts for 1957 are at an 8-year low of 
910,000—20 percent under the 1956 rate—and falling. February did not show 
any increase, while February 1956 showed an increase over January 1956 of 
8 percent. 

In my own State of New York, housing starts for 1956 were 21 percent under 
1955, and are still falling. 

Home construction accounts for about one-third of total construction, one- 
third more being in commercial construction, and the other one-third in public 
construction. But the housing one-third, automatically regulating, as it does, 
demands for autos, appliances, home furnishings, and many other items, is a key 
factor in the continuance of prosperous economic conditions. 

The real and present danger to the whole economy of this dramatic diminution 
in the rate of housing construction—apparently heavily attributable to the collapse 
of the VA housing-loan program—is real, clear, and immediate. 

It is our duty to waste no time about doing what we can to reverse the trend. 
The Subcommittee on Housing of the Banking and Currency Committee is 
holding hearings currently on this vexing subject. We are told that the way 
to deal with the situation is to raise the interest rate on VA loans from 4% to 5 
percent, and that is, indeed, the principal recommendation of the administration. 
In addition, a reduction in downpayments on FH A-loan housing is also recom- 
mended. But the problem is that competition is for the supply of money, and if 
VA loans are going to be entered unaided in that race there is no assurance 
whatever that the veterans will come out all right. Indeed, the evidence is all the 
other way. 

A report of the Housing Committee on Veterans’ Affairs, dated January 15, 
1957, commenting on the increase in interest rate on VA loans from 4 to 4% 
percent in 1953, states: “It is still questionable today that the increase in the 
interest rate from 4 to 414 percent created a greater participation in the program, 
because almost immediately after the increase the lenders introduced the dis- 
count practice on veterans’ loans.’”’ The discount has in effect increased the 
interest rate on VA loans to 5 percent or more right now, for discounts vary in 
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the principal centers of the country on these VA loans between 5 and 8 points. 
For this purpose, I am submitting a chart from the magazine House and Home, 
of March 1957. A 4-point discount would yield a return approximately the 
equivalent of one-half percent interest rate. 

The basic problem appears to be far more the inadequacy in the funds available 
for guaranteeing home loans rather than in the interest rate. Indeed, it should 
be our long-range interest, considering the productivity and security of a country 
and our determined fight against inflation to prevent interest rates from running 
away. 

Accordingly I urge upon my colleagues realistically meeting this emergency 
by increasing the funds available for VA-guaranteed home-loan mortgage lending. 
This can be done, first, by enactment of the Johnson bill of which I am a cosponsor 
which will provide $1,300,000,000—1 billion 300 million—of additional money 
for direct loans at the 444-percent rate, being 25 percent of the national service 
life insurance fund—the veterans’ own reserves. Before an interest-rate increase 
can be justified, this must be tried. Second, legislation to allow certification of 
FHA- and VA-guaranteed mortgages. This is analogous to participation in 
mutual-fund investment. Such certificates may be available readily for sale— 
without responsibilities of servicing—to the private pension and retirement funds 
of the country with assets in excess of $20 billion which are growing at the rate 
of $4 billion a year. These are the reserves and trust funds of millions of American 
workers and should certainly be put to work in big part to meet a housing emer- 
geney involving millions of Americans, particularly veterans. Especially when 
such investments are perfectly safe in Government-guaranteed obligations and 
can earn more than is paid on stocks bought at current prices in which these 
funds are now so heavily invested. 

The urgency is very great, frustration and dismay face millions of prospective 
homeowners, including veterans, and a grave threat is growing to our economic 
stability. Congress has it within its own power to act decisively to deal with the 
situation, directly to have a beneficent effect upon the whole economy and to 
stop the trend which could be disastrous and which is so clearly apparent today. 
I hope very much that the Senate committee in charge will act decisively and 
quickly, for time is very much of the essence. 

Mr. President, I ask that the chart from the magazine House and Home be 
printed at this point in the Record. 

There being no objection, the chart was ordered to be printed in the Record, as 
follows: 


“MILWAUKEE Firm To INsuRE MortGacsEs at Less THan Hatr FHA Rate 


“Best evidence yet that FHA is charging too much for its mortgage insurance 
came last month from Milwaukee. 

‘‘Mortgage Guaranty Insurance Corp., 704 West Wisconsin Avenue, announced 
plans to offer private mortgage insurance for less than half what FHA charges. 

“FHA collects a straight one-half of 1 percent per year on declining mortgages 
balances (and has piled up $313 million sec. 203 reserves in 22 years of doing so). 
The Milwaukee firm will charge one-half of 1 percent the first year, but only one- 
fourth of 1 percent on the declining balance thereafter. Alternatively, and 25 
percent cheaper still, it will offer a single premium to cover the first 10 years of a 
loan (almost the entire risky portion). Rates will range from 1'4 percent to 
2 percent, depending on the length of amortization. 

“The plan was still subject to approval by Wisconsin’s State insurance depart- 
ment when this was written. But Milwaukee sources expected no opposition, 
Mortgage Guaranty having assured two apprehensive title companies that it 
did not plan to jump into the title business through the back door. 

“Board chairman Max. H. Karl, who is a member of the Milwaukee law firm 
of Frank, Karl & Bessman, expects to expand the plan gradually from Wisconsin 
to other States. Ultimately, he hopes to operate in all States but New York, 
which has a law against private mortgage guaranty firms. Mortgage Guaranty 
has an authorized capitalization of $500,000. Karl says the minimum require- 
ment of $250,000 has been raised. 

“The company will insure first mortgages subject to these requirements and 
ceilings: 

“Twenty-five thousand dollars loan up to 25 years. 

“Must be amortized. 

““One- to four-family nonfarm residential property, owner occupied. 

“Eighty percent of value as per appraisal acceptable to the company. 
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“Satisfactory credit report. 

“Mortgage Guaranty’s plan will contrast sharply with FHA’s redtape and 
centralized (e. g., bureaucratic control). Items: 

“1. There will be no interest limits. 

**2. Credit reports will be farmed out—to rating firms acceptable to the 
insurer. 

“8. A master insurance policy will eliminate need for the company to sign 
individual mortgage notes. 

“4. If the mortgage on a property is foreclosed, Mortgage Guaranty will waive 
any claim against the borrower if the sale of the property brings less than the 
loan balance. 





I 
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“NEW YORK WHOLESALE MORTGAGE MARKET 


“Prices on the open wholesale market in New York City, for out-of-State 
loans, as reported the week ending February 8 by Thomas P. Coogan, president, 
Housing Securities, Inc.: 


VA and FHA 4%s (minimum down, 25 or 30 years): 


Sn ree RL ed Si ahs dS Sites oe ae Raab ced aoe 91-93 

Sn err ee ee Fn cnnsRanapacntanwwehubabechoda 90-93 
FHA 5s (minimum down, 25 or 30 years): 

eet a an Eo Cains ac waddle tak coe anaes die ew dsdeavunbeasnse 95-96 

Ng 5 ce oO naa ak bide e ot tame se diedhobhdune ts 94—95 


Note.—Prices are net to originating mortgage broker (not necessarily net to builder) and usually include 
concessions made by servicing agencies. 


“FNMA PRICES, EFFECTIVE JAN. 30, 1957 
“For immediate purchase. Subject to % point purchasing and marketing fee 
and 2 percent stock purchase. Mortgage ratios involve outstanding balance of 
loan to (1) purchase price (excluding closing costs) or (2) FHA or VA valuation— 
whichever is less. FHA prices cover secs. 203b, 203i, 222, and 213 individual 
mortgages: 














FHA 5’s FHA 414’s VA 44's 
States ee — | <4 oe wa 4 
| 
190 per-}| Over | 90 per-| Over | 90 per-| Over 
| cent or | 90 per- | cent or | 90 per- | cent or | 90 per- 
less | cent less cont less cent 
—- — SF Or _ —| ~ — - — 
Connecticut, Maine, Massachusetts, New Hamp- | | 
shire, New York, Rhode Island, Vermont 9914 9 9514 9 95% 05 
Delaware, District. of Columbia, Marylana, New 
Jersey, Pennsylvania _-.----- sees 99 98!5 95 9416] 95 94h 
Alabama, Arkansas, Colorado, Florida, Georgia, Illi- 
nois, Indiana, Iowa, Kentucky, Minnesota, Mis- | 
sissippi, Missouri, Nebraska, North Carolina, North | | 
Dakota, Ohio, Oklahoma, Oregon, South Carolina, | | 
South Dakota, Tennessee, Texas, Virginia, Wash- | 
ington, Wisconsin, Puerto Rico 9814) 98 | 94% 94 9414 94 
Arizona, California, Idaho, Kansas, Louisiana, Michi- | 
gan, Montara, Nevada, New Mexico, Utah, West 
Virginia, Wyoming, Hawaii, Virgin Islands.....-. - 98 9746 94 9314} 94 | 93% 


Norte.—lIf remaining term of an FHA sec. 213 individual mortgage exceeds 30 years, the price shown is 
reduced by % percent for each 5-year period (or part thereof) above 30 years. 


Senator Dovetas. The bell has rung for attendance on the floor 
We have three more witnesses, Mr. Hansen, the Administrator, and 
Mr. Smith and Mr. Barnard of the Farmers’ Home Administration. 

I wonder if they would come forward and file a statement or make a 
very brief statement. 

Mr. Hansen. Mr. Chairman, may we just file a statement with you? 


STATEMENT OF KERMIT H. HANSEN, ADMINISTRATOR; ACCOM- 
PANIED BY HENRY C. SMITH, DEPUTY ADMINISTRATOR, AND 
CHARLES C. BARNARD, DIRECTOR OF BUDGET AND STATISTICS 
DIVISION, FARMERS’ HOME ADMINISTRATION, PEPARTMENT 
OF AGRICULTURE 


Senator Dovatas. Off the record. 

(Discussion off the record.) 

Senator Dove.as. The statute authorized $110 million a year for 
loans. You estimated that $50 million would be required. It does 


not now appear that more than about $24 million will be obligated. 
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Why have not your loans conformed to your early estimates and 
the authorizations? 

Mr. Hansen. Apparently our estimates were not in line with the 
desires of our farm families to construct homes or essential dwellings 
or buildings on the farm. 

Senator Douetas. Have you been excessively tough in the stand- 
ards which you have imposed? 

Mr. Hansen. We believe not, Mr. Chairman. We believe we have 
been quite realistic, but the records of loan closing as to the applica- 
tions, I believe, is quite consistent with all past rec cords of the agency. 

Mr. Smith, I would like to ask you to comment further on it. 

Mr. Smirn. Yes, sir, Mr. Chairman. The number of applications 
that the farmers have made for these housing loans has been down this 
year in comparison to some previous years, but we have had funds to 
make these. 

Senator Dove.as. I notice you say here that through the month of 
February, up until the Ist of March, you had 7,055 ‘applications re- 
ceived, but granted only 1,641. 

Mr. Smiru. Yes, sir. We have other applications, of course, in the 
process and closing now, sir. 

Senator Douc.ias. What percentage of the applications received do 
you make loans upon? 

Mr. Smiru. In 1952 we made loans on 28 percent of the applications, 
In 1953 it was 40 percent. In 1954 it was 40 percent. At this time 
this year, compared to 1952, we have turned 23 percent of our appli- 
cations into loans. 


Senator Dovauias. Do you approve of this 5-year program rather 
than from year to year? Does this give you greater continuity? 

Mr. Smitu. Oh, yes, sir; no question of that. 

Senator Douauas. This statement will be made a part of the record. 

(The prepared statement of Mr. Hansen follows:) 


STATEMENT OF KERMIT HANSEN, ADMINISTRATOR, FARMERS’ HoME 
ADMINISTRATION, DEPARTMENT OF AGRICULTURE 


During the 84th Congress, 2d session, the Congress amended title V of the 
Housing Act of 1949 to provide for a 5-year program of farm housing loans during 
the fiscal years 1957 through 1961. The act was amended to provide total 
borrowing authorizations from the Treasury for loans of $450 million during this 
period. Prior to this amendment, the statute authorized about $110 million a 
year for loans, but required that the actual amount available in any fiscal year 
would be subject to annual authorizations in appropriation acts. Under the 
amended statute annual appropriation authorizations are not required. It is 
only necessary to secure apportionment authority from the Bureau of the Budget, 
after which the funds may be borrowed without further authorization. 

The Farmers’ Home Administration originally estimated that $50 million would 
be required for loans during fiscal year 1957 and this amount was borrowed from 
the Treasury. Despite the fact that this amount is available, it does not now 
appear that more than about $24 million will be obligated. We have not found 
it necessary to allocate funds by States. The estimate for fiscal year 1958 is 
$50 million which appears to be adequate based on experience so far this year. 

Through February 28, 1957, 7,055 applications were received and 1,641 initial 
loans had been-made. ‘This is fewer applications than the average in previous 
years on the same date, and the rate of loans to applications also is less than in 
previous years. There has been a large demand this year for farm ownership 
loans under title I of the Bankhead-Jones Farm Tenant Act. The amount of time 
required of county office personnel in developing these loans probably has a 
bearing on the number of farm housing loans that have been developed. Other 
factors are higher construction costs and the apparent reluctance of farmers to 
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take on long-term indebtedness during this period of unfavorable price relationship 


in some commodities. 

The average farm housing loan borrower continues to be ahead on his payments 
in relation to the annual installments. However, payments during the last year 
were not quite as good as in previous years. The program has been remarkably 
successful, however, in the number of borrowers who have paid off their loans in 
full. As of December 31, 1956, about one-fourth of all borrowers had paid their 
loans in full, even though the first loan was not made until fiscal year 1950. As 


of June 30, 1956, there had been only 18 foreclosures. 


FARMERS’ HOME ADMINISTRATION 


Amount of funds used for building construction from loans made under title I of the 
Bankhead-Jones Farm Tenant Act and under title V of the Housing Act of 1949 


} 


Fiscal year 


ie — Se 


Source and purpose of the funds 1957 






























1953 1954 1955 1956 through 
Dee. 31, 
| 1956 
=. = ciated cig cates a cinta Rin Reis 
| 
TITLE I OF THE BANKHEAD-JONES FARM 
TENANT ACT 
Source of funds: 
Eres Bem so oes Stok sectnccsnwl $18, 734, 779 |$19, 399, 617 |$18, 999, 200 |$18, 999,999 | $17, 829, 089 
EES OS | 10, 710, 606 9, 530, 793 | 31, 933, 200 | 38,917,123 | 13, 257, 545 
Furnished by borrowers.........-.---- 556, 518 546,325 | 2,470,835 | 3,234,707 | 1,798,710 
Hs askance hetesccaieliedp adie Raneatited bts pentacsine 
FO ee ae | 30, 001, 903 | 29,476,735 | 53, 403, 235 | 61, 151, 829 32, 885, 344 
For dwelling construction (new and re- | 
pair): 
Number of loans 2, 568 2, 228 | 3, 609 3, 483 | 1, 602 
STE ee aon=] 4, 423, 809 4, 665, 623 8, 360, 052 8, 064, 467 | 2, 962, 614 
For other farm buildings (new and repair): | 
PUREE BONEN oi cd it nn sce annseke 2, 840 | 2, 483 3, 769 | 3, 753 1, 747 
RI 5 600.446sb think het iness 4, 038, 641 3, 707, 351 5, 082, 915 5, 659, 558 | 2, 591, 733 
{TITLE V OF THE HOUSING ACT OF 1949 | 
Source of funds: 
SS Ee ee Pe eee ee 19, 125, 221 | 16,067, 934 |-.-.....-.-- | 3, 760, 035 7, 405, 432 
te ee oe Oe Rabinane awison ESTEE fomibienteics aehabuaneenlonas Sess ll Herik cies iach 
Furnished by borrowers-.-......---.--.--- | 1,017,197 GU O08 bsckscdugness 82, 682 | 254, 312 
DR sacs ccceaenennanipaiweds ...-| 20,200,193 | 16, 552,983 |....-.-. ----| 3,842,717 | 7,659, 744 
For dwelling construction (new and re- | } | 
pair): 
Number of dwellings......-...- nce) 8700 nS ae ee 501 | 904 
DE fii thitddthidénntinblinrat>dddin | 15,318, 386 | 12,322,950 |........-- .| 3,298, 227 5, 952, 732 
For other farm buildings (new and repair): 
Number of buildings. ......-........... | 2, 020 BAM, te sequensedae! 185 679 
ASOD i colclUdssheudotetelsnssdeawe | 3,888,146 | 3, 805,129 |o-o-- | 396, 205 | 1, 406, 840 





Mr. Carrer. Senator Douglas, Senator Sparkman has asked me to 
insert in the record at this point a statement by Mr. Seaborn P. Collins, 
past national commander of the American Legion, in connection with 
the pending legislation. 

Senator Dovatas. Without objection, the statement and the cover- 
ing letter from Mr. Miles D. Kennedy will be placed in the record at 
this point. 

(The statement and letter referred to follows:) 


THe AMERICAN LEGION, 
NATIONAL LEGISLATIVE COMMISSION, 
Washington, D. C. March 18, 1957. 


Hon. Joun J. SPARKMAN, 
Subcommittee on Housing, Senate Banking and Currency Committee, 
Senate Office Building, Washington, D. C. 
Dear Senator SPARKMAN: Referring to the hearings now being conducted 
by the Subcommittee on Housing of the Senate Banking and Currency Committee 
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on pending housing legislation, I enclose copy of a statement by Mr. Seaborn P. 
Collins, one of our past national commanders, in connection with this subject. 
Mr. Collins is unable to attend the hearings but he would appreciate it if his 
statement could be given consideration by the members of the subcommittee 
and also incorporated in the record of the hearings. 
Thanking you for your courtesy and cooperation, I am, 
Sincerely yours, 


Mites D. KEennupy, Director. 


STATEMENT OF SEABORN P. Couns, Past NaTIoNan COMMANDER, THE AMERICAN 
LEGION 


Mr. Chairman and members of the subcommittee, my name is Seaborn P 
Collins, I am a past national commander of the American Legion, and I wish 
to take this opportunity to thank you, Mr. Chairman, for inviting us to express 
our views to_your subcommittee in connection with legislation now under con- 
sideration. I regret that, due to circumstances beyond my control, I am unable 
to appear in person. : a 

The American Legion is vitally interested in the action which is to be taken 
by your subcommittee and subsequently recommended to the Congress in con- 
nection with finding ways and means to assure an adequate flow of mortgage 
credit. On February 1, 1957, 1 testified before the House Veterans’ Affairs 
Committee at which time I made certain recommendations to the committee to 
meet the emergency that now exists in the veterans’ housing market due to the 
critical shortage of available funds for veterans’ home loans. The major recom- 
mendation I offered the committee was, thet appropriate legislation be enacted 
by Congress to provide the Administrator of Veterans’ Affairs with the same 
authority to regulate interest rates on VA loans as the FHA Administrator 
now exercises over FHA loans. This recommendation, made by a special housing 
committee within the American Legion of which I was chairman, was adopted 
by our national executive committee and became our official position. Further, 
recognizing that the basic disturbance occurs outside the field of veterans’ affairs, 
we supported a thorough reexamination of the Nation’s financial and credit struc- 
ture to determine the adequacy of our banking system to support today’s economy. 

In the past several weeks many proposals have been advanced, addressed in 
whole or in part, toward a solution of this problem of finding ways and means 
to assure an adequate flow of mortgage credit. Directing our attention to some 
of these proposals, we should first like to discuss the use of the NSLI reserves as 
one of the solutions toward solving the present dilemma in which the potential 
veteran home buyer finds himself. Several bills have been introduced in both 
the House and the Senate recommending the use of NSLI funds to finance GI 
home loans. The American Legion has no official position with respect to the 
use of NSLI funds. However, we understand that the insurance advisory board 
of the American Legion will recommend against the use of such funds. Actually, 
as pointed out later in our testimony, the use of these funds will not solve the 
problem. There is not a sufficient amount available, even if all the funds were 
used, to finance GI home loans. In fact, there would be insufficient funds to 
finance a program the equivalent of that of 1956. 

The second topic we wish to discuss is the expansion of FNMA. We have 
already recommended to the Congress that there be an expansion of FN MA’s 
preferred stock to provide that agency with sufficient borrowing power in the 
private securities market to continue its secondary market operations in the 
required volume. We also recommended that section 501 of the Servicemen’s 
Readjustment Act of 1944 be made a part of the special assistance functions of 
FNMA. Naturally, if the interest rates were not increased to 5 percent on 
section 501 of the Servicemen’s Readjustment Act, FNMA could not sell deben- 
tures under this proposal without being subsidized by the United States Govern- 
ment. I might make clear, however, that the recommendations we made of 
placing section 501 of the Servicemen’s Readjustment Act under the special 
assistance functions of FNMA would only be an emergency measure until such 
time as permanent and satisfactory housing legislation is approved by the Con- 
gress. his recommendation, which includes expansion of FNMA preferred 
stock, a special assistance function of FNMA for GI loans, and an interest rate 
increase, is the only realistic answer which we can find to alleviate the present 
emergencies. 

Our position with respect to VH MCP is that we certainly have no objection to 
the extension of VHMCP. However, in our opinion, it is not realistic to form 
the belief that this program could be extended and that private lenders would 
90300—57 21 
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participate unless their investments in the program were geared to a realistic 
interest rate. 

On the subject of direct lending, the American Legion has always felt that the 
direct home loan program was an important function of the GI home loan program, 
It has been our policy, however, to insist that such funds only be used in areas 
where conventional financing was not readily available. 

On the subject of direct lending, The American Legion has always felt that 
the direct Home Loan program was an important function of the GI Home Loan 
program. It has been our policy, however, to insist that such funds only be used 
im areas where conventional financing was not re: idily available. 

In this connection it is interesting to note that the maximum amount which 
has been recommended in the numerous bills submitted in both the House and 
Senate have called for an amount not in excess of $1 billion, and the general 
opinion among many has been that this would completely handle the GI loan 
program. The truth is, however, that this is only one-fifth of the amount re- 
quired for GI home loans in 1956 and one-seventh of the amount which was 
required in 1955. Therefore, it becomes obvious that this is not the answer to 
our present problem. 

The subject of discounts has always been a rather controversial subject and a 
distasteful one to moneylenders, such as leading life insurance companies who will 
not participate in making loans where excessive discounts are charged. Discounts 
are charged in a direct proportion to a fixed interest rate and the current yield of 
money in an open market. For instance, on a 25-year loan a 4-point discount is 
equal to one-half of 1 percent interest. At the present time 5 percent FHA loans 
are demanding a 4-point discount which means that actually the current interest 
rate is 54% percent. GI loans at 4% percent interest are demanding an 8-point dis- 
count. This brings them to par with the yield on FHA loans. It is our position 
that to limit these discounts by law would require a subsidy by the Government to 
insure a realistic yield. If this were not done the loans would have no takers on 
the current mortgage market. We feel that without a realistic interest rate the 
practice of excessive discounts would definitely have a tendency to destroy the 
GI appraisal system which we believe is the finest appraisal and inspection system 
ever devised. 

We now should like to give consideration to a subject of primary importance 
before your subcommittee today; namely, the general proposal to liberalize the 
FHA program. The American Legion is anxious to see any legislation passed 
which will enable more Americans to own their own homes. Furthermore, after 
there has been an orderly termination of the loan guaranty program for World 
War II and the Korean veterans, it would be desirable to have a more liberal 
program in the FHA to effect a transition without undue disruption in the general 
economy. We recognize, of course, the support which has been given the resi- 
dential construction and related activities by the GI loan program and the 
possible harmful consequences which may result from an abrupt termination. 
It is our further view that planning at this time would be desirable, und your 
subcommittee is to be commended for its foresighted attitude. 

There is, however, an overtone in certain of the proposals being advanced 
which is disturbing the American Legion. It is our firm conviction that no 
program should be set up within the FHA to replace the GI loan program. The 
establishment within FHA of a loan program for veterans would be contrary to 
the philosophy which motivated Congress in 1944 to include in title IIL of the 
Servicemen’s Readjustment Act a loan program for veterans. Over the years 
since the creation of the loan guaranty program the suggestion has been advanced 
for consolidation of all home-loan insurance and guaranty activities under the 

FHA. The American Legion has always been strongly opposed to any such pro- 
posals. There appears to be less vi ilid reason today for the merger than at any 
time sinte the inception of the loan guaranty program. We would favor an 
orderly termination of the eligibility period for World War II veterans, and we 
believe that the time is now approaching when some phasing out of this program 
could be accomplished. There will, of course, ultimately be about 6 million 
Korean veterans who will be eligible for loan guaranty benefits and undoubtedly 
a large percentage of them will decide to obtain GI loans. The proposal of trans- 
fe rring only the home-loan guaranty function could not conceivably result in the 
saving of any administrative expenses. If the VA retains the direct-loan program, 
the farm- and business-loan programs and the servicing and claims functions on 
existing loans, it would have to retain a large staff of personnel. The F HA by 
assuming the veterans loan guaranty activity undoubtedly would augment its 
staff considerably in order to process its increased workload. In all likelihood the 
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total number of Government employees would be increased rather than reduced 
through a transfer of some of the functions out of the VA. 

If the entire program should be transferred to FHA, that Agency would be 
dealing with a number of matters on which they have no experience. For 
example, the FHA has not made any direct loans, and, perhaps more important, 
the FHA’s activity in the area where VA makes direct loans has been extremely 
limited. The FHA has nothing comparable to the VA farm loan or business loan 
programs. Therefore, there would necessarily be a considerable period of testing 
and trial and error before the program could get underway, and undoubtedly 
many World War II veterans would find that their eligibility period had expired 
before FHA was able to put the program in full operation. 

Perhaps, the overwhelming objection which the American Legion would have 
to the transfer of all or any part of the function to FHA, would be the difference 
in the basic philosophies between the two agencies. The VA is concerned with 
administering a benefit to the veteran and gears all of its processing with this 
thought foremost in mind. It is carried through into the reasonable value 
requirement, the compliance, inspection, and construction complaint procedure, 
and in dealing with veterans who default on their loans due to temporary reverses. 
The FHA was created for the purpose of stimulating mortgage credit and to 
improve housing standards. While these are important objectives, they are 
not aimed specifically at the problem of what is best for the purchaser to the 
extent that the VA home loan guaranty program has been devised. 

Since it does not appear that there will be any saving, the obvious question 
to which we gave consideration is—why any consideration is being given to any 
such proposal at this time. We feel there can be only one plausible answer. 
The setting up of a veterans’ program in FHA would seem to be in lieu of author- 
izing the Administrator of Veterans’ Affairs to increase the interest rate on GI 
loans to 5 percent. It was our recommendation when we appeared before the 
House Veterans’ Affairs Committee on February 1, 1957 that the Congress provide 
the Administrator of Veterans’ Affairs with the same authority to regulate interest 
rates on VA loans, which the FHA Administrator now exercises over FHA loans 
under the National Housing Act. But if the veterans loan program is author- 
ized within FHA, the Congress will be increasing the interest rate on veterans’ 
loans to 5 percent, since that is the rate currently permissible on the FHA mort- 
gages. Asa matter of fact, the veteran would be paying 5! percent interest, since 
the FHA also charges an insurance premium of one-half percent. One of the 
suggestions advanced was, that the veteran be given a subsidy to the extent of 
the FHA insurance premium. If this is done, the amount which the Government 
would have to add to FHA’s insurance fund would exceed many times over the 
losses, which the VA has sustained in its loan guaranty operation. The American 
Legion believes that the direct approach is best in solving problems of this nature 
and repeats its recommendation that the Administrator of Veterans’ Affairs be 
given the authority to adjust the interest rate on GI loans to that permissible on 
FHA insured mortgages. 

Before leaving this subject there are a few further comments I should like to 
make. Periodically through the press and other media reference has been made 
to the duplication and the processing of requests for appraisals and inspections 
on houses to be built and sold under the FHA insurance and VA guaranty pro- 
grams. Iam sure, if a thorough study would be made of all the facts, the authors 
of such charges would be surprised at the small degree of duplication, especially 
when you consider the conditions and circumstances under which a builder is 
required to resort to much duplicate filing. Time has not permitted me to obtain 
the exact statistical comparison, but I doubt that more than 10 percent of last 
year’s housing starts were processed under the purported duplicated procedure. 

As you are aware, Many builders do not have sufficient financial resources to 
start and continue the building operation. Normally, they must obtain interim 
construction financing, under which periodic advances are made by the lender as 
the job progresses during the various stages of construction. Many lenders to 
assure themselves before committing or making a construction loan require the 
builder to obtain an FHA dual commitment (under which if the builder is un- 
successful in selling his property, he can obtain in his or his company’s name, a 
loan insured in an amount in excess of the construction loan) or a firm take out 
commitment for permanent financing under the VA program. 

The FHA does appraise for mortgage insurance and inspects the property. 
FHA inspection reports are accepted by VA, but due to the legislative require- 
ments of the GI loan law, VA is required to appraise in order to determine the 
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reasonable value, or in other words, the maximum price the veteran should pay 
for the property. FHA appraisals do not meet this legislative requirement. 

It is our feeling that so long as we have builders who have limited financial 
sources and are willing to produce housing for the veterans’ market, the production 
facility arrangement under FHA, although it may cost the builder a few extra 
dollars, is a sound and useful benefit to such builders. 

This completes our statement, Mr. Chairman, and we again would like to 
extend our appreciation for the subcommittee’s invitation to express our views 
on this most important subject. 


Senator Doveuas. We will recess until 10 o’clock on Thursday. 


(Whereupon, at 12:05 p. m., the hearing was recessed, to reconvene 
at 10 a. m., Thursday, March 21, 1957.) 
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THURSDAY, MARCH 21, 1957 


Unitep States SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
SUBCOMMITTEE ON HovsINa, 
Washington, D. C. 

The subcommittee met, pursuant to recess, in room 301, Senate 
Office Building, at 10:10 a. m., Senator John Sparkman (chairman of 
the subcommittee) presiding. 

Present: Senators Sparkman, Douglas, Clark, Capehart, and Ives. 

Senator SPARKMAN. Let the subcommittee come to order, please. 

Let me say at the beginning that this morning we are very happy to 
have with us a member of the Austrian Parliame ut, Dr. Prinke, ac- 
companied by Dr. Baier of the Austrian Embassy. Dr. Prinke is 
very much interested in the subject of housing. That is one of his 
particular jobs back in the Austrian Parliament. So I invited him 
to come up and sit in on the hearings this morning. owe 

Wir freuen uns Sie heute morgen hier zu haben, Doktor Prinke. 

Our first witness this morning is Mr. Robert E. Scott of the National 
Association of Real Estate Boards, and Mr. John C. Williamson will 
appear with you at the same time, | understand. 


STATEMENT OF ROBERT E. SCOTT, DIRECTOR AND VICE PRESI- 
DENT, ACCOMPANIED BY JOHN C. WILLIAMSON, DIRECTOR, 
DIVISION OF GOVERNMENTAL AFFAIRS, NATIONAL ASSOCIA- 
TION OF REAL ESTATE BOARDS 


Mr. Scorr. Yes, sir. 

Senator SparKMAN. Fine. If you gentlemen will take your seats 
at the table. You have a prepared statement, I believe. 

Mr. Scorr. Yes. Good morning, Mr. Chairman and members of 
the committee. 

Senator SpaRKMAN. We have your statement before us and you 
proceed as you wish. 

Mr. Scorr. We have a prepared statement which we have filed, but 
I would like to read a summary of it, if 1 may. 

Senator SpARKMAN, Very good. The longer statement is the one 
to which you refer, that you have filed? 

Mr. Scorr. Yes. 

Senator SPARKMAN. This is the full statement, and you want that 
full statement printed in the record? 

Mr. Scorr. If we may. 

Senator SparKMAN. That will be done, at the end of your remarks. 
You may summarize. 
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Mr. Scott. For the record, I am Robert E. Scott, Elizabeth, N. J. 
I am a realtor, builder, and mortgage banker, with more than 25 
years’ experience in the ‘field of housing. 

I appear today on behalf of the National Association of Real 
Estate Boards, of which I am a director and vice president. With 
me is our Washington counsel, John C. Williamson, and we have 
prepared this summary in the interest of saving the time of this 
comunittee. 

Mr. Scorr. The scarcity of residential mortgage money in the FHA 
and VA sectors of the market is attributable to the lack of flexibility 
in their rates. The Congress should approve a formula which would 
provide for administrative determination of these rates from time to 
time so that the rates will properly reflect the market. A suggested 
ceiling for such rates is 2} points plus the average yield (for the pre- 
vious 6 months) of Government obligations having a remaining ma- 
turity of 15 years or more. 

The Congress should avoid any attempt to impose statutory restric- 
tions on discounts, as any such restrictions would dry up mortgage 
money in many parts of the country. 

We oppose using any part of these trust funds of the NSLI to buy 
VA-guaranteed mortgages. This money is not in being, and the 
Tr one would have to go into an already tight market to borrow it. 
Also, Government trust funds should be invested in Government 
obligations, and should not be used to purchase mortgages above 
their market value. 

The National Association of Real Estate Boards recommends that 
FNMA be authorized to issue an additional $100 million in preferred 
stock to the Treasury to increase FN MA’s borrowing authority by an 
additional $1 billion. (This is in addition to the $50 million recently 
provided by the Congreas. Such an increase will permit FNMA to 
continue its operations at current high levels until the end of 1957 
when we hope market conditions will have improved. Current hus- 
banding of FNMA’s limited resources has adversely affected the exist- 
ing house market through application of rigid selective criteria. Our 
association also recommends the removal of the arbitrar y $15,000 
maximum mortgage limit with respect to FNMLA’s purchases in its 
secondary -market operations, and that FNMA be authorized to issue 
stand-by advance commitments for FHA and VA mortgages on used 
homes, similar to the arrangement now provided for new construction. 

FNMA’s operations should be modified to include a mortgage- 
discount facility whereby participants might borrow on the security 
of FHA and VA mortgages. Participants who would be FHA- 
approved lenders, would subscribe to an initial amount of stock and 
purchase additional stock with each loan tendered. Such loan would 
not exceed 95 percent of the principal amount due on the mortgage, 
and would carry full recourse against the lender. Such an operation 
is essential to insure a continuous and adequate supply of FHA and 
VA mortgage financing. 

Congress should direct that FNMA purchase special-assistance 
mortgages at not less than 99, in order to make meaningful the assist- 
ance which these FHA programs such as sections 220 and 221 require. 
We doubt that these vital aids to rehabilitation and relocation will be 
effective without such special assistance as recommended herein. Also 
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we recommend that the Congress authorize an additional $200 million 
for FNMA’s special- assistance functions. 

Senator SpaRKMAN. Mr. Scott, would you rather proceed through 
your statement before you are questioned? 

Mr. Scorr. Whichever you like. 

Senator SpaRKMAN. I would like to ask you this right there. 
You say, “Congress should direct that FNMA purchase special- 
assistance mortgages at not less than 99.”’ That is the law now. 

Mr. Scorr. That is right, but it expires this summer. 

SENATOR SPARKMAN. Oh, you mean just to continue it? 

Mr. Scott. Yes. To continue the same arrangement. 

Senator SpaARKMAN. I wondered if you were referring to any 
particular practice. If so, I wanted to find out what it was, whereby 
FNMA was not purchasing at 99. 

Mr. Scorr. No, sir. We did not mean to imply that, but it is 
our opinion that the program should be continued. 

Senator SpARKMAN. That the program should be continued? 

Mr. Scorr. Yes. 

Senator Sparkman. All right. Thank you. 

Mr. Scorr. The voluntary “home mor tgage credit program should 
be extended for an additional 3 years. 

We endorse the provisions of 5S. 1609, which provide for new ratios 
of loan to value of 96 percent of the first $10,000 of FHA appraised 
value, 85 percent of the next $6,000 of appraised value, and 70 percent 
of the value in excess of $16,000. These new ratios would apply to 
both new and existing construction except that where the house was 
not built under FHA inspection and is less than 1 year old, the above 
96 percent ratio of loan to value on the first $10,000 of appraised value 
would be reduced to 90 percent. These changes will further assist 
families of lower and moderate income toward homeownership. 

It is also recommended that the maximum insurable mortgage for 

single-family homes be increased from its present $20,000 to $25,000. 
Whe one considers the increase in housing costs since 1934, when a 
$16,000 limit prevailed, an increase to $25,000 is amply justified. 
Our association also recommends that the maximum mortgage for a 
2-family be increased to $27,500, to $30,000 for a 3-family, and that 
the;present $35,000 maximum for a 4-family be retained. 
}«We also recommend that the insurance to which a nonoccupant 
mortgagor is entitled, should be increased from 85 to 90 percent of 
that to which an owner-occupant would be entitled. This would 
materially assist in the operation of the FHA trade-in program. 

We oppose the enactment of S. 1633 which extends the benefits of 
section 221 to 4 additional groups, pegs the rate at 4 percent, and 
authorizes FNMA to support the program at par through its special 
assistance functions. 

This would divert this valuable program from its important renewal 
objective at the expense of the regular section 203 program. We also 
believe that the 4 4 percent interest rate is so far below the market as 
to preclude private participation in the provision of housing for the 
great majority of American families. 

The present anti- -mortgaging-out provision of FHA rental housing 
should be changed to require, that only the excess of the mortgage 
over the actual certified costs be remitted to the mortgagee, instead 
of the present “excess of the mortgage over the approved percentage 
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of actual costs.”” This proposed amendment would still preclude the 
possibility of windfalls. 

The present interest rate allowed by regulation on section 207 
rental housing is 4% percent, which is also the maximum statutory 
rate. The Congress should not retain this inflexibility in interest 
rates while the need for rental housing in our urban areas continues 
to mount. 

Our association endorses the urban renewal recommendation in 8. 
1609 which provides for an additional $175 million for Federal capital 
grant authorization for urban renewal. At the same time we urge 
the C ongress to emphasize the concepts of neighborhood conservation 

and rehabilitation, which we believe have been subordinated to the 
far costlier urban redevelopment or mass demolition approach. 

Also, we believe the Congress should make the workable program a 
meaningful one by requiring that such a program include appropriate 
minimum health, safety, and sanitary housing standards sufficient to 
meet the requirements of FHA section 220. Without this require- 
ment, communities are inclined to follow the line of least resistance 
and become eligible for advances, loans, and grants for complete 
urban redevelopment on the basis of a mere commitment for future 
action. It is paradoxical to insist on one standard of community 
responsibility for privately financed rehabilitation and new con- 
struction under section 220, and a less meaningful one for costly 
urban redevelopment. 

We also submit for the subcommittee’s consideration a preliminary 
analysis of the subcommittee staff report on income and housing 
which was issued on January 24, 1957. 

This concludes our summary, Mr, Chairman. 

We wish to thank you for the opportunity of appearing before you 
and presenting our views, and we will be very glad to answer any 
questions you may have. 

Senator SparKMANn. Thank you, Mr. Scott. 

Senator Capehart. 

Senator CaprHart. I would say you are not too far off. 

Mr. Scorr. Thank you, sir. 

Senator Caprnarr. I congratulate you on your statement. 

Mr. Scorr. Thank vou. 

Senator Caprenart. I cannot find much to quarrel with you about 
this morning, so I guess I will not say anything. 

Senator SparKMAN. That is the spirit of spring. Spring officially 
came into being vesterday. 

Senator Caprnart. I think it is a very good statement—very good. 

Senator SpARKMAN. Senator Ives. 

Senator Ives. I have no questions. 

Senator SparKMAN. I have 1 or 2 questions I want to ask you. 

With reference to S. 1633, you take exception to the fact that that 
bill would peg the rate at 4 percent on that type of mortgage, and 
you say that it is unrealistic; that it is so far below the market as to 
preclude private participation in the field of housing for the great 
majority of American families. You realize one of our fastest moving 
programs carries a 4-percent rate military housing. 

Mr. Scorr. Yes, sir. 

Senator SpARKMAN. Do you think that is unrealistic? 
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Mr. Scorr. Well, we feel that the military program is necessary 
to the security of the country and we feel it is more a military matter, 
really, than a housing matter. 

Mr. Wriuuiamson. | would like to offer this, Senator. In regard to 
the military housing program, I think that one could very easily con- 
clude that these mortgages are more like bonds because of the guar- 
anties that are attached to them. The 4-percent rate provinien a 

ood yield on that type of financing. I think it is a little different 
rom the normal interest rates attributable to the private residential 
market. 

Senator SpARKMAN. Yes. I think there is merit in what you say 
and, in fact, military housing is the most heavily guaranteed of any 
housing program, 1] suppose, unless you include the 100-percent 
guaranty policy which the Veterans’ Administration follows. That 
virtually is a 100-percent guaranty. 

Mr. Winuramson. Yes. 

Senator SPARKMAN. The way it is carried out, it amounts to that. 

Mr. Wituiamson. Yes. 

Senator SpARKMAN. But, as I say, the military housing program 
is really guaranteed three times. 

Mr. Wiuuiamson. That is right. 

Senator SPARKMAN. By insurance, by direct Government appropri- 
ations, and by the pledging of the rental allowances given to the men 
who live in the housing. 

Mr. Scorr. It is also free from mortgage servicing too, Senator, 
which means the 4 percent is a net yield. There is no servicing 
allowance. 

Senator SPARKMAN. I want to say that I think your statement as a 
whole is very good. I think there are some places where you perhaps 
overlooked some of the realities, if we are to have housing in which 
all of the people may have an opportunity to share. I think you 
know that is the reason why I introduced 5. 1633, in an effort to get 
housing built by the homebuilders of this country and the developers 
of our real estate, so that people in the lower income, the middle- 
income brackets, may be able to afford it. 

By the way, you know, of course, that the great mass market of 
housing lies in that field today. 

Mr. Scorr. Senator, we find it hard to agree that it is necessary or 
desirable that everyone in this country should live in a brandnew 
house. 

Senator SpARKMAN. I have never contended that, but I do contend 
that they ought to have the opportunity, if they want to do so. 

Mr. Scorr. I think they would have ample opportunity to buy 
good, used housing if we had a flexible interest rate that was realistic 
and that would provide money for mortgage financing. 

Senator SpaARKMAN. I do not see why we should say that a newly 
married couple just starting out with a reasonable income of $5,000 
or $6,000 ought not to have a chance to buy a house that they can 
afford, if they want to do so. 

Mr. Scorr. I think that they can right now. The thing that is 
standing in the way is the 

Senator SpaRKMAN. I think FHA testified that the average mortgage 
last year was $13,400, if I remember correctly, and I do know that the 
president of the National Association of Home Builders said in 
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Chicago, where he made a statement that I have been greatly con- 
cerned with, ‘The day of the house of less than $15,000 in cost is 
virtually a thing of the past.” 

I think we ought to be concerned with that, and we ought to do 
all we can to make certain that that is not true. 

Mr. Scorr. Senator, you cannot cure that with cheap mortgage 
money. That is the result of the cost of material and the cost of labor 
today. That is the reason for the high price of housing. 

Senator SPARKMAN. I am not saying it is not the reason for the 
high-priced housing, but we know that lower cost housing must be 
built, and we have seen examples of it, and know a great deal of it 
is being built. There was a gentleman who testified before our 
committee the other day who built 900 houses across the river here 
They were on the market at $8,150. So it can be done. 

I say we ought to help to lend such incentive as we can to builders 
to build a lot of that type of housing. 

Mr. Scott. Well, at the 4-percent interest rate 

Senator SpARKMAN. So that we can get housing that ean be 
marketed. 

Mr. Scott. We would have to anticipate that the Government 
would support the program for a very long time at that rate. 

Senator SpARKMAN. It is providing for a special assistance program. 

Mr. Scorr. I wonder how far it would go. About 25,000 people 
at most would be housed by this 4 percent interest rate program. 

Senator SPARKMAN. For the starting vear. 

Mr. Scort. Well, that is a very small fraction of the total demand. 

Senator SPARKMAN. Certainly it is, but at least it is better than 
none at all. 

Would vou recommend a larger number than that to start with? 

Mr. Scorr. No; because we do not think it is necessary. We think 
it is possible to finance the homes that people want to buy with a 
flexible interest rate that will properly reflect the price of money. 

Mr. Wiu1amson. I wanted to offer one thing: Mr. Scott said that 
there is a tendency to be preoccupied with new construction—the 
cost of new construction to families of average income—and I do not 
think we give enough weight to the tremendous inventory of existing 
housing, or the constant shifting of people, as their incomes increase, 
to better housing, thus releasing good existing housing. Even in vour 
bill, Senator, persons of moderate income are defined as families which 
cannot afford to rent new construction. I think that that omits the 
fact that there are people of moderate income who can afford to rent 
existing housing or could afford to buy existing housing. I think your 
definition of people of moderate income is much too narrow. 

Senator SpARKMAN. My concept of an all-around housing program 
supported by the Federal Government is that it ought to be one where 
all segments of our economy might have an opportunity to share. I 
do not mean by that that everyone is going to be able to get one. 
Of course not. However, I do believe that the middle-income group 
is entitled to consideration, and that we ought to shape our legisla- 
tion so as to try to reach that segment of the economy. 

I do not believe that the Federal Government is justified in support- 
ing a housing program that overlooks a great part of our people, and 
certainly a great part of our people are in that middle-income bracket. 

Senator Caprnart. Will the Senator yield? 
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Senator SPARKMAN. Yes, Senator Capehart. 

Senator CarrHart. Maybe I do not understand this. We would 
be delighted today, would we not, if somebody would build a $6,000 
or $7,000 house? 

Senator SPARKMAN. Yes, sir. 

Senator CAPEHART. And the Government would finance it and buy 
or guarantee the mortgages? 

Senator SPARKMAN. I do not know. We had a case in which FNMA, 
along the lines of the criticism Mr. Scott made, was so selective in 
buying mortgages that they turned down these 900 houses right here 
across the river, although they had met all of the specifications. They 
were denied because FNMA said they could get better security for 
their money. 

Mr. Scort. That is the result of their husbanding of their resources. 

Senator SparKMAN. But that is in line with the criticism you made 
of the highly selective criteria used. 

Mr. Scorr. I think it would be vitiated if they had been given 
the funds to do the job they are capable of doing. 

Senator SparkMAN. Do you think that we ought to give FNMA 
additional capital to enable the agency to operate? 

Mr. Scorr. We do. 

Senator SpARKMAN. And do vou think if we build this up to the 
$100 million requested bv the administration, it would be sufiicient? 

Mr. Scorr. I think it would take them possibly to the end of 1957. 

Senator SparkMAN. For the secondary operation. 

Mr. Scorr. They have been buying at the rate of about $30 million 
a week, or somewhere in the neighborhood of $120 million to $130 
million a month, so an additional $1 billion would carry them probably 
through this vear. 

Senator SPARKMAN. Do vou believe in the hope expressed by some 
that perhaps after a few more months the money market may ease? 

Mr. Scorr. We are very hopeful of that. 

Senator SPARKMAN. I notice Mr. Martin, testifying before this 
committee the day before vesterday, said he didn’t see any signs. 
I was not here when he testified, but as I read it in the paper he would 
not forecast that anything such as that would happen at all. 

Mr. Scorr. I think all we can say is, there are indications. There 
is no guarantee money is going to a plentiful, and I do not 
think it will become abundant during 1957, but I think it will ease 
somewhat, beginning in the summer. 

Senator SpPARKMAN. My own hope had been that the heavy con- 
struction, the industrial construction, might taper off and give up 
some of the money that it has been absorbing; but I noticed the 
latest reports are it is stepping up instead of slowing down. There- 
fore, it seems to me that that might be a sign of even tighter money. 

Mr. Scorr. It is entirely possible. 

Senator SPARKMAN. Senator Clark, do you care to ask any ques- 
tions? 

Senator Crark. I regret I came in too late, Mr. Chairman. 

Senator SPARKMAN. [| <new vou had just come in. 

Are there any questions by the staff? 

Mr. Carrer. I have one question. 

Mr. Scott, I notice vou opposed using the NSLI funds and you 
assigned as a reason for that opposition that that money is not in 
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being, and the Treasury would have to go into an already tight 
market to borrow. But in the following paragraph you advocate 
the use of $100 million in preferred stock for the Treasury to increase 
FN MA’s borrowing ability. 

Is it not true you also have to go into an already tight-money 
market to get that money? 

Mr. Wixuramson. Not the $100 million that the Treasury would 
use, or that FNMA would use to purchase for itself preferred stock 
to issue to the Treasury. That would not require the Treasury to 
go into the market to borrow new money. If the NSLI fund were 
used it would very probably be exhausted in 1 year, in purchasing 
VA-guaranteed mortgages above the market. That would mean in 
the next 12 months’ period, in our opinion, the Treasury would have 
to go into the market and borrow a new $1 billion, which I think 
would have quite an impact on the money market. 

Mr. Carrer. But when you increase the preferred stock which the 
Treasury holds, all you do is increase the borrowing authority of 
FNMA. FNMA gets its funds by going into the private market; 
does it not? 

Mr. Wiuuramson. That is right. 

Mr. Carrer. In an amount 10 times that of the preferred stock? 

Mr. Wiuuramson. That is right, but it goes into a free market, and 
we are assuming it will pay what the market requires. 

Mr. Carrer. Would not the Treasury guarantee those? 

Mr. Wixturamson. Of course. Let us sav it would aggravate the 
existing situation. We think that it would be far more desirable for 
FNMA to borrow the money and buy mortgages with it at a realistic 
interest rate than for the Treasury to borrow $1 billion in order to 
support a sagging market. We do not think that the result of bor- 
rowing that money is justified by the results that would be gained. 

Mr. Scort. I think our principal objection, though, is the fact that 
it anticipates the use of trust funds for the purchase of paper which is 
not worth the price paid for that paper. By buying at par loans 
which have a value substantially below par, you would be using trust 
funds in what we think is an improper way. 

Mr. Carter. The VA loan is worth 100 cents on the dollar. Is 
that not right? 

Mr. Scorr. If you hold it long enough—25 or 30 years—it is. Yes, 

Mr. Carter. It is worth 100 cents on the dollar. 

Mr. Scorr. But as long as it remains in the portfolio, it does not 
have book value. 

Senator SPARKMAN. Let me interject this at that point: I think 
that is a fallacious psychology we have developed. I am talking 
from a practical standpoint. I say that because here is a mortgage 
which thé United States Government guarantees at 100 cents on the 
dollar. I just cannot see how, from a practical standpoint, we can 
argue that that mortgage is worth less than 100 cents on the dollar. 
I realize there is a difference in the return on the money, but let us 
remember that the money that goes into that fund represents money 
paid in by veterans into the same agency that is handling both the 
insurance funds and the mortgages, and that agency is charged with 
investing that money in safe securities. They are investing it in 
Treasury bonds at 3 percent. Thev can invest it in the mortgages 
for which they are responsible, 100 cents on the dollar, at 4% percent. 
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It seems to me it would be good business to do it. 

Senator Capenarr. Why do you not make the same argument for 
the social-security funds, and all other obligations? 

Senator SPARKMAN. Because social-security funds are paid in by 
everybody, and are paid into an entirely different agency. These 
are funds paid in by the veterans themselves, and into an agency 
that is responsible for investing that money. 

Mr. Wituramson. Senator, the Secretary of the Treasury exercises 
a fiduciary responsibility for over 5 million policy holders of NSLI. 
At most, the $1 billion used here would benefit about 2 percent of 
those. If the Secretary of the Treasury were permitted to use these 
trust funds to go into the market and buy something in excess of its 
market value, then we are saying that the United States in exercising 
a fiduciary responsibility has a lesser degree of responsibility than 2 
private trust fund; because I don’t think a private trust fund could 
go into the market and buy mortgages priced in the market at 90, 
and pay par for them. I think they would be hauled into court for 
violation of their trusteeship. 

Mr. Carter. Do you not advocate that FNMA buy special 
assistance mortgages at 99? 

Mr. Wiuuramson. That is a little different, because the United 
States Government can take millions of dollars and, if it is the policy 
of the Congress, it can give it for specific purposes. 

Senator SparkKMAN. Can we not handle these funds in the same 
way? 

Mr. Wiiuramson. No. I think this is a trust fund and a little 
different from appropriated money. 

Senator Sparkmsn. You say the Secretary of the Treasury exercises 
a fiduciary responsibility. I thought the Veterans’ Administration 
was the one. 

Mr. Wiuuiamson. | am sorry. The trustee; the trustee of the 
fund. 

Senator CLark Mr. Chairman. 

Senator SpaARKMSN. Senator Clark? 

Senator CLark. Mr. Scott, I would like to make a comment and 
then see if you do not agree with it. In my opinion, if we adopt the 
recommendations which you just made we might as well give up all 
hope of providing new housing in the foreseeable future for veterans, 
elderly people, minority groups, and others who have annual family 
incomes of $6,500 a year of less, until the tight money market eases. 

Mr. Scorr. No, Senator. We cannot agree with that. As a 
matter of fact, the bulk of the buying today is being done by people 
such as you described. They are the very people who are our best 
customers. 

Senator CLrark. Do you have any statistics to support that? 

Mr. Scorr. We can send them to you. 

(The data requested follows:) 

The following information is excerpted from the Federal Housing Administra- 
tion’s analysis of Mortgagor’s Income Characteristics covering the single-family 
home-mortgage program, section 203, which appears in the Ninth Annual Report 
of the Housing and Home Finance Agency: 

“Annual effective incomes for most of the occupant-mortgagors—64 percent 
of the new-home and 61 percent of the existing-home buyers—were in a range 


from $4,000 to $6,999 (before taxes). * * * About one-ninth of both the new- 
and existing-home mortgagors had incomes of less than $4,000 (p. 184). 
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“This group of new-home buyers [those with effective monthly incomes of 
$450 to $499] paid an average sale price of $12,161 for a 5-room home containing 
1,046 square feet. Total transaction requirements—sale price plus closing costs 
of $250—averaged $12,411” (p. 185). 

Since this average approaches the median, it follows that some of these families 
with incomes of $6,000 a year purchased homes which were valued at more than 
$12,411, indicating that ownership of a $16,000 home is within the reach of families 
with annual incomes of $6,500. 

A special study of GI home loans guaranteed by the Veterans’ Administration 
in 1954 and 1955 reveals that the median annual income of veteran purchasers 
was $5,925.60 and they purchased, with downpayments, new homes with a 
median price of $13,207. Updated figures on this particular study will be avail- 
able in approximately 1 month, but preliminary findings show that there will 
be no substantial changes. 

Detailed statistical analysis of the correlations between incomes of FHA 
mortgagors and value of property purchased may be found on pages 179 through 
205 of the Ninth Annual Report of the Housing and Home Finance Agency. 

Senator Cirark. I would be very happy to see them because my 
information is quite to the contrary. 

Mr. Scort. The typical VA-insured mortgage loan was on a house 
for a sales price in the neighborhood of $13,400. The FHA median 
sales price was approximately $13,700. 

Senator Dove.as. Just a minute. We had testimony yesterday 
that that included used houses. For new houses the average was 
around $16,000. ’ 

Senator Ciark. I said ‘‘new houses” in my question. 

Mr. Scorr. Of course, this presupposes everyone in that category 
must be housed in brandnew housing, and we do not subscribe to that. 

Senator CLtarK. It does not presuppose anything like that. I 
asked you the question if you would not leave these groups out of the 
new-housing market. We are not presupposing anything. You said 
we were not leaving them out and I asked you to give me evidence 
that my statement is not correct. ' 

Mr. Scort. If the figure of $16,000 is used for the average mortgage, 
when you consider there are very many homes sold at forty, fifty, 
and up to one hundred thousand dollars, then there are obviously a 
great many houses sold in the eight, nine, ten, and eleven thousand 
dollar price class—brandnew houses. 

Senator Crark. Do you think a family unit with an income of 
$6,500 a year can afford a $16,000 house? 

Mr. Scort. Yes, sir. They can and they do. We sell them every 
day. 

Senator Doveias. Did you say this is a person with a $4,000 
income who can afford a $16,000 home? 

Mr. Scorr. No, Senator Douglas. $6,500 annual income. 

Senator Dovauas. Is not the normal figure 2 times annual income? 

Mr. Scorr. Yes. That is approximately right. That would mean 
$16,000 or $17,000 would be the proper price. 

Senator’ Dovetas. What about a $5,000 income? 

Mr. Scorr. They could buy a house for $12,500 or $13,000. 

Senator Doveias. How many such houses are now available? 

Mr. Scorr. Oh, there are a lot of them. — 

Senator Capenart. Mr. Chairman, there is a lot of housing being 
built for $8,800 and $9,600. 

Mr. Scorr. There certainly is. 

Senator Capenart. And prefabricated houses even lower than 
that. I do not get the relationship between the colloquy here and 
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the price of houses, because if the man wants a $16,000 house, let him 
buy it; or if it is a $13,500 house, let him buy it; or a $8,800 house, 
or a prefabricated house. 

Mr. Scorr. I think the best proof, Senator, is that the VA has 
insured mortgages for people in that price or income class to buy 
houses in that price range. So has the FHA, and there have been 
relatively no defaults on either VA or FHA loans. 

Senator Capenart. I do not follow the reasoning. There are 
houses being built to sell for $8,800, are there not, and some pre- 
fabricated houses for less than that? 

Mr. Scott. That is right. 

Senator Capenart. There are houses for 9, 10, 11, 12, 15, 20, 25, 
30, 40, 50, 75 and 100 thousand dollars, and FHA and VA will and 
do finance all of them, do they not, except the expensive houses I 
mentioned? 

Mr. Scorr. We find that the demand today is working up. As a 
matter of fact, the builder has a better market in the thirteen-, 
fourteen-, and fifteen-thousand-dollar price range than in the nine- 
and ten-thousand-dollar price range. 

Senator CaprnartT. That is my point. I do not follow the re- 
rationship between the price and what we are trying to do. Maybe 
I miss the point. 

Senator Crar k. Mr. Chairman. Senator, could I do my best to 
enlighten you? 

Senator Carenart. I would love to be enlightened. I do not 
follow it at all. 

Senator Cuark. It is my considered opinion, for what it is worth, 
based to some extent on my previous experience, that there is a crying 
need, particularly in many of our larger metropolitan areas, for re- 
placement housing for the 75 percent “of our American families who 
have annual incomes of $6,500 a year or wes and that that need is 
not now being met. One of the reasons why it is not being met is the 
heavy cost of financ ing due to the present tight money polic: v. 

I understand Mr. Scott does not agree with my contention. | 
would not expect him to. 

Senator Carpenart. Would the Senator vield? Is it the cost of 
financing, or the actual cost of materials and labor that goes into the 
houses? 

Senator CLark. It is both. 

Senator Capenart. Or both? 

Senator Cuark. It is both, 

Senator Capenart. Well, what are you going to do about it? 

Senator CLarKk. Senator Sparkman has already introduced a. bill 
which would help to remedy that situation. 

Senator CaprHart. He has introduced a_ bill—— 

Senator CLark. Will you let me finish my statement? 

Senator CaprHart. Yes. 

Senator CLark. Senator Sparkman has already introduced a bill, 
and I hope to introduce another bill, and I hope we will have further 
hearings and testimony on those measures. Both pieces of legislation 
are intended to remedy this condition. 

Senator Capenart. His bill would limit the interest rate to 4 
percent? 

Senator CLtark. That is right. 
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Senator CapEHART. Of course, if we could sell and finance houses 
at 4 percent I would be the most happy fellow in the world, and I 
am sure you would; but that would only help in respect to the interest 
rate. What are you going to do about it in respect to the cost of the 
materials and labor that go into it? 

Senator CuarKk. I think the Senator from Alabama and I would be 
hopeful of persuading the Senator from Indiana that our proposition 
is feasible and that it will result in making available many houses 
that are not now available for moderate to low income families. 

Senator CapenArtT. I do not think there is any question about it 
if you want to subsidize and have the Federal Government go into 
the financing of houses. I think it is perfectly all right if that is what 
you want to do. 

Senator CLtarKk. That is exactly what I want to do. 

Senator Carenart. In other words, you want to begin to socialize 
and have the Federal Government subsidize the housing? 

Senator Ciark. “Socialize” is a nasty word, Senator. 

Senator CapeHart. What is a better term? 

Senator Ctark. May I finish my statement and then I will be 
happy to yield. 

Recator CapenaArt. What is a better term for it? 

Senator CLark. May I be allowed to finish? I would like to 
recognize the public interest in housing the same way we presently 
recognize it in public education. 

Senator Carenart. Then let us use the word “subsidize.” Would 
you agree that is what it attempts? 

Senator CLark. I would be very happy to use that word. 

Senator Caprenart. I do not care whether you use “subsidize’’ 
or “‘socialize.’”’ What vou are asking is the taxpayer to put X amount 
of money into X number of houses. Is that not right? 

Senator Ciark. That is exactly right, except that the money is 
loaned and hence the taxpayer gets it back, with interest, in the end. 

Senator Capenart. In order to reduce the cost to the purchaser. 

Senator CLark. Because of the social need which I believe to be 
critical. 

Senator Sparkman. May I remind the Senator from Pennsylvania 
that we have a big housing program today—and I mentioned it a 
while ago before you came in—that was sponsored, by the way, by 
the very able and distinguished Senator from Indiana—on military 
housing. That is private housing, and the interest rate is limited to 
4percent, If it is subsidy on the one hand, it is subsidy on the other. 
If the argument is made it is needed to meet the needs of the military 
I say that we need a program to meet the needs of the great masses 
of American people. 

Senator CLiark. I concur with the remarks made by the Senator 
from Alabama and would like to range myself on the side of the 
former Senator from Ohio, Robert A. Taft. 

Senator Dovatas. I do not like to join in this controversy again, 
and I do not like to bait my colleague from Indiana, with whom I 
have occasional passages at arms, but as he was delivering his very 
eloquent series of questions something came to my mind of the so- 
called Capehart housing for military personnel where the interest 
rate, I believe, is limited to 4 percent. 

Senator SpaRKMAN. That is the program to which I just referred. 
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Senator Dova.ias. You referred to it much more politely than I 
will. Special assistance funds of $200 million for the military had 
been set aside. Now I hear by the grapevine that this amount is 
being exhausted and that the military will shortly be before us and 
ask for another $100 million. 

Senator SpARKMAN. They already have. 

Senator Dovuetas. They have been. I will have to catch up then. 
And the 4 percent interest rate is to be continued. So I would say 
that it seems to make a great deal of difference whose ox is being 
gored and whose particular set of pets is being favored. 

Senator CarpeHart. Let me say this: I do not think there is any 
comparison at all between furnishing houses for the military, and as- 
sisting civilians, because you draft the boys into the service. You 
require that they be transferred from post to post, and you require 
they live within certain distances of the camps. You give them a 
rental allowance, and all anyone does when they try to compare the 
military housing with what we are doing here is merely succeed in 
being facetious and being funny. 

Senator Dovetas. Oh, no; I would never think of that. 

Senator CapeHart. Frankly, as far as I am concerned now, it does 
look ridiculous, but I accept it in the spirit in which you said it, 
because I know you wanted to be funny and facetious. But you 
know yourself, Senator Douglas, that there is no comparison. You 
know the need for military housing, and you know that these boys 
are drafted into the service and that the Government has a respon- 
sibility to house them. If they are single men and not married men 
the Government actually builds dormitories for them to live in. 
Today 80 percent of those boys are married and 20 percent are single. 
There is no comparison between the two. 

However, it is perfectly agreeable to me if you want to discontinue 
the whole thing. What I was trying to develop in respect to this 
matter is that you can either reduce the cost of these houses by reduc- 
ing the interest rate or reducing the labor and material that goes into 
it. The question is just how far do you want to put the Government 
into the housing business. Period. That is all. That is all there 
is to it. Just how much do you want to subsidize housing. Maybe 
there is a need for it. But, when you do it on any other basis than 
the free market, then you start to subsidize it. 

Senator CLark. While I did not object a moment ago to the use 
of the word “‘subsidize,’’ I would like to point out that what we are 
calling for, as a result of the Government’s getting its money back 
with interest, although not as high an interest rate as some would 
like to see, is an odd form of subsidy when you consider that you get 
your money back. 

Senator SpARKMAN. I would like to close with just this comment 
about the boys being drafted. I think it would be an interesting 
study to find out what percentage of those boys in there have already 
long ago served their draft time out and are now career people. As 
a matter of fact I am of the opinion that 90 percent, probably, of 
the Capehart housing—and I guess it is even higher than that—is 
occupied by career people in the servic e, and not draftees. So ] 
think we ought to drop that element out. 

Suppose we move to the next witness. Thank you very much, Mr. 
Scott and Mr. Williamson. 
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Mr. Scorr. Thank you, Mr. Chairman. 
(Mr. Scott’s prepared statement follows:) 


STATEMENT OF RosBeErt E. Scorr on BEHALF OF THE NATIONAL ASSOCIATION 
oF Reat Estate Boarps 


Mr. Chairman and members of the subcommittee, my name is Robert E. Scott, 
of Elizabeth, N. J. Iam a real estate broker, builder, and mortgage banker with 
more than 25 years’ experience in the field of real estate. I appear before this 
committee in behalf of the National Association of Real Estate Boards. 

The National Association of Real Estate Boards consists of more than 60,000 
realtors in 1,240 local real estate boards representing every State in the Union. 
Our association is the largest real estate organization in the United States. 

We appreciate very much this opportunity to present our views with respect 
to the several problems confronting the Congress and our industry in providing 
housing for our rapidly expanding population, and at the same time upgrading 
the standards of housing of the American people generally. We share with the 
members of this subcommittee our anxiety over the current scarcity of residential 
mortgage money. The search for means to bring about an adequate flow of 
mortgage money, without the periodic and geographical fluctuations which not 
too infrequently plague our industry, has long occupied the attention of the Na- 
tional Association of Real Estate Boards. We hope that the views set forth in 
this statement will assist the subcommittee in its deliberations. 

I want to take this opportunity to emphasize that the opinions expressed herein 
are not those of one individual nor those of a small group of persons, but they are 
those of a large cross-section of our more than 60,000 members who are working 
daily with many economic segments of the public in every section of the country. 

We shall cover various subjects pending before the subcommittee under their 
appropriate headings and refer to some of the bills which have been referred to 
the Committee on Banking and Currency. 


MORTGAGE CREDIT 


The subcommittee is, of course, aware of the several reasons which have been 
advanced for the current scarcity of mortgage money, and we doubt the necessity 
for reviewing here the several arguments as to where lies the blame for the present 
dearth of mortgage money. While our industry shares the responsibility for 
providing housing for a wider segment of the American people, we also must 
assume, along with all other citizens, the responsibility for insuring that this 
specific objective is accomplished within the area of a healthy economy. While 
we seek an increase in the flow of money into our segment of the economy, we also 
wish to avoid any stimulant which might generate a dangerous economic trend as 
its direct consequence. Also, while we seek for this industry a larger share of the 
available supply of money, we would view with grave concern any proposal for 
governmental rationing of credit to accomplish this purpose. 

However, we believe that there are ways to increase the flow of money into the 
housing industry within the framework of a healthy economy. These proposals 
have as their underlying premise the improvement of the competitive position of 
the residential mortgage in attracting the savings of the American people. Here 
specifically is what we have in mind. 


Interest rates 

Probably the most important element in weighing the competitive position of 
the market for FHA-insured and VA-guaranteed mortgages is the relationship of 
the maximum permissible interest rates on such loans with the interest rate struc- 
ture in the financial market. 

The crisis in which FHA and VA loans found themselves beginning in mid-1956 
was relieved a little by the December 4, 1956, increase in the FHA interest rate 
to 5 percent, but aggravated by the subsequent rejection by the House Veterans’ 
Affairs Committee of a proposal to increase the VA rate from 44% to 5 percent. 

The FHA and VA programs are the mediums through which homeownership has 
come to a wider segment of the American people than otherwise would have been 
possible. We believe that the objectives of these two programs are circumvented 
by freezing the rates at levels which do not attract the savings of our people. A 
submarket interest rate gives rise to the discount as a yield balancing factor, and 
as discounts increase Government insured and guaranteed loans become less 
acceptable to the investment market. We sincerely believe that the maintenance 
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of an unrealistic interest rate ceiling, whether by administrative or legislative 
control, is symptomatic of a concern for the consumer which is self-defeating. 

We urge the subcommittee to consider the enactment of some formula which 
would permit the administrative adjustment, upward or downward, of FHA and 
VA rates in accordance with parallel trends in the money market. Our associa- 
tion proposes such a formula today as we did in 1954 and again in 1956 before 
the Banking and Currency Committees of the Senate and House of Representa- 
tives. This formula would direct an administrative board, appointed by the 
President from among the heads of Government agencies and industries con- 
cerned, to meet from time to time, and not less than semiannually, and to make 
periodic adjustments of the maximum permissible interest rate on FHA and VA 
joans that will insure an adequate flow of mortgage money into these types of 
loans, provided that such rate should not exceed by 2 points the average yield, 
for the 6 months immediately preceding such determination, of Government 
obligations having a remaining maturity of 15 or more years. We want to 
emphasize that this formula will provide a maximum statutory rate and not 
necessarily the maximum permissible rate. A similar formula was recommended 
by the President’s Advisory Committee on Housing Policies and Programs in 1953 
and by the administration in 1954. 


Discounts 


I have referred briefly to the problem of discounts, a problem which will be 
solved or at least minimized only by an interest rate structure which is more 
responsive to the market forces. 8S. 88 and 8. 89, introduced by Senator Hum- 
phrey, and pending before the committee would reimpose a control over discounts 
similar to that contained in the Housing Act of 1950 but subsequently repealed 
by the Congress. We must assume that this proposal is motivated by an objective 
common to all legislation on this subject, and that is to assure a more adequate 
flow of mortgage money into the FHA and VA sectors of the market. It is 
difficult to comprehend how this control over discounts could result in anything 
but a drying up of what little funds would otherwise be available in many areas 
for FHA and VA financing. Control over discounts compounds rather than re- 
solves the problem generated by insistence on an interest rate which is not 
responsive to the influences of the market. Such control is as unrealistic and 
impractical as a requirement that long-term Government bonds could not be 
discounted regardless of the situation in the general money market. We strongly 
urge that the subcommittee reject such control over discounts as contemplated 
by these two bills. 


USE OF NSLI FUNDS TO PURCHASE VA-GUARANTEED LOANS 


S. 88 and 8. 89 would also authorize the Secretary of the Treasury to divert 
$1 billion of the national service life insurance fund to purchase VA-guaranteed 
loans “in order to stabilize the price at which such loans generally will be salable 
to investors.” SS. 726 by Senator Johnson and several cosponsors would use 
these trust funds for direct loans to veterans. 

The NSLI trust fund is invested in Government obligations. The diverting 
of a portion of this reserve for the purchase of VA-guaranteed home loans or for 
direct loans would require the Treasury to borrow the money to replace the 
withdrawals for this purpose, thereby further aggravating the management of 
the public debt which now imposes a more than $7 billion per annum interest 
charge on the American people. 

8. 88 and 8. 89 provide that VA home loans would be purchased at a price not 
less than par. This raises the additional question as to whether the Secretary of 
the Treasury, acting in a fiduciary capacity, should use trust funds for the purchase 
of mortgages at prices above market value. 

We are pleased to note that the House Veterans’ Affairs Committee on February 
20, 1957, rejected a similar proposal for the use of NSLI funds. We strongly urge 
the subcommittee not to include such proposals as contained in 8. 88, 8S. 89 and 
S. 726 in the housing legislation which is now taking shape. 


FEDERAL NATIONAL MORTGAGE ASSOCIATION 


Secondary market operations 


Increase in borrowing authority.—The scarcity of mortgage money during the 
past 9 months for FHA-insured and VA-guaranteed mortgages has placed a 
great burden on FNMA’s secondary market operations, and has more than 








328 HOUSING AMENDMENTS OF 1957 


justified the actions of the Congress in 1954 in revising the agency’s charter so 
that it might truly function as a secondary market for these mortgages. 

The FNMA Charter Act of 1954 provided a capital structure of $92.8 million 
in the form of preferred stock held by the Treasury. In addition, FNMA was 
authorized to issue debentures to the public in an amount not to exceed 10 times 
its capital, surplus, reserves, and undistributed earnings. The initial capitali- 
zation, augmented by private capital-stock subscriptions of almost $17 million 
as of February 15, 1957, has given the secondary market operations a maximum 
borrowing authority of approximately $1.1 billion. 

The tight mortgage money market has placed a considerable burden on FN MA, 
Its monthly purchases have continued to increase from $65.4 million during 
October 1956 to $126.7 million during February 1957. At the same time, the 
relative scarcity of mortgage money has precluded FN MA from selling any sub- 
stantial number of mortgages from its portfolio thereby imposing a further burden 
on its borrowing authority. 

The Congress recently enacted legislation to authorize FN MA to issue an addi- 
tional $50 million in preferred stock to the Treasury which increases the agency’s 
borrowing authority by an additional $500 million. However, this is admittedly 
an interim measure and the Congress should approve an increase of at least an 
additional $100 million in preferred stock to be issued to the Treasury which would 
give FNMA an additional $1 billion in borrowing aurhority. We believe that 
this additional borrowing authority will be sufficient to continue the secondary 
market operation at its current. level of operations until the end of 1957 by which 
time we are hopeful that the present tight condition of the mortgage market will 
ease, 

We are particularly desirous of an adequate increase in FN MA’s borrowing 
authority because the recent pressure on FN MA’s resources has made it necessary 
for the agency to husband its dwindling resources by the application of restrictive 
requirements. On November 23, 1956, FNMA announced that it would no longer 
purchase FHA-insured and VA-guaranteed mortgages which were originated more 
than 4 months prior to their offer for sale to FN MA, thereby eliminating from its 
operation the most essential function of a true secondary market. In addition, 
and having more direct effect on the market for mortgages on existing homes, 
FN MA regional offices have proved more and more selective in the types of mort- 
gages which they will purchase. For example, mortgages on homes older than 10 
years or having a floor area of less than 950 square feet have been rejected for pur- 
chase by FNMA as regional offices, sensing the nearness of FN MA’s borrowing 
limit, endeavor to stretch out their limited funds. 

We respectfully call the subcommittee’s attention to the statement filed with 
the subcommittee by H. Walter Graves, chairman of the realtors’ Washington 
committee on February 6, 1957, in regard to this subject of additional borrowing 
authority for FNMA. 

At this point we want to emphasize that, in our opinion, it was not the intention 
of the Congress that F NMA gear its operations primarily to the new construction 
market. Yet we fear that FN MA’s criteria for determining which loans it will 
purchase do not reflect the congressional intent that the secondary market is 
equally applicable to both new and existing housing. We urge the subcom- 
mittee to include in its report appropriate language underscoring the intent 
of Congress that FNMA’s secondary market facilities are available to the exist- 
ing house market on an equal basis with new construction, 

Notwithstanding the recent increase of $500 million in FNMA’s borrowing 
authority, should FNMA continue to purchase mortgages at a monthly rate of 
$126 million, there is little doubt that by next July the agency will again be 
forced to husband its resources by reimposing the types of restrictions to which 
we have already referred and which react against the existing house market. 
Thus, an authorization of less than an additional $100 million in preferred stock, 
will continue rather than resolve the uncertainties which are hindering FNMA 
in functioning as an effective secondary market. 

We strongly urge the subcommittee to minimize the chances of a recurring 
crisis in FN MA’s operations during the latter part of the year when the Congress 
is not in session, by authorizing the issuance of at least $100 million in preferred 
stock which would increase FNMA’s borrowing authority by an additional $1 
billion. The Treasury backstop provisions ‘should be increased proportionately. 

Maximum mortgage limit——We also recommend that the present $15,000 
maximum limit on FHA-insured and VA-guaranteed mortgages be repealed and 
that FNMA impose only such maximums as are applicable to the FHA and VA 
programs, 
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FN MA’s secondary market operations are conducted in accordance with sound 
business principles completely void of any Federal subsidy. We fail to note any 
justification for directing its activity to a limited sector of the FHA or VA market. 
It is our opinion that so long as there is authority for the FHA and VA to insure 
or guarantee a mortgage in excess of $15,000 there is no basis for limiting FNMA 
operations to mortgages of this amount or less. 

Standby advance commitments.—The sale of existing housing under the FHA 

and VA programs would also be stimulated by an amendment to section 304 (a) 
of the National Housing Act which provides for standby advance commitments 
by FNMA as follows: 
“to purchase mortgages in secondary market operations * * * at prices which 
are sufficient to facilitate advance planning of home construction, but which are 
sufiiciently below the price then offered by the Association for immediate purchase 
to prevent excessive sales to the Association pursuant to such commitments.” 

We recommend that the words “sufficient to facilitate advance planning of 
home construction”? be deleted from this section in order that these standby 
advance commitments might apply to both new construction and the used house. 
FNMA could apply a shorter commitment period for the used house and, by 
fixing the price below the market, would preclude the use of its secondary market 
operations as a source for primary lending, Such an amendment would materially 
assist in the sale of used housing which inventory we must concede is the greater 
source for the housing of low and average income families, 


Mortgage discount operations 

While we believe that the above recommendations will more materially assist 
FN MA in fulfilling its statutory objectives, we feel that FNMA will not reach its 
maximum potential in serving as a backstop to private enterprise in the leveling 
out of peaks and valleys in the supply of necessary mortgage credit until its 
present limited mortgage warehousing procedure is substantilly modified. 

Just as the Federal Reserve Systen has provided stability in the field of com- 
mercial banking, and the Federal Home Loan Bank System has assisted insti- 
tutions such as savings and loan associations, savings banks, and insurance 
companies in discharging their public responsibilities, we feel that a mortgage 
discount operation in FNMA is essential to insuring a continuous and adequate 
supply of FHA and VA mortgage financing to meet the housing needs of the 
American people. 

Such an operation could and should be established within the framework of 
FNMA, in such a way as to preclude competition with private sources of home 
mortgage funds and with the further advantage of continuing the praiseworthy 
objective of converting FNMA to private ownership. 

The present FNMA warehousing arrangement is providing a source of standby 
commitments and interim financing for a very limited section of the country, in 
that more than 40 percent of its activity is confined to three States, i. e., Cali- 
fornia, Michigan, and Texas. 

We commend to your favorable consideration a plan whereby FNMA would 
be empowered to make temporary loans to mortgage lenders who are FHA- 
approved mortgagees on the security of any FHA-insured or VA-guaranteed loan, 
subject to the following conditions: 

(1) Only those FHA-approved lenders subscribing to a minimum of $5,000 in 
FNMA capital stock would be eligible to ‘‘warehouse”’ (or discount) FHA or VA 
mortgages with FNMA. 

(2) The maximum dollar amount of warehouse capacity would be restricted to 
40 times the dollar amount of capital stock held by the lender. 

(3) The lender would be required to purchase additional FNMA capital stock 
to the extent of 1 percent of the principal balance of each mortgage tendered 
security for a loan, and such 1 percent capital stock would be nonrefundable, and 
could not be reused as a base for future transactions upon repayment of the loan. 

(4) The maximum amount which any lender might borrow on the security of 
any mortgage offered would be limited to 95 percent of the unpaid principal 
balance due on the mortgage. 

(5) The interest rate on the borrowing from FNMA would be the rate of 
interest on the FHA or VA mortgage offered as security. 

(6) Upon repayment of the borrowing, the lender would pay to FNMA the 
balance due on his borrowing, less any payments on account of principal, plus 
accumulated interest to the date of payoff. 

(7) Each borrowing from FNMA would be subject to full recourse, and a 
lender’s failure to refund any borrowing at the expiration of a 12-month term 
would result in transfer of the security to FNMA. 
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Here is how the plan would work: 

The ABC mortgage company, an FHA-approved lender, is active in the origi- 

nation of FHA and VA loans. Its private warehouse facilities are suds lenly cur- 
tailed or cut off because of a temporary shortage of funds brought about by 
abnormal demand in the capital market. 

ABC could purchase $5,000 worth of FNMA capital stock and thereby obtain 
a $200,000 line of credit for the warehousing of FHA and VA loans. ABC closes 
with its own funds a $10,000 GI mortgage and delivers the title papers and 
accompanying exhibits to FNMA, together with ABC’s check for $100 (1 percent 
for purchase of additional capital stock. FNMA would credit the ABC account 
with not to exceed $9,500. Within the 12-month warehousing period ABC finds 
a permanent investor for the GI loan at an acceptable price, obtains the return 
of the mortgage papers for delivery to the permanent investor upon the execution 
of a trust receipt. The permanent investor pays ABC for the loan, and ABO 
discharges its obligation to FNMA by refunding the $9,500 borrowing less any 
payments previously made on account of principal, with accumulated interest 
the rate then applicable to the particular loan. 

ABC would retain the original $5,000 in capital stock and the $100 in additi: 
capital stock and would have a continuing line of $200,000 i in mortgage ware she 
ing credit. ABC could, of course, purchase more than %. 000 in capital tock 
and thereby increase its line of credit by 40 times the value of each share purchased. 

We are confident that this proposal would accomplish the twofold objective of 
insuring an even flow of pothe-morieaae funds without cost to the taxpayers and 
providing a medium for the orderly and expeditious transfer of all FNMA st 
to private ownership. 

Special assistance 

In 1954 the National Association of Real Estate Boards endorsed the pro; 
subsequently enacted into law which provided for a special-assistance operati 
within the framework of the Federal National Mortgage Association, whi 
operation would be separate and distinct from its secondary-market functions 

We reiterate our endorsement of such special-assistance operation because we 
believe initial assistance to such programs as housing for the elderly, section 213 
(cooperatives), section 220 (urban renewal), and section 221 (relocation) out- 
weigh the fundamental disadvantage of using Treasury money to support these 
types of mortgages new to the market. Because this special-assistance operation 
should be one of assistance to such programs until the marketability of their obli- 
gations is established. we believe that such mortgages should be purchased at a 
price not less than 99. 

The important urban renewal sections 220 and 221 programs are just 
underway, and we recommend that adequate funds be made aan inder 
FN MA’s special- assistance provisions to assist these programs. We believe tl 
an additional $200 million to FNMA’s present special-assistance sas ization 
would be adequate for this purpose, and we recommend such provision in the 
housing bill to be reported by this subcommittee. 

However, we strongly urge the subcommittee to avoid extending the u 
FN MA’s special-assistance operations to the normal FHA section 203 and 
section 501 operations because of the current—and, we believe, temporary g 
market conditions. The emergency confronting the FHA and VA sectors of tl 
market stem from the poor competitive position of these programs a 
higher interest rate market. The use of vast sums of Treasury money to supply 
this deficiency will necessitate an increase in Treasury borrowings thereby further 
aggrevating the money market and building up additional pressures against 
already straining interest rate structure. 

We respectfully suggest that having found the cause of the scarcity of FHA and 
VA money, we proceed to treat the cause rather than provide temporary relief 
through the direct involvement of Treasury financing with its delayed but never- 
theless harmful effects on the national economy. 


VOLUNTARY HOME MORTGAGE CREDIT PROGRAM 


We strongly urge an extension of the voluntary home mortgage credit pr 


for an additional 3 years beyond its pre sent June 30, 1957, termination dat 

provided in 8S. 1609. The success of the FHA mortgage-insurance system as well 
as the veterans’ home-loan program in the final analysis must be measured by the 
extent of participation of private enterprise. The magnitude of Government 
expenditures and the public debt should preclude any possibility that Congress 
will make enough funds available to substitute direct loans for the present system 
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of insuring or guaranteeing private loans. We believe, therefore, that any role of 
government which encourages private enterprise, without subsidy, to fulfill its 
objectives should be nurtured and encouraged. The VHMCP represents almost 
the ideal in government-private enterprise cooperation. It has succeeded in 
bringing about the participation of private enterprise in areas where such par- 
ticipation had been almost nonexistent. It has brought about a reevaluation of 
the investment policies of many institutional investors—a result which may have 
far-reaching effects in correcting the geographical maldistribution of money for 
home-mortgage purposes. By the end of 1956 the VHMCP had succeeded in 
placing 3,480 loans insured by FHA and 22,035 loans for veterans who otherwise 
would have had to resort to direct loans from appropriated money or, in those non- 
eligible areas, abandon their home purchase plans. 

The national Association of Real Estate Boards at its recent convention ap- 
plauded the contribution the VI MCP has made in the public interest to the cause 
of homeownership, and adopted a resolution urging the Congress to extend the 
program for an additional 3 years. 


FEDERAL HOUSING ADMINISTRATION 
Sales housing 

We strongly endorse section 201 of the bill 8S. 1609 which would provide for a 
broad liberalization of the FHA ratios of loan to value on 1-to-4-family houses. 
The new maximum ratios of loan to value would be 96 percent of the first $10,000 
of appraised value, 85 percent of the next $6,000 of appraised value, and 70 per- 
cent of the value in excess of $16,000. These new ratios would apply to both 
new and existing construction except that where the house was not built under 
FHA inspection and is less than 1 year old, the above 96 percent ratio of loan to 
value on the first $10,000 of appraised value would be reduced to 90 percent. 

We believe that the reeommended changes merit favorable consideration by 
the Congress particularly at this time when we are approaching the end of at 
least the World War II phase of the veterans’ home-loan program. The veterans’ 
program has left an indelible stamp on the Nation’s approach to home financing. 
It may be said that the veterans’ program has blazed a path through which 
the FHA may now proceed to a greater fulfillment of its original objective of 
bringing the opportunities of homeownership to a wider segment of American 
families. The success of the VA program in bringing homeownership to almost 
5 million veterans has put to rest for all time the question as to whether it is 
economically feasible and socially desirable for a family to undertake home- 
ownership with little equity. 

We believe that the proposed changes in the FHA program will bring home- 
ownership within the reach of a wider segment of the American people and at 
the same time preserve the economic soundness of the mutual mortgage insurance 
system. We are attaching to this statement a table (appendix A) comparing 
the proposed changes with existing loan-to-value ratios. 

We also urge that the maximum insurable mortgage for single-family homes 
be increased from its present $20,000 to $25,000. When one considers the increase 
in housing costs since 1934, when a $16,000 limit prevailed, an increase to $25,000 
is amply justified. We also recommend that the maximum mortgage for a 
2-family home be increased to $27,500, for a 3-family residence to $30,000 and 
retaining the present maximum of $35,000 for a 4-family residence. 

Trade-in program 

The tremendous growth in homeownership during the past 10 years, coupled 
with a marked shift of low-income families into higher income groups, is resulting 
in a constant upgrading of the housing standards of the American people. The 
trade-in of a used house for a new one, or for a larger used house, is becoming 
more and more prevalent since the FHA inaugurated its trade-in program. This 
program permits builders, developers, or real-estate brokers to close in their own 
names a traded-in house with an FH A-insured mortgage not in excess of 85 per- 
cent of insurance to which an occupant-mortgagor would be entitled. 

We strongly urge that section 203 be amended to increase the maximum mort- 
gage for the nonoccupant mortgagor from the present 85 percent to 90 percent. 
This will help the trade-in program and at the same time require sufficient cash 
equity on the part of the nonoceupant mortgagor. 

S. 1633.—We desire now to comment on the bill S. 1633 introduced by the 
chairman on March 14, 1957. This bill would extend the FHA section 221 relo- 
cation program to four groups in addition to those displaced by governmental 
action. These 4 groups are families and individuals of moderate income; families 
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and individuals whose inability to obtain adequate living accommodations in 
privately financed housing is attributable to race, creed, or color; elderly persons; 
and large families with 5 or more dependents. The bill retains the present 40-year 
maturity, maximum insurable amounts of $10,000, and the 100 percent ratio of 
loan to value. The bill further proposes that the maximum statutory interest 
rate on section 221 mortgages be fixed at 4 percent. 

To provide a market the bill would authorize $250 million for the Federal 
National Mortgage Association to purchase these mortgages at par. 

We urge the subcommittee not to approve this legislation for the following 
reasons: 

(1) The section 221 program should not be diverted from its present purpose 
of providing low-cost housing for families displaced as a result of governmental 
action, and limited to those communities measuring up to their responsibilities 
for the prevention of slums and blight through the adoption and enforcement of 
adequate minimum housing standards. This is a special-purpose program, and 
we believe that it would be unfortunate if it were to be extended so as to apply 
to groups which normally should come under the regular FHA section 203 program. 

We sincerely believe that the more liberal section 203 program recommended in 
our statement, coupled with a more realistic interest rate policy, will bring 
homeownership within the reach of a majority of American families in the four 
groups referred to above. 

(2) We believe that the fixed 4 percent interest rate proposed is completely 
unrealistic. All FHA programs are premised on the expectation that private 
capital will participate and contribute to their success and this is the underlying 
philosophy of our soundly conceived mutual mortgage insurance system. 

While we believe in temporary special assistance through FN MA for programs 
such as section 221, we nevertheless feel that the assistance should not be of a 
type that would forever preclude the participation of private lenders. Unfortu- 
nately, this $250 million would be quickly used up in the construction of ap- 
proximately 25,000 such units and strong pressures would mount for greater 
involvement of Treasury financing in this type of housing with serious and harmful 
effects on the section 203 housing program, which is the mainstay of the mutual 
mortgage system. 


Rental housing 


Our recommendation with respect to changes in the FHA multifamily programs 
are influenced by our concern for the growing need for rental housing, particularly 
in the large urban communities—a need we regret is not being fully met for several 
reasons. We were heartened to note from the excellent report of the House 
subcommittee last year that we are not alone in our analysis of the reasons for 
the dearth of rental housing. In the words of this subcommittee report on multi- 
family housing: ‘‘The nub of the problem facing most cities and the FHA seems 
to be the difficulty in attracting risk capital into multifamily rental housing 
investment.”’ <A partial explanation of this problem may be found in our tax 
laws, which inbibit the investment of equity capital by spreading its return over 
a long period of time at a relatively low yield. 

Last year the Congress approved 2 amendments, increasing the ratio of loan 
to value on section 207 to 90 percent, and providing for a 10 percent builders’ 
profit. However, we believe that Congress would be striking at the greatest 
deterrent to the construction of rental housing by ameliorating the present anti- 
mortgaging-out provision. 

The present anti-mortgaging-out provision should be amended to require 
that only the excess of the mortgage over the actual certified costs be remitted 
to the mortgagee. This is similar to the anti-mortgaging-out provision which was 
applicable to Wherry and defense housing prior to 1954. That year the law was 
amended to require the remission of the excess of the mortgage over the approved 
percentage of actual costs. 

This proposed amendment would still preclude the possibility of windfalls, 
but would permit an efficient builder to obtain a mortgage sufficient to cover a 
larger percentage of his construction costs. In the words of the Rains subcom- 
mittee report of last year on multifamily housing, this recommendation “would 
seem to have considerable merit as a device for attracting the participation in 
the section 220 program of the more efficient and experienced builder.”’ While 
this subcommittee had only the section 220 program in mind, we believe that the 
statement is equally applicable to section 207. 

We also recommend the subcommittee’s approval of the provision in 8. 1609 
which permits FHA debentures to include reasonable payments made by the 
mortgagee, with the approval of the Commissioner, for the purpose of protecting 
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properties from the initiation of foreclosure proceedings to the transfer of title 
to the Commissioner. 

We also want to underscore the deterrent to rental housing construction in- 
herent in the statutory frozen rate of 4% percent for the section 207 program. 
The flexible formula we propose in this statement would give this rate the flexi- 
bility it needs to attract needed equity capital into the rental housing market. 


Urban renewal 


We recommend approval of section 301 of 8S. 1609 which authorizes an addi- 
tional $175,000,000 in obligational authority for the Urban Renewal Adminis- 
tration to enter into contracts for Federal loans and grants for slum clearance 
and urban redevelopment programs. While we understand that this is a reduction 
from the $250 million requested in the President’s budget, we do not believe that 
the lesser figure will appreciably affect the accomplishment of our national urban 
renewal objectives. We premise this conclusion on the belief that the lesser 
figure of $175 million will prompt the Urban Renewal Administration to return 
to the 1954 concepts of urban renewal which emphasized neighborhood conser- 
vation and rehabilitation as equal in importance, and not subordinate, to the 
Federal capital-grant method of urban redevelopment. Today of the 224 urban- 
renewal projects approved since the enactment of the Housing Act of 1954, 
involving more than one-half billion dollars in capital grants, only three projects 
have been approved, Dallas, Los Angeles, and Louisville, which are nonassisted 
projects keyed to rehabilitation. We are hopeful that in the future we will have 
more of these nonassisted projects which, in this final analysis, means less need 
for Federal cash grants for redevelopment. 

We now wish to make some comments in regard to the workable program 
requirement for all communities desiring Federal financial assistance for urban 
renewal. While we endorse the workable program requirement, we regret that 
administratively the requirement has become something less than a meaningful 
one. We refer to the unfortunate dual standard of eligibility for Federal coopera- 
tion which appears to have crept into the procedure for processing workable 
program submissions. I will explain: 

When a city secures approval of its workable program, even if it contains 
only the commitment for future action in enforcement of health and safety stand- 
ards for housing, the city is at once eligible for advances to launch programs of 
complete urban redevelopment. These programs contemplate the acquisition, at 
public expense, of entire areas for clearance and resale of the land for redevelop- 
ment, possibly at considerably less than the acquisition cost. This is a process 
which has only a limited potential in dealing with our vast areas of urban deteri- 
oration and neglect, although we recognize it may be justified in extreme cases. 

On the other hand, approval of a workable program with only the promise 
of future action on housing code enforcement does not qualify the community 
for FHA section 220 rehabilitation mortgage insurance. Rehabilitation under 
section 220 can probably cure a square mile of urban neglect and deterioration 
for every acre that can be dealt with by complete redevelopment. The reason 
for this is that FHA, quite reasonably, is not undertaking to insure long-term 
mortgages in a deteriorated or deteriorating city area if local government is not 
enforcing adequate codes to guarantee that at least a minimum standard of 
adequacy will be maintained in the surrounding area. Thus, a line of least 
resistance is established, diverting attention and action away from a far-reaching 
conservation process, by private individuals, with private funds instead of 
increased reliance on Federal funds and grants. 

If a prime purpose of the urban renewal program is, as we believe, to provide 
a maximum incentive to cities for applying adequate housing standards, then 
we suggest that approval of the workable program should be contingent upon the 
same requirements as to housing code enforcement that are applied with respect 
to section 220 rehabilitation mortgage insurance. This is the intent of the 
amendment we offer for the subcommittee’s consideration. It would amend 
section 101(c) of the 1949 act by making Federal financial assistance under 
title I contingent upon a “workable program” which shall include but not be 
limited to ‘minimum health, safety, and sanitary housing standards sufficient 
to meet the requirements of section 220 of the National Housing Act as determined 
by the Federal Housing Administration.” 

In conclusion, we want to comment briefly on the Subcommittee Staff Report 
entitled “Income and Housing’? which was issued on January 24, 1957. The 
Division of Research of the National Association of Real Estate Boards undertook 
an analysis of the staff report and we submit with this statement (appendix B) a 
preliminary report of this study. We commend it to your careful consideration. 
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This concludes our prepared testimony, and we wish to thank you for the 
opportunity of appearing before you and presenting our views. 


APPENDIX A 


Proposed FHA maximum mortgage amounts for owner-occupant mortgagors on 
1- to 4-family properties 


Existing law and regulation ! 


| 
Le naceanales. oF 000. 


Proposed con- | Existing con- 
FHA appraised value struction and | struction com- | 
existing con- | pleted less than 
struction com- | 1 year and not 
pleted more | approved prior 
than l year | to beginning of | 
construction 


$8,000__. ‘ aaa ad ‘ i $7, 600 $7, 200 &7, 680 
$9,000 wdviNbaednbe ; eistdeatdictees | 8, 550 8, 100 | 8, 640 
bia wide die See oe kien 9, 100 8, 650 | 9, 600 
EERE AY eae i aE id a 9, 800 | 9, 350 | 10, 450 
= cial ; sh SR cad 10, 500 10, 100 | 11, 300 
I each ces clwatdseuns ante aaa 11, 200 10, 800 | 12, 150 
PR ah thecccunce swe eb vedi seca 12, 000 11, 500 13, 000 
$15,000__-.-- Lees a ania 12, 700 12, 300 13, 850 
$16,000__ _- : a 3 ga 13, 400 13, 000 14, 700 
Sir oee.....- nee . 14, 200 13, 700 | 15, 400 
$18,000- sie vinsdh ital ie ‘J 5 14, 900 14, 400 16, 100 
$19,000__....-- act ated ' : 4 15, 600 | 15, 200 16, 800 
$20,000__..__ | 16, 400 15, 900 | 17, 500 
$21,000. .....-.-...- | 17, 100 16, 600 18, 200 
B03,008.. 2..420.-.-- ---} 17, 800 17, 400 18, 900 
$23,000. .... ec . ‘ | 18, 500 18, 100 19, 600 
acta aiceadidnisa bunargictdee mca o oli aaa aeiaee 19, 300 18, 800 20, 300 

Sin caee 20, 000 19, 600 21, 000 
! 





! Under existing law the ratio of loan to value on properties which FHA values at $9,000 or Jess is 95 percent 
unless the property is less than 1 year old and was not approved for mortgage insurance prior to beginning of 
construction, in which case ratio of loan to value is 90 percent. On properties valued in excess of $9,000, 
maximum mortgage amounts are based by regulation on 93 percent of the first $9,000 of value and 73 percent 
of value in excess of »9,000 on both new and existing construction; except where the house is less than 1 year 
old and was not approved for mortgage insurance prior to construction, in which case the ratios are 88 percent 
and 73 percent. 

2 Maximum mortgage amounts under the proposed change are based on 96 percent of the first $10,000 of 
value; 85 percent of the next $6,000 of value; and 70 percent of value in excess of $16,000. S. 1809 does not 
distinguish between new ana existing construction except that for dwellings less than 1 vear old and not 
approved by FHA prior to construction the ratio of loan to value on the first $10,000 of appraised value 
would be 90 percent. 


APPENDIx B 
FAMILY RESOURCES AND THE AVAILABILITY OF HOUSING 


(A preliminary release on a review of “Income and Housing” published as a 
Staff Report to the Subcommittee on Housing of the Senate Committee on 
Banking and Currency, 1957) 


By Division of Research National Association of Real Estate Boards 


Three-fifths of the households in the United States today own the homes in 
which they live. Since there are some 48,785,000 households, owner-occupancy 
probably totals more than 29 million. This is over 5 million higher than the 
1950 figure of 23.6 million. 

The actual addition of different households to the ownership group is probably 
much greater, for many households represented in the 1950 total would obviously 
have been eliminated in the intervening years either by death or transfer to another 
form of tenure. 

When the recent Staff Report to the Subcommittee on Housing of the Committee 
on Banking and Currency, United States Senate, was released on January 24, 
1957, its findings implied that this level of residential property acquisition was 
impossible under current economic conditions. In summary the report (p. 5) 
says: 

“1. Serious housing shortages exist in the Nation’s cities. 

‘2. Four groups in the population are especially hard hit by these shortages: 
Low-income families; middle-income families; families from minority groups; 
elderly persons. 
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“3. Current production of new, and rehabilitation of existing, dwelling units 
are not materially reducing these shortages. 

‘4, Prices of available sales and rental units, both new and used, are generally 
too high for these groups to afford. 

“5. Existing Federal programs that displace families through public action, 
such as urban renewal, tend to intensify local housing needs. 

“6. The great majority of mayors feel that expanded housing programs are 
needed in their communities, and that the Federal Government should provide 
more effective assistance in meeting these needs.”’ 


PROCEDURES PLANNED FOR NAREB STUDY 


In an effort to reconcile the apparent contradiction between the report findings 
and data from other sources, including the expansion of home ownership, a review 
of the study was initiated. 

Many more millions of families have acquired good homes during recent years 
than the upper third of the income scale could have provided. That these families 
were acceptable purchasers and good credit risks, is attested to by the consistently 
level of residential sales and the infinitesimal rate of foreclosures. 

In undertaking a review of the staff report, it appeared advisable to follow a 
three-part procedure: 

o resurvey the same 250 cities, whose mayors were asked to participate 
in the original study; 

(a) To endeavor to secure reports from real estate boards in all 250 areas, that 
is, from those that were not available for inclusion in the staff tabulations, as 
well as from the 131 that were represented in the totals; 

(6) To seek information on the available supply of existing housing in these 
areas, both for sale and for rent, as well as of new units; 

(c) To learn whether a minimum standard housing code existed; whether it 
was being enforced; and if so, how enforcement was affecting the housing inventory. 

II. To examine the conclusions of the staff report in the light of the published 
tables and text. 

III. To bring together the most recent data on major factors of supply and 
demand in the current market, with special emphasis on the dynamic aspects of 
today’s housing situation. 


PROGRESS ON STUDY TO DATE 


As a first step in part I, the original questionnaire—the subject matter of which 
was confined to new housing—was duplicated. Then, a second inquiry was de- 
signed. It was concerned with existing housing for sale and for rent and with 
the local application of housing standards through city enforcement of an 
ordinance containing adequate health, sanitary, and safety standards of housing. 

The two questionnaires were mailed to the local real estate board within whose 
jurisdiction the city was located. 

Returns from the two local inquiries have begun to arrive and tabulation plans 
for comparative tables are being developed. 

Although parts [I and III of our study as planned are still incomplete, informa- 
tion assembled to date is relatively conclusive. First, the summary findings of 
staff report are not valid on the basis of the subject matter covered in the ques- 
tionnaire, the tabulations published, or the text. Second, information from the 
most dependable and widely used statistical sources, contradicts the implication 
that two-thirds of American families are unable to secure good housing for 
themselves. 

ANALYSIS OF STAFF STUDY 


In introducing the summary of findings, the staff report states that the find- 
ings ‘are based primarily on the results of the mayors’ survey of housing condi- 
tions and needs, as supplemented by information available from Government 
statistical series.’’ The conclusions discuss the housing situation in general and 
some aspects of the used house market in particular, yet the questionnaire to the 
mayors was confined to new units. 

How the summary findings that— 

“Serious housing shortages exist in the Nation’s cities * * *” 

“Current * * * rehabilitation of existing dwelling units are not materially 
reducing these shortages” 
and 
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“Prices of available sales and rental units, both new and used, are generally 
too high * * *,.” 

can be derived from a questionnaire confined to new construction, is difficult 
to understand. Nor do the excerpts published from comments of mayors provide 
an explanation. We are led, reluctantly, to the impression that the summary of 
findings was not derived from evidence examined but was the beginning as well as 
the end of the fact-gathering effort. (That there are no Government statistical 
series on used housing is well known. There will be valuable, though limited, 
information available in the summer or early fall, from the 1956 sample census of 
housing.) 

This is not to imply that the staff report is without value. Quite the contrary, 
it serves several important purposes; 

1. It focuses attention on the need for better data in the field of residential 
real estate. 

2. It demonstrates the untenable conclusions to which one can be led by over- 
simplification. Obviously, the availability of good housing today is not limited 
to new construction. Nor are the resources of families, entering the market as 
purchasers, confined to current income. Reports from both Government and 
private industry sources indicate the degree to which American families have 
been acquiring housing during the past decade. 

3. The report brings together useful information on both local housing condi- 
tions and on differing definitions of income used in the major series. Appendix C 
contains a particularly good summary, prepared by E. Everett Ashley 3d, Direc- 
tor, Statistical Reports and Development Branch, and Arthur Gernand, both 
of the Office of the Administrator, Housing and Home Finance Agency, on the 
variety of income concepts. This technical statement presents in summary 
form the concepts of income used by the Bureau of the Census, the National 
Income Division of Business Economics, Department of Commerce, and the Board 
of Governors of the Federal Reserve System. It addition, the staff report provides 
clarifying information on the concepts of family income, rent and housing expense, 
used by FHA and PHA, and makes readily possible a comparison. 








PERTINENT DATA OMITTED FROM STAFF REPORT 





When the census information updating the 1950 housing data becomes available 
and we have assembled all of the detailed reports from the 250 selected areas, we 
shall be in a better position to carry out a more definitive analysis. In the mean- 
time, tabulations from the past decennial census and current data, from a variety 
of governmental and nongovernmental sources on individual factors of supply 
and demand, serve a useful purpose. They tell us that (1) 60 percent of all 
American households own the homes in which they live; (2) these households 
total about 29 million; (3) many of these families either own free and clear of 
mortgage or hold a substantial equity; (4) the family home is less frequently 
viewed in terms of permanency as more and more persons move periodically, 
selling and rebuying another dwelling with relative ease; (5) this horizontal, in 
addition to vertical, mobility has been made easier by the sustained high level of 
new home construction since World War II; (6) home ownership has not been, 
and is not now, confined to upper income families (in 1956 less than half of the 
nonfarm families with incomes below $5,000 were renters); (7) family income 
class is not a crystallized status. Early in 1957 only a little over a third of our 
consumers evaluated their financial situation as unchanged from a year ago. 
For some, their financial position has worsened; for more it has improved. 

The details of the reports on which the above seven supply-and-demand factors 
are based follows. They point up clearly the dynamic aspects of both the housing 
inventory and of the consumer groups who are in and out of the market. 


Point 1. 

Three-fifths of the households in the Nation own the homes they occupy. The 
Bureau of the Census, in releasing this report in 1956, said: ‘‘More Americans 
than ever before own their homes, according to the results of a sample survey 
announced today by the Bureau of the Census, Department of Commerce. The 
survey conducted in February of this year, indicates that 6 out of 10 households 
in the United States own their homes. This is substantially higher than the 55- 
percent rate at the time of the census of housing in April 1950. It is also the 
highest homeownership rate recorded since information on tenure was first 
collected by the Census Bureau in 1890.” 
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Point 2 
There were some 48,785,000 households in the United States as of March 1956. 
In a comparison of households and families, 1950 to 1956, the census report stated: 
“The estimated number of households in the United States increased from 
about 43.6 million to 48.8 million, or 12 percent, between March 1950 and March 
1956. 

“Urban and rural nonfarm households increased by about a million a year be- 
tween 1950 and 1956, while rural farm households declined by about 100,000 a 
year. Thus, the total numbers of households increased by about 900,000 a year, 
on the average. In March 1956 there were 43.1 million urban and rural nonfarm 
households and 5.6 million rural farm households. At the beginning of the 
decade, the corresponding figures were 37.3 and 6.3 million. * * *” 


Point 3 

In 1950 the census reported 23,559,966 owner-occupied dwelling units, or 55 
percent of the total occupied dwelling units for which tenure was reported. The 
median value of the owner-occupied nonfarm units was reported as $7,354, specifi- 
cally, urban $8,380 and rural nonfarm $4,878. More than half of these units were 
free and clear of mortgage. The share of mortgaged units at 44 percent in 1950 
was about the same as in 1940 when the ratio stood at 45 percent. The explana- 
tion of this mortgage status which accompanied the tabulations is useful: 

‘The sale of several million new homes for owner occupancy and the great turn- 
over among existing homes were accompanied by increased activity in the mort- 
gage market. The figure of 7.8 million nonfarm owners who had mortgages on 
their properties in 1950 was approximately 3 million higher than the corresponding 
1940 figure. Although the number increased significantly in the 10 years, repay- 
ments apparently offset new transactions at such a rate that the percentage of 
owner-occupied nonfarm units which were mortgaged remained about the same— 
45 percent in 1940 and 44 percent in 1950. The effect of this large volume of re- 
payments was the increased number of debt-free homes. In 1950 about 10 million 
owner-occupied dwelling units were debt-free, representing an increase of about 
70 percent over the 1940 count of 5.8 million’”’ (1950 census of housing, vol. 1, pt. 1). 


Point 4 

“One out of every five of the 161,497,000 persons 1 year old and over in conti- 
nental United States in March 1956 was living in a different house from the one in 
which he had lived a year earlier. * * * 

‘** * * there has been little variation in the mobility rates in the nine annual 
surveys conducted between 1948 and 1956. The increase in the number of movers 
has resulted from the gain in population. The overall annual mobility rates have 
varied from a low of 18.6 percent to a high of 21 percent. The percentage of 
intracounty movers has varied from 12.2 to 13.9 percent. The mobility rate in 
1956 (20.5 percent) was not much different from the rate in 1951 (21 percent), 
another year in which business activity and residential construction were at high 
levels’ (Bureau of the Census, March 1957). 


Point § 

Private homes built: ! 
WOM lB ot nds 6 ta tim are dcmiegiceeds anata elas eae cane 208, 100 
i oo din erase aia eh Ay ak tonnes baie ees at ae 662, 500 
Nett et at Ries ciel cc aca heienss aateda eben bea ee ea 845, 600 
5 a ox iti sib eg actin octas coal ants Ieeapale Rina antecedent mare 913, 500 

988, 800 









































ih antutil ouch Si dnicchioweh Aaabdeladloediaie Gated iabdicieiaia 1, 309, 500 
Gites Ki putucieiinnaeeninuaaite tate aaee 1, 096, 800 


s ensaieikchdenbisiennthid cnscabineeietimimmbiadabtiatianiaiamaan aia 11, 735, 600 
3 Bureau of Labor Statistics, U. S. Department of Labor. 
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All cases So Owns home | Rents home Other ¢ 
| 


Under $1,000_......-.--....--- ; sai 100 36 
Se Oe... noon. 5 ane aie 100 | 41 49 
$2,000-$2'999.............. 100 | 5 42 
SENIOR NN) Jace... ad. ews dics. : 100 | 3 | 49 
$4,000-$4,999.___....-.....-.- 100 | 56 41 


1 Families that receive housing as part of compensation, live temporarily in houses they have sok La ete, 


Source: Federal Reserve Bulletin, August 1056. 


Point 7 
Evaluation of own financial situation: 


Better off than a year ago 
NovohbMiiei bi ek ccs 
Worse off than a year ago 
Don’t know, not ascertained 


A CRE ec dc 3 
Source: Federal Reserve Bulletin, March 1957. 


With the exception of the 1950 census data, most of these sources provide little 
or nothing on the quality of housing or on the current mortgage market which 
has so constricted sales and resales during the past 12 months. 

From our own studies we have assembled a substantial body of information on 
quality. Some of it is collaborated to a degree by evidence from other sources 
but much of it cannot be tested until the 1956 census data are available. We 
have approached this problem from two directions: (1) The question of measur- 
ing housing quality for use in enforcement of minimum standard housing codes, 
and (2) for understanding the market as it obviously has been influenced by 
consumer demand for better shelter since World War IT. 

In regard to measuring quality, the standards of structural adequacy, including 
private bath and toilet and hot running water, are widely used. If applied to 
1950 census data, we find that of the nae housing, 78 percent of the urban 
units met these qualifications but only 45 percent of the rural nonfarm units 
measured up. Specifically, there were 6,391,366 urban units reported with 
deficiencies, and 5,304,284 Tural nonfarm units so reported. The definition of 
‘urban’? puts many small communities into this first group since it is defined at 
a population level of 2,500. 

In a recent survey of ours we found a high proportion of communities, reporting 
the occupancy of unsound or deficient units, to be cities of 25,000 or less. The 
need for standards in these areas is evident and vet the deve lopment and enforce- 
ment of local ordinances in these areas, as well as others, is a long-range task. 
Progress is, however, being made, for as the chairman of National Association of 
Real Estate Boards’ build America better committee, Walter S. Dayton, reported 
to his committee in January, “Programs to remove slums and blighted areas 
either were underway or were about to be started in 582 American cities at the 
close of 1956.’ The Federal urban renewal program is affording incentive to 
cities to engage in this type of local law enforcement. 

In regard to the second major point, it has been clear for several years that 
factors of supply and demand have been interacting on one another and that con- 
sumers with full employment and rising incomes have not only created demand, 
they have influenced supply by rejecting deficient housing and thus forcing it 
from the.inventory. Despite levels of new construction that have exceeded 
family formation in recent years, available habitable vacancies have continued 
low. Fragmentary evidence has suggested that instead of 50,000—a figure often 
used for demolitions—the yearly figure has been 250,000 to 300,000. It may be much 
higher. That the disappearance of dwellings from the inventory is predominantly 
from among the less attractive units is evident. The worst housing is in rural 
areas. It is also in rural communities that household formation is declining. 
The lessened pressure of population probably permits many abandonments of 
inadequate shelter units. The high intracounty mobility of nonwhites has been 
noted in recent studies of movers. In the rural farm population, the short 
distance mobility rate of nonwhites has averaged almost twice that of whites over 
the last 3 years. 
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Meanwhile, in urban centers, it appears that reconversions, desertions, and 
boarding up or demolition under law enforcement, are increasingly important 
factors for inventory reduction. In 1950 the census of housing found about 4 
million units that could not be accounted for as ‘“‘new starts.’’ Created through 
division of single family structures during the wartime shortage, many of these 
conversions were unattractive and their occupants sought better quarters as soon 
as available. Since available vacancies have been held low, it looks as though 
these units are either withheld or have been withdrawn through reconversion 
from multiple to single family use. The disinterest of tenants in these converted 
units in older buildings is further confirmed by the decline in rents at the same 
time that rents were holding firm, or rising, on apartments or single family 
structures. 

It can be expected that the inventory, when we have up-dated information, will 
show general improvement. It will not show the broad degree to which this 
could have been extended in the postwar period had local housing codes and 
enforcement existed more widely, or had special mortgage insurance geared to 
urban renewal been available earlier. It will suggest the unprecedented up- 
grading which can be achieved in the future, with these two forces implementing 
the other market factors so active in our current economy. 

Senator SpARKMAN. Mr. William Levitt. Mr. Levitt, will you 
come around. Mr. Levitt is the president of William Levitt & Sons, 
Levittown, Pa. 

Senator Doveias. I thought he was originally from New York. 

Senator SpARKMAN. Well, he is ubiquitous. 

Senator CLark. I am happy to acknowledge Mr. Levitt as one of 
our fine operating builders. 

Senator SPARKMAN. It depends on which Levittown you refer to. 

Senator Ives. Wait aminute. We will let Mr. Levitt decide that. 

Senator SPARKMAN. Mr. Levitt we are glad to have you with us 
today. 


STATEMENT OF WILLIAM J. LEVITT, PRESIDENT, LEVITT & 
SONS, INC., LEVITTOWN, PA. 


Mr. Levirr. [ am glad to be here. 

Senator SpARKMAN. | think you have appeared before this com- 
mittee previously. 

Mr. Levrrr. { have been here before several times. 

Senator SpARKMAN. Many times. We are glad to welcome you and 
have you this morning. We have your statement, and you proceed 
in your own way. 

Mr. Levirr. Thank you, Senator. Rather than read the state- 
ment, as you all have the statement there, I would like to pick out a 
few of the highlights and generally comment on what I feel is going 
on in the building industry today. 

In most of the discussions and the hearings before this committee 
and the other committees before which I have appeared we have been 
talking just a little bit too much, I think, about long-range housing 
plans and where we are going, and whether we should boast of FNMA 
or whether we should not. I would like to sort of graphically portray, 
if | could, to this committee what the situation is in the building 
industry right now—today; and what we have got to do today for 
not only the building industry but, I believe, the entire population 
of the United States. 

| said last week, or 10 days ago, before another committee that | 
was not fearing, nor was I prophesying any kind of depression in the 
building industry. I said we are in it right now, and we are in it, 
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and I am going to submit for the record some documentary evidence. 
I do not know whether or not anybody has seen this week’s issue of 
Time magazine, which only came out yesterday. I have it here and 
I will leave it for the record. 

On page 98 there is a two-column box headed, ‘Veterans’ Home- 
building—It Lags Because of Tight Money.” It is one of the best 
expositions on the current problem that I have read. Time has man- 
aged to really grasp the essence of the whole problem. 

They have made one little error. They quote me as saying, 
“Though his’ —meaning me—’”’ his pessimism was exaggerated, Levitt 
and his fellow builders had some reason for concern.” 

Then they go on to meke my pessimism seem to be about the great- 
est sample of optimism that you ever saw. I will submit this for 
the record. I think it is a very interesting exposition. 

(The article referred to follows:) 


VETERANS’ HoMEBUILDING—IT Laas BEcAusE or Tiaut Mongy 


“The roof has fallen in on the American building industry,” said William Levitt, 
one of the Nation’s largest builders, as he surveyed the plight of the United States 
home-building industry last week. Though his pessimism was exaggerated, Levitt 
and his fellow builders had some reason for concern. The United States Depart- 
ment of Labor announced that housing starts in February fell to a seasonally 
adjusted annual rate of 910,000 units, the lowest point in 5 years. Housing and 
Home Finance Administrator Albert M. Cole held to his prediction that at least 
1,100,000 new housing starts will be made in 1957, but builders and mortgage 
brokers were less optimistic; they foresaw 1957 starts ranging from 900,000 all the 
way down to 750,000. 

The size of the drop depends on what happens to the veterans’ housing program, 
which currently accounts for a full quarter of all United States home-building starts. 
The program is rapidly being choked off, a victim of the tight-money policy which 
has made mortgage money unavailable for VA houses at the low (44% percent maxi- 
mum) rate permitted. The volume of appraisal requests to the VA is 57 percent 
below 2 years ago—even though the demand is still huge. In its 12 years of 
mortgage operation, the VA has guaranteed building loans for more than 5 million 
veterans of World War II and the Korean war, and there are still 15 million 
veterans who have not made use of VA loans. “There hasn’t been any drop in 
basic demand for new houses,”’ says George C. Smith, vice president of the F. W. 
Dodge Corp. ‘There is evidence that the reverse is true.’ 

The quickest remedy would be for Congress to increase the VA interest rate to 
5 percent, thus making it more competitive on the open market. The American 
Legion backs the increase, but many veterans and veterans’ groups such as the 
Amvets, the Disabled American Veterans, bitterly oppose the move because it 
would mean higher mortgage costs. With an ear to such complaining veterans 
back home, Congress has blocked all moves to approve the increase. 

What many veterans do not know is that they are already paying at least the 
equivalent of 5 percent interest. Most moneylenders who accept VA loans do 
so only at considerable discount in order to offset the 444 percent rate. Builders 
pass on this hidden charge to veterans by inflating the cost of the house. And 
by preventing the veteran from building earlier, the VA’s low rate has actually 
cost him extra money. Industry sources, for example, expect house prices to 
average about 3 percent higher this spring than last. 

No one’ believes that simply raising the rate to 5 percent will solve the veterans’ 
problems. For one thing, such a move would not create any additional capital 
in the tight-money market. But unless the VA program is brought into line with 
interest rates in the open market, vets may find themselves without any help 
at all. Warns VA Chief Benefits Director Ralph H. Stone: “If this 444 percent 
rate is maintained without providing some alternative support to the veterans’ 
housing market, the unavoidable consequence will be the phasing out of the VA 
program.”’ 

Most of the alternative supports being talked about in Washington are even 
more controversial—and far more expensive—than the interest boost. One 
measure, backed by the House Committee on Veterans Affairs, would increase 
the VA’s direct home-loan program by $200 million. Such a bill is not apt to 
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find favor: last week the House Appropriations Committee slashed total VA funds 
in the budget by $206,657,700. Other proposals would establish a flexible interest 
rate that would be determined by veteran and lender, or that would be pegged to 
prevailing geographical rates. But these proposals stand little chance because 
the administrative difficulties are too great. 

If Congress adamantly refuses to raise the VA interest rate, the Administra- 
tion hopes to help the veteran nonetheless with a bill making it easier to get 
mortgage loans under the Federal Housing Administration that in December 
raised its interest rate to 5 percent (congressional approval was not required). 
Under this plan, Administrator Cole would be allowed to lower the FHA’s down- 
payment requirements at his discretion. If tight money continues, he would 
probably do so before the World War II housing program expires in July 1958. 
Veterans would thus find FHA. backed loans more attractive, and the VA would 
in effect be allowed to wither on the vine, except in the few parts of the country 
where a 44% percent interest is still acceptable. 

The best and quickest solution to the problem is a rise in the VA interest rate. 
Both Congress and the veteran should face up to the fact that veterans must pay 
more for loans if they want new houses in times of tight credit. Says the VA’s 
Stone: ‘‘Automobiles have gone up, everything has gone up, so why shouldn’t 
money go up?” 

I sent out a telegram a few days ago to 150 representative builders 
of the United States in practically every corner of the country. I 
received 100 replies. The telegram that I sent out merely said that 
I was going to testify before this committee and would they not please 
wire the condition of their business. I will also submit the answers 
to vou for the record but I would like to read just a few of them. It 
will not take long. I will read them so as to get the climate in which 
we are operating today. 

Bear in mind that these come from 35 different States, and from 
every type and kind of builder. Here is one from Savannah, Ga.: 

Retel construction cost steady. Demand firm. Sales excellent. Mortgage 
discounts paid 6 to 8 percent. Profits wiped out. Unable to secure mortgage 
money commitment for construction starts after April 1. Future outlook, out 
of business after May 31. Repeat. Out of business after May 31. I cannot ex- 
press vehemently enough my outraged feelings at the injustice being forced on 
the building industry when so many people are wanting houses and can pay for 
them. Some one has fouled up our economy some way for this is certainly not 
aresult of supply and demand. Who is responsible? 


This, of course, is a long one. Most of them are much shorter. 


This is the classic that comes from Houston, Tex.: 
Reurtel business horrible. 


This is from Milwaukee: 
Basie problem financing. Discounts too high. 
Discontinued all house construction for the moment. 


This is from Oklahoma City, from a former president of the NAHB, 
Bill Atkinson: 


Home building in Oklahoma City area has about stopped. 


This one is from Omaha. 


Conventional loans seventeen to thirty thousand fair. Below seventeen FHA 
very few, VA none. 


This is from Texas, from another former president of NAHBs 
Dick Hughes: 


Medium income industrial workers in Texas and Oklahoma cannot buy FH A- 
financed houses in any appreciable volume because downpayments too high. 
Workers can buy VA but builders cannot absorb eight points discount. We are, 
forced to operate on a limited basis pending corrective measures by Congress 
which would provide much lower FHA downpayments and VA loans that will 
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sell at reasonable prices—or a combination of both. Private residential home 
building in my area worst in my 20 years experience as a builder. 

Senator SpARKMAN. Where did you say that one was from? 

Mr. Levirr. That is from Texas. 

Senator SpARKMAN. In connection with something he said there, 
let me ask you this question about the downpayments required by 
FHA. You read of course that FHA has recommended reducing 
downpayments. 

Mr. Levirr. Yes, sir. 

Senator SpaRKMAN. Is not the 2 percent that FHA imposed still 
9 

Mr. Levirr. That is right, Senator. And while this is not the 
forum for me to make a recommendation as to what the Administra- 
tion should do, I would like to. 

Senator SpARKMAN. That is exactly what my next question was 
going to be. What is the reason for FHA asking us to reduce down- 
payments while they impose an arbitrary 2-percent level that they 
can remove any time administratively? 

Mr. Levirr. May I please refer to myself as a Democratic Re- 
publican or a Republican Democrat so I do not get caught in the 
middle of this? 

Senator SPARKMAN. We are not partisan on housing. Everybody 
lives in housing. 

Mr. Levirr. You are right, Senator. I sent a telegram, in specific 
answer to your question, to Mr. Norman Mason, one to Mr. Higley 
and one to Mr. Cole. The essence of that telegram was there was no 
earthly reason today or, rather, the reason that existed a year and a 
half ago for imposing these extra cash requirements no longer existed. 
There were two separate sets of cash requirements. One was 2 per- 
cent cash and the other was the settlement cost in cash. The reason 
for imposing those conditions no longer existed and they should be 
rescinded immediately. 

I think that the Administration, if it expects any action out of the 
Congress, should certainly by a stroke of the pen take the first step 
on that. I quite agree with you, 100 percent. It is much easier for 
them to do it than to pass any kind of legislation in the Congress, 
and it should be done. All the evidence points to the fact that there 
is no sense in keeping it on any more. The whole purpose was to 
slow down building because they thought we were going at too great 
a pace. We are so slow now we are gradually dwindling down to 
depression figures. 

May I continue? 

Senator SpaRKMAN. Yes. I am going to have to step out to answer 
a long-distance call. Senator Douglas, will you take the Chair? 
I will be gone for just a few minutes. 

Mr. Levirr. Yes, sir. 

Senator Ives. Mr. Levitt, before you continue, are you all through 
your telegrams? 

Mr. Levitt. | am through with them. 

Senator Ives. I would like to get something clear in my mind. 
How many did you say you have? 

Mr. Levitt. About 100. 

Senator Ives. And you sent out about 150? 

Mr. Levitt. That is right. 
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Senator Ives. I take it from what you said, those 100 are of one 
type? 

Mr. Levirr. There are three which are not of one type. These 
three are lukewarm. Let’s put it that way. 

Senator Ives. How do you figure the 50 who would not reply? 
Do you think they are satisfied with conditions? 

Mr. Levirr. No. I do not think they have enough money for 
telegrams. 

Senator Ives. | am just curious to know. 

Mr. Levirr. That is the only thing I can ascribe it to. I do not 
think there is enough money left for telegrams. 

Senator Ives. In other words, then, the condition you are describ- 
ing is absolutely universal in the country? 

Mr. Levirr. It is appalling. 

Senator Ives. You want them in the record do you not? 

Mr. Levirr. I am offering those for the record. 

Senator DovGtias. They will be received and they will be printed 
as an appendix to vour testimony. 

Mr. Levirr. Thank you, Senator. I think that the problem is so 
all embracing that no one recommendation would ae what we 
have today. The question of interest rates is only part of it. There 
is the availability of money to us. We have another problem which 
is collateral. The fact that we haven’t money is part of it. The other 
part is that the public has not got money. So we both need it, and we 
cannot sustain this economy that we are in 

Senator DouGuias. How do you propose to get it? 

Mr. Levirr. I have it right here. Right here. We need certain 
basic legislation. 

For us, the building industry, to get financing we need at a 
realistic and a competitive interest rate. Without going into the 
arguments which you have heard over and over and over again, 
basically money is a commodity and we have to pay for it whatever 
we have to pay for it. You cannot arbitrarily fix it. The fact that 
this Congress or any other Congress set 4 percent—-— 

Senator CapEHART. Do you mean then we ought not to fix the rate 
at 4 percent, or 44 or 5 percent, but just let it 

Mr. Levirr. That is exactly what 1 mean. Yes. I. do not think 
we are being realistic if we peg the rate as we have up to now. We 
are not fooling anybody. We have been paying much more than 
that, and in turn the veteran and nonveteran have paid more. 

Senator CapeHart. Would vou not agree with the previous witness 
to make the interest rates flexible? 

Mr. Levirr. I do not like to use ‘flexible’? because I am being a 
practical politic ian and I do not think you can pass anything that 
says “flexible” but I would like to make it realistic. I would like to 
put a ceiling on it high enough to make it fluctuate. 

Senator CapeHArT. What do you think the interest rate should be 
on mortgages today? 

Mr. Levirr. I think you can get all the mortgages you want today 
at 5% percent. I think we ought to have a ceiling of 6 percent to let 
it move in there. 

Senator Ctark. Would that be without discounts? 

Mr. Levirr. That is net. At cost. The discount is again a part 
of the interest rate. I say a realistie interest rate of 5% percent 
would bring out money at par. 
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Senator Doueias. Am I correct in understanding that the legis- 
lative ceiling now on FHA loans is 6 percent and that the FHA has 
administrative discretion to fix rates up to 6 percent and it has fixed 
5 percent? 

Mr. Levirr. That is correct. 

Senator Dovueias. Then should not vour protest be direeted to 
FHA, so far as FHA loans are concerned? 

Mr. Levirr. I said “that is correct” a little bit too quickly. I have 
taken the same attitude vou have that 6 percent is the ceiling. I 
have been picked up on that by several people who say 5 pereent 
is the ceiling. 

Senator Dove.tas. The administrative ceiling is 5 percent. 

Mr. Levirr. I know that but I do.net mean that. The permissible 
rate, 

Senator CaPpEHART. It is 5 percent. 

Mr. Levirr. 1 do not know any more. I said 6 pereent and ] 
have been told it is 5 percent. 

Senator CapeHArT. We ought to be able to find out. Would 
someone call them and ask them, Mr. Chairman? 

Senator Doveias. We have the act here. The National Housing 
Act, section 203, subsection (b) (5). ‘““To be eligible for insuranee 
under this section a mortgage shall bear interest, exclusive of various 
charges for insurance,”’ and so forth, “not to exceed 5 percent ‘per 
annum on the amount of principal obligation outstanding at any 
time, or not to exceed such percentum per annum, not in exeess of 
6 percentum as the Commissioner finds necessary to meet the mortgage 
market.” 

Mr. Levirr. I know. I read that too, Senator, and vou have 
that first clause which says 5 percent. 

Senator Doucias. The only conelusion I can draw is that-6 pereent 
was the legal maximum and that the FHA ean go up to that peint 
if it so desires. 

Senator CapeHART. You think that is the law? 

Senator Dova.as. I read it. 

Senator CareHartT. Then vou would recommend that the FHA 
immediately go to 6 percent? 

Mr. Levirr. I would. There is no such animal that | know of as 
a 5-percent par loan. 

Senator CAPEHART. You would recommend that thev go to 6 
percent. 

Mr. Levirr. Not necessarily 6 percent, but today at 5 
mortgage money can be obtained at par. 

Senator CapeHart. Would you recommend they go to 6 percent 
on all mortgages regardless of size? 

Mr. Levirr. Yes. I do not think size has anything to do with it. 
Money is money and it has to bear a competitive price. There is 
just so much of it and no more. 

Senator Capenart. And you think if we go to 6 percent we cut out 
a lot of this discounting business? 

Mr. Levirr. You cut out all discounting. You would have a true 
competitive interest rate. I do not think vou have to go to 6 percent, 
5% percent would bring it out. In order to bring down that cost to 
the prospective homeowner then I would like to get rid of the current 
FHA insurance premium of a half a percent. That half a percent 
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has been proved to be unnecessary. It has turned in a profit yea 
in and year out of approximately——— 

Senator Capruarr. Do you think the reserve is large enough at 
the moment? 

Mr. Levirr. No. I think the figures show a premium of one- 
eighth of 1 percent would cover all possible losses and maintain a 
reserve. This then would absorb part of this increase to the pros- 
pective homeowner. I think in time with the volume that would go 
out, that interest rates might seek their own level a little bit lower 
again. I recall very distine tly in 1939 when we were operating in 
Manhasset, Long Island, and we were paying 5 and 5% percent, on 
loans. It eradually came down where there was money and again 
there was more supply than demand, and we finally wound up at 4% 
percent on a conventional loan. I was speaking of conventional 
loans. 

No one asked for it, but that was the price of money. I think 
money must be treated realistically once and for all. I think we have 
to stop a little bit of the flag waving and the so-called free enterprise 
on the one hand and the fixed controls on the other hand. 

Along with that I would like——— 

Senator Dovucias. May I ask you a question on that point, Mr. 
Levitt. We are trying to get the figures on the size of the reserve, 
but certainly it is true, is it not, that you cannot judge the need for an 
umbrella when the sun has been shining for a great many years. Is 
that not true? 

Mr. Levirr. Yes 

Senator Dovaias. What worries all of us is the possibility that 
rain may come down and that we will not have enough reserve to 
meet it. Iam sure that enters into your thoughts as well. 

Mr. Levirr. No; it does not, Senator. I do not think—— 

Senator DouGLas. You do not anticipate rain? 

Mr. Levirr. I think I am not being inconsistent. We have built 
in many stops to a possible depression, provided we maintain basic 
industries. Provided we do. J am talking now of things like housing, 
and things like automobiles, and things like steel. Provided we main- 
tain that, I do not think we can suffer anything serious. 

I think, sure, we can get. some slight recession, but I do not think 
that we have to worry about any cataclysmic depression. 

Senator Capen ART. Will vou vield on that pomt? Collections are 
good, are they not? 

Mr. Laevirr. With FHA. 

Senator Caprenart. For yourself and all other builders? 

Mr. Levirr. I think that the amount of delinquencies in the United 
States is about 1 percent. Delinquencies. That does not necessarily 
mean foreclosures, 

Senator CapEnarr. Foreclosures are very few. 

Mr. Levirr. Very few. 

Senator Cappuarr. And delinquencies are very low? 

Mr. Levirr. That is right, sir. Collections are high. 

Senator Carprenartr. The record of people actually meeting their 
monthly payments is good? 

Mr. Levirr. That is a matter of record, and the FHA can substan- 
tiate that. 

Senator Capgenarr. I] know they can. 
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Mr. Levirr. FHA for twenty-odd years has turned in this terrific 
profit each year, both on insurance premiums and operations— 

Senator CapEHArt. It is pretty hard to have a depression as long 
as collections are good. 

Mr. Levirr. That is right. I would like to add another recom- 
mendation. Again it is reduce the cost. 

Senator CLark. Before you get into that I wonder if you would 
permit a question in connection with what you have just been saying? 
As I understand it, if you had your way vou would let the interest 
rate seck its own level in a free market? 

Mr. Levirr. That is right. 

Senator CrarK. You would agree, would you not, that what that 
means is that we permit the Federal Reserve System and the Federal 
Reserve Board to fix the interest rate? 

I am not saying I object to it, but it is not really free because, as 
the Governor of the Federal Reserve Board told us here in this com- 
mittee, earlier this week, we live in a managed money market and the 
manager is the Federal Reserve Board. So what vou are saying is, 
let the Board fix the interest rate. 

Mr. Levirr. Let the Board fix its basic discount and rediscount 
rates. That is right. Then let money seek its own level in various 
industries and for various things. Obviously we have to pay more 
than General Motors has to pay. 

Senator CLark. And you are prepared to have the housing industry 
fight General Motors for money, without any fear or favor? 

Mr. Levirr. That is right, Senator, but I want to stress what I 
said in the beginning when I first sat down here. I am not attempt- 
ing to prescribe anv long-range housing plans. Long-range housing 
plans may very well involve direct lending by Government. I do 
not know. But I am talking now and saving we are in trouble; we 
are in desperate trouble. We are sick. And if we stay sick much 
longer we are going to drag down everybody along with us. 

Senator CLtark. You want to build some more houses? 

Mr. Levrrr. That is right. Let me tell you a very interesting 
thing. Mr. Martin and I have had our own clashes on what consti- 
tutes brakes on the economy. Ever since the United States Govern- 
ment put in the extra controls on housing—-I am going back about a 
year and a half ago, when it started on the 2 percent, and the settle- 
ment charges to be paid in cash—this was intended to slow down, 
this was intended to prevent inflation; this was to deflate a little bit. 

But now let me tell you what happened. Our prices began to go 
up, and they inched up and up and up, and now that we are almost at 
a standstill, we have had a very healthy increase again on all our 
prices. And the reason is very, very simple. The less we build, the 
more it costs per unit, the more our overhead gets spread over it. 

Mr. Martin’s philosophy and mine—and I don’t pretend to know as 
much as he—are so diametrically opposed that I do not know—I 
consider myself some sort of an intelligent, thinking human being— 
I do not know how two rational people can think so differently along 
the same lines. 

To me it is simple. The only antidote for inflation is production 
and volume. I made the statement before, Senator, and I will make 
it again, that if we could produce five or six thousand houses a year 
we could come out with a livable house for $6,990. 
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Senator CapEHART. How do you account for the fact, then, that 
we have in the United States today the greatest production of almost 
everything except houses at the moment—certainly everything else— 
and have had, at least the last few years, and yet we have the highest 
prices in the history of the nation? 

In other words, I was always taught that big production would 
reduce prices, but it is not working out in practice in this economy of 
ours today. 

Mr. Levirr. This could, Senator, be an indictment of some of our 
people at the heads of our large enterprises. 

Senator CapgEHAarr. Maybe, but it has to be realistic and we must 
admit it is not working. 

Mr. Levirr. | am being, very realistic, and I have also read, 
you have read, the year- end statements and the profit ratios, ao i 
think too many of them are very, very unconscionable, 1 think 
prices could have been reduced. I know, for instance, of one thing, 
and you know it also, that in the automobile industry in 1955—1955 
when they had their big year—and, as a matter of fact, that testimony 
came out at the roundtable you ran, Senator, in November a year 
ago-—the automobile companies were making an awiul lot of money, 
but the dealers were going broke. They were selling their cars to 
dealers because the dealers had to take those cars, and the dealers 
in turn were selling to you and me at no profit. 

Senator CapeHart. You are talking about just one phase of our 
industry now. ‘Things are higher than ever before. Socks are higher; 
shoes are higher; everything is higher than ever before in the history 
of the nation, and yet, generally speaking, the production of every- 
thing is up. 

Mr. Levirr. Yes, that is right. 

Senator Carenarr. What has happened to this philosophy that 
I was always taught, that you were taught, that big production would 
reduce costs, reduce prices? 

Mr. Levirr. I think a good many of our big industrialists and 
big businessmen have forgotten certain elementary things, they 
ought to sell more and more and for less and less each time. You 
and | have seen where large companies have made 20 and 22 and 2 
percept after taxes. 

Senator Capenart. | think you will fine the percent of net profit 
when they get all through is very small. The number of dollars they 
get is quite large because their volume is so much greater than it was. 

Mr. Levirr. [have to disagree with you, Senator. I have watched 
percentages only because if it were dollars only 

Senator Caprnart. I know only one company, General Motors, 
that has been making around 20 percent. The rest of them are way 
down. 

Mr. Levirr. | think you will find the oil companies have a rather 
high percentage. 

Senator Capenartr. [ do not believe they are making nearly as 
much percentage as they did 25 vears ago, but they are making more 
dollars because they are doing more volume. 

But I do not care to labor the thing, but it just occurs to me that 
our national product today is the biggest in the history of the nation, 
our national income is the biggest, more people are working than ever 
before. There are two industries that are a little bit soft at the 
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moment, and, of course, those are farming and homebuilding, and 
you have one suggestion for solving it, to 

Mr. Levirr. I am not through yet but, Senator, that is the phi- 
losophy I am trying to warn against. With this industry of ours in 
the condition that it is now, in 6 months the picture you are painting 
so rosily can change drastically very, very drastically. 

Senator Carenart. It may be, but I am talking about it at the 
moment. 

Mr. Levirr. The charge has been made in answer to me that 
construction, for instance, last year was at an all-time high and 
promises to be this year at quite a high, but those were plans, heavy 
construction plans, that were made years ago, 2 and 3 years ago. 
Bear in mind that for every mile of concyete road you build, you do 
not sell a single baby carriage or refrigerator, but when you build a 
house you are selling soft goods along with everything else. 

Senator CapeHart. | agree with you a hundred percent in respect 
to the interest rate. 

Mr. Levitt. The other items I have in regard to the interest rate 
are calculated to soften the impact on the prospective home owner. 
I would like to see, for instance, the term of the mortgage go to 35 
years. 

Senator Crarx. Mr. Levitt, before you go on, would you mind 
answering this so we have it in the record at some point. 

You said a minute ago if you could get sufficient volume you could 
build a livable house for $8,000. 

Mr. Levirr. That is right, sir. 

Senator CLark. Would that be at current interest rates? 

Mr. Levirr. No, that would be at higher interest rates. 

Senator Ciark. At higher interest rates? 

Mr. Levirr. Let us be fair about that, Senator. I would not be 
paying the interest rate anyhow. 

Senator Ciark. But the house would sell for $8,000? 

Mr. Levirr. The house would be sold for $8,000 and you would 
get a good, livable house. 

You see, Senator, he would be getting $8,009 worth of house. 
Rignt now he is getting a little too much of financing costs in that 
house, and not enough concrete; a little too much of Levitt’s over- 
head, and not enough venetian blinds or something else. 

Senator Ciarx. But he would pay $8,000? 

Mr. Levirr. That is right. He would then be getting $8,000 of 
tangible house, very little of anything else. 

Senator CLarx. How long would that house last, in your judgment? 

Mr. Levirr. It is as good or better house than we are building 
today, because each year we get better. 

Senator CiarK. You are coming now to how long a mortgage you 
want to see, and [ do not assume you would want the mortgage to 
last longer than the house would. 

Mr. Levirr. That is right. I would- 

Senator Doveauas. Before you go on, I think perhaps we should 
put in the record the figures which we have been able to dig out on 
the insurance in force under FHA, and the surplus as at the end of 
1955, which is the most recent figure we have, the estimated reserve 
requirements, and so forth. 

This is found on page 230 of the Ninth Annual Report of the 
Housing and Home Finance Agency, and a somewhat similar state- 
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ment is contained on page 10 of a report of this committee on the 
Federal Housing Administration-Veterans Administration fiscal status, 

The total insurance in force of all categories at the end of 1955 
was $18,300,000,000. I am giving it to ‘the nearest million. The 
surplus was $403.7 million, or about 2.3 percent. The estimated 
reserve requirements were $511.5 million—I do not quite know the 
actuarial basis they used in that connection. And the deficit, that is, 
the amount bv which the actual reserves fell short of what they were 
estimated to be actuarially, were $107.8 million. But on further 
breakdown, a major portion of the deficit is in war housing insurance, 
armed services housing insurance, and national defense housing insur- 
ance. The mutual mortgage insurance fund, which carries two-thirds 
of the insurance, had a reserve of approximately $265 million, and 
the estimated reserve requirements were $247 million, or a surplus of 
approximately $18 million. 

So what you are suggesting is that we have a system of merit rating, 
possibly. 

Mr. Levirr. That is what the FHA insurance program was origi- 
nally intended to be. 

Senator Dovatas. Then perhaps on this military housing that my 
vood friend from Indiana likes so much, as to the insurance we could 
build it up to an actuarially proper fund. 

Mr. Levirr. I would like not to get into that, if vou do not mind, 
Senator. 

Senator SPARKMAN. Did you want to ask something else? 

Senator Douauas. No. 

Senator SPARKMAN. Mr. Levitt, there is one thing you were saying 
a while ago about the effect of housing, in that it sold other goods, 
so on, and so forth. I just wondered if you had seen the current issue 
of the Home Builders’ Washington Letter. I was rather impressed 
with one item init. It says, for example: 

1 have found that one of the most effective ways of illustrating the present situ- 
ation is to translate the decline in housing into loss of employment and loss of a 
inarket for the principal items of material and equipment which go into housing. 
For example, if during 1957 we produce 100,000 fewer houses than we did last 
year, this means the loss of 200,000 man-years of work, half of it onsite and half 
of it in materials production. Specifically, the loss of 100,000 houses means the 
loss of a market for 

975 million board-feet of lumber. 

115 million board-feet of finish wood flooring. 
104 million square feet of softwood, plywood. 
470 million bricks. 

230 million lbs. of cement. 

1.9 million gals. of paint. 

200,000 tons of steel. 

156,000 water closets. 

127,000 bathtubs. 

73,000 warm air furnaces (with duets). 

11 million square feet of ceramic tile. 

10 million square feet of linoleum floor covering. 
20) million square feet of asphalt tile flooring. 
1 million squares of asphalt roofing shingles. 
140 million square feet of wall and ceiling insulation. 
2.5 million convenience outlets. 

1.1 million electrie switches. 

32,000 garbage disposal units. 

55,000 kitchen exhaust fans. 

7,000 air conditioners. 

1 million kitchen cabinets. 
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1.4 million window frames. 

1.2 million doors. 

27,000 single garage doors. 

32,000 double garage doors. 

10,000 double garage 2-doors. 

Interior wall gypsum board for 48,000 houses and gypsum lath for another 
40,000, or close to a half billion square feet of gypsum products in all. 

Mr. Levirr. That is excellent, but it just did not go far enough. 

Senator SPARKMAN. Yes; I noticed you went further and talked 
about the consumer goods. 

Mr. Levirr. You can add in just about every other bit of conceiv- 
able personal property that goes along with a house and find out—it 
is an imponderable figure. I could not begin to guess at it. 

Senator SpARKMAN. I may be stealing some of the thunder of some 
of the home builders who are coming a little later. 

Senator CaprHart. Do you go on the presumption that for every 
new home people buy a whole new set of furniture? Ordinarily, 
they 

Mr. Levirr. We made a survey in Levittown, Long Island, when 
we were there—and that was the time we were selling houses for 
$6,990. We found that on an average, the average that we had there, 
every new homeowner there bought $1,400 worth of personal property. 

Senator Capenart. I do not think there is any question but what 
they buy a lot. 

Mr. Levirr. And this was right after the war, when they did not 
have any money or anything else. 

May I mention for a moment this question of the 35-year mortgage, 
because it has been labored to the point where it is almost dead, and 
I would like to revive it. 

Senator, a 35-year mortgage, by every yardstick that we know in 
this industry, is not a 35-year mortgage. It is a 10-, 11-, or 12-year 
mortgage. It gets paid off, or it gets refinanced. 

However, what it does do in the beginning is that it makes pay- 
ments so much lighter for the individual. The banks have screamed 
against having 35-year mortgages, and vet every figure, every vard- 
stick that we have—it is an open book; if I know it, they know it 
shows that the average mortgage is only a 10- or 11-year mortgage. 
It used to be a little less than that. 

Senator SpaARKMAN. I think FHA testified approximately 11 vears. 

Mr. Lxevirr. Yes. But it counteracts this higher interest rate 
which, in my opinion, we have to have today. It will make it easier, 
if you do that, if vou eliminate almost in toto the FHA half-a-point 
insurance premium. It does not make the 5%-percent rate particu- 
larly difficult. As a matter of fact, it makes it less than the actual 
going rate today because the going rate today is 5 percent interest, 
which ‘you do not have, because you cannot get a mortgage at par, 
plus the half a point of the insurance premium, plus the fact that we 
are amortizing based on a 30-year mortgage. 

So that a 5%-percent interest rate with, let us say, one-eighth of 1 
percent insurance premium on a 35-year basis which could be ob- 
tained at par, actually will represent a lowering of carrying charge to 
the homeowner, and puts us in business. 

Senator SPARKMAN. Senator Douglas. 

Senator Dovatas. If 1 am correctly informed, most of the savings 
and loan associations fix 20 years as the maximum duration of & 
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mortgage, and this is true, roughly, on new housing; am I right in 
that? 

Mr. Levirt. You mean they write up mortgages for 20 years? 

Senator Dovetas. Yes; and they do it on new housing. 

Mr. Levirr. They will ‘write for 20 and 25. 

Senator Doveras. We have stretched this amortization period out 
to 30 years in order to reduce the carrying charges and to stimulate 
building. Now you propose to stretch it out to 35 years, 

Mr. Levirr. Right, sir. 

Senator Douatas. The question is: You do not want to have an 
amortization period longer, as the Senator from Pennsylvania says, 
than the physical and social oe of the house; is that not true? 

Mr. Levitt. That is true, sir, but for the moment I do not want 
to go into the physical edits “ot the house, as to whether it will or 
will not last physically and socially for 35 years. My point is that 
we are talking in terms of 10, 11, or 12 years, and the fact you write 
it for 35 years is merely something which will stimulate homeowner- 
ship and make it a little bit easier for the homeowner to carry. 

It will not go 35 years, and all the evidence that we have, the 
preponderant evidence, points to the contrary. 

Senator Doveias. Have vou read the book by Mr. John Keats 
entitled, “The Crack in the Picture Window’’? 

Mr. Levirr. No. I read the criticism of it. I have a hunch that 
Mr. Keats refers, perhaps, to some of my very good friends, including 
us. I read the reviews. I think Mr. Keats is completely biased; | 
think Mr. Keats does not know too much about housing; I think 
Mr. Keats has a best seller on his hands because anything about 
housing is good; and I think he is going to make much more money on 
the book than we are on housing. 

Senator Doveras. Mr. Levitt, I admire you very much for your 
energy, and I think you have made a very great contribution to the 
building industry of the country. Two months ago my plane was 
delayed in landing at Idlewild, and we circled a large housing develop- 
ment on Long Island for about 2 or 3 hours, and I gazed down upon 
it, I admit that you do not get a perfect view looking at any housing 
development from above—and I think Mr. Keats’ book had not yet 
come out, but I found myself asking myself the same question, 
“What will this look like 30 years from now?” 

Mr. Levirr. We have an alternative, Senator. We do not have 
to do this. We can tell people to stay where they are; we can build 
rows and rows of houses—vertical rows—put them in our cities, 
prevent them from having any grass, even if the grass is only 20 by 20; 
or we can say we will do nothing and let them stay in the shacks they 
are in and let them obsolesce. We can do that, too. 

We think with all the drawbacks that low-cost housing has pre- 
sented, it is certainly much better than they have had before. Mr. 
Keats is a professional ‘aginner” in this. He offers no solutions. 

Senator Doua.as. I agree with you, but I am a little worried at the 
way this amortization period is being stretched out. I mean, it 
started at 20, then went to 25, then to 30; then you say to 35. Surely 
there must be a critical point there. 

Mr. Levirr. Let me give you a practical example. I appeared 
before a committee some time ago, of which the Senator from Indiana 
was the chairman. We were talking about some of the houses that 
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we had built on Long Island, that were built just about 10 years ago, 
Now, a couple of years ago those houses—all the mortgages on them, 

every single one of them, were paid off. We are talking about 6,000 
houses. They were refinanced again. 

Now, figure up this one, Senator. We had 25-vear mortgages on 
them, I believe, to start off with. They ran for about 7 vears. Then 
they were paid off and refinanced, and 30-vear mortgages went on 
them. So when we start off now we are at 37 years, 30 plus 7 

They are going to be paid off again in another 10 vears. 

Senator Dovetas. You mean you pay off one mortgage by putting 
on another? 

Mr. Levirr. That is right. 

Senator Doveias. But I mean the mortgage continues even though 
the house is —— 

Mr. Levrrr. No, sir, because if the house has reached a point 
let us say it is 20 vears from today and we have gone the second or 
third time around on refinancing, an inspector comes out and says, 
“This house is no good and we cannot put a mortgage on it,’”’ then 
we stop. 

There are checks and balances on this refinancing. You could 
not, for instance, take a bouse that is a hundred years old, in a state 
of disrepair, and go into FHA and get a 20-year or a 25-year loan on 
it today. It would not be granted. 

Senator Dovetas. Well, thank you. 

Senator CaprHart. Mr. Chairman, do I understand that Mr. 
Levitt’s recommendations, just brieflv, are that we have a competitive 
interest rate? 

Mr. Levirr. That is right. 

Senator CaprHaArt. Possibly 6 percent. Secondly, lower the 
downpayvments? 

Mr. Levirr. Yes, sir. 

Senator Capenart. And thirdly, that we reduce the one-half of 
1 percent to maybe one-eighth, that FHA charges; and we go to 
35 vears? 

Mr. Levirr. That is right, sir. 

Senator CapeHArt. You think those four things will really help? 

Mr. Levrrr. I think those four things will help. I have not spent 
any time talking about the liberalization of FHA. I think it is 
obvious. I think they will help—and this IT must stress—in 1957. 
We are too late in 1957. You can help us a little, not too much. 
But if you do not help, and help us immediately now, if we are allowed 
to go into 1958 with the same pace that we have now, we will be too 
late to recover. 

I want to disagree very vehemently for the record with Mr. Cole, 

who says that he anticipates 1,100,000 housing starts this year. 
He and I usually make predictions at the beginning. So far I have 
been ahead of him. 
P#So I want to predict this year we will do a maximum-—an absolute 
maximum—of 800,000 starts as against his 1,100,000. He was wrong 
Jast vear, and I think he is going to be wrong this vear. If we produce 
the same number of starts in 1958 we are in trouble. 

There is one little fact which is in here which I would like to mention 
—that we are currently producing houses in actual unit volume less 
than we produced 30 years ago. In 1925 we produced nine hundred 
and—— 
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Senator CAapeHARrr. You are advocating a 6 percent interest? 

Mr. Levirr. No, | am not advocating 6 percent 

Senator Caprenarr. Up to 6? 

Mr. Levirr. | am advocating a realistic ceiling. 

Senator Carensrr. But at the moment you think it ought to be 
6 percent? 

Mr. Levirr. No, if 1 were to peg a rate now I say 5% percent will 
get all the mortgage money you want at par. 

Senator SPARKMAN. A flexible rate up to a maximum of 6 percent? 

Mr. Levirr. That’s correct, sir. 

Senator CapeHartT. You are advocating a lower downpayment. 
How much? 

Mr. Levirr. I want to see something like the bill pending before 
the Congress now which calls for 2 percent on $10,000 houses. 

Senator CAPEHART. In other words, pretty much the Administra- 
tion’s recommendation? 

Mr. Levirr. Very much the Administration’s bill on liberalized 
downpayment. 

Senator CAPEHART. And one-eighth of 1 percent on—— 

Mr. Leavitt. I would like to see the eighth discontinued com- 
pletely, but, being a realist, 1 know it cannot be. 

Senator Caprnart. And 35 years instead of 30? 

Mr. Levitt. That is correct, sir. I think that will put us baek 
into business next year, and I think it will prevent the economy from 
taking too great a slide. 1 think if the Congress will spend time on 
a long-range housing program to find out, for instance, where we are 
going to get the money in 1960 and 1961, when we anticipate boom 
conditions, we will be set for them and we will not be faced with 
these periodic crises year in and year out. 

Senator‘Carenart. | do ‘not, find. much to quarrel with you about 
on your recommendation. 

Mr. Levitrr. That is all, Mr. Chairman 

Senator SpARKMAN. Thank you, Mr. Levitt. 

Senator CLark. Could I ask one more question? 

Senator SPARKMAN. Yes, Senator Clark. 

Senator CLark. In connection with this 35-year mortgage, Mr. 
Levitt, | would like to have on the record your own considered views 
as to what sort of shape these houses are going to be in at the end of 
35 Vears, 

[ know you say that the mortgage would: be paid off in less than 
that. But what sort of shape are these houses going to be in at the 
end of 35 years? And what would be your comment toward your 
critics—and I am not saying that I agree with them—that you are 
“building the slums of the future’’? 

Mr. Levirr. The comment on the criticisms or the answer to the 
criticisms is very, very simple. When we built Levittown, Long 
Island, of course, the criticisms were legion that we were creating the 
slum of the future—this, that, and the other thing. The result is 
today that the average price of every house in Levittown is approxi- 
mately 50 percent more than it was when we sold it postwar. It is 
practically impossible to get 90 percent of the Levittowners, the 
original Levittowners, to move from there. Their roots are there. 
That place looks infinitely better than when we created it and left it. 
The landscaping has taken root. Not only the people have taken 
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root but the physical landscaping has, and Levittown today has been 
viewed by housing authorities of just about every civilized nation in 
the world who have come there to look at it, and they think it is a 
step forward. 

Senator Cuark. When was it built? 

Mr. Levirr. 1947. 

Senator Crark. Would you mind getting on the record your 
views—— 

Mr. Levirr. That is only 10 years. Ten years later they are 
better than they were 10 years ago. 

Senator CuarkK. All right. 

Mr. Levirr. Properly “maintained, there is no earthly reason under 
the sun that a house being built today should not last more or less 
indefinitely, a hundred years, properly maintained. 

Senator CiarK. Do you honestly believe that those houses in 
Levittown will be occupied in 1975? 

Mr. Levrrr. I not only honestly believe it, I know. For instance, 
we have no cellar beams to rot because we do not have any cellars. 

Senator CtarKk. Well, I know—— 

Mr. Levirr. We do not have any termites to worry about because 
we do not have any wood on the ground. 

Senator Cuark. All right. But in your view those houses will be 
perfectly acceptable houses for decent: living in 1975? 

Mr. Levrrr. Categorically, ves. 

Senator CuarKk. All right. 

Senator SparKMAN. Thank you, Mr. Levitt. 

Mr. Levirr. Thank you, sir. 

(Mr. Levitt’s prepared statement follows:) 


STATEMENT OF WiLuiamM J. Levitt, PrResipeNT, Levirr & Sons, INc., Levit- 
TOWN, Pa. 


Last week I testified before another committee of the Congress that the home 
building industry is in a state of chaos and collapse; that the roof has fallen in. 

The situation is even worse than that. Not only has the roof fallen in on us, 
the builders, the foundations of our industry are crumbling and we are tumbling 
headlong to the cellar. The situation in our industry can be described in one 
word—catastrophic. 

This is not. said.as a plea for pity. If the present situation goes on unchecked, 
then our collapse will be everybody’s problem. If the Congress does not take 
action—positive, direct and immediate action—to end the depression in the 
home building industry, to stop this runaway deflation, then we will drag the 
rest of the economy down to ruin with us. 

It is not pleasant to be a prophet. of doom. For almost 2 years now-—ever 
since the administration decided that a little taste of deflation would be good 
for us—I have seen dry rot take root in our industry. I have fought it as hard as 
I could and I repeat now what I have said again and again and again. It is 
dangerous and unwise to attempt to limit or control the growth and expansion 
of our entire economy by choking off one segment of it. The Government can 
make laws and it can repeal laws, but it can’t repeal the laws of economics. 
It is impossible to choke the breath out of a basie industry like housing which, 
directly or indirectly, provides 1 out of every 4 jobs in the Nation today, without 
hurting the entire svstem of which that industry is a part. 

The home -building industry is being choked, It is dying today for want of 
money and for want of credit. Money is the single basic material that every 
industry needs and for which there is no substitute, and there is no mortgage 
money available except at stratospheric prices. Consumer credit is the lifeblood 
of our whole high-production economy, the bedrock of our more than $400 billion 
worth of,gross national product. And the housing industry today is starved for 
want of adequate consumer credit. We need a schedule of downpayments low 
enough so'that people who want houses and can afford to pay for them out of 
income will be able to buy them. 
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The bitter fruit of these policies has been ripening for more than a year. In 
1956 housing starts fell 22 percent to slightly more than 1,000,000—a development 
which apparently caused no concern and perhaps even a little satisfaction in the 
high circles of Government. Then last week the Bureau of Labor Statisties re- 
ported the latest figures; the housing starts for February show that we are now 
building at the annual rate of 910,000 units—the lowest in 5 years. 

This was cause for dismay on the part of those experts and administrators who 
were saying all along there was nothing to be alarmed about so long as housing 
starts stayed up over the million mark. It was nothing but grim corroboration 
to those prophets of doom, like myself, who saw what was happening every day 
in our own business. It is still happening. We have not hit bottom yet. This 
month’s figures will show an even further drop in starts, and the situation will 
get worse and worse, every day, until Congress provides relief. 

That does not mean relief next year or next summer. It means relief now. The 
home-building industry is a complicated manufacturing process and cannot be 
turned on and off like a faucet. That means for 1957, practically speaking, there 
is no help and no hope. What we must consider now—what you, the Congress, 
must do now— is to frame a policy and adopt a program that will put this industry 
back on its feet in 1958. 

It is important to realize how critical the situation is. In a report on the 
housing situation this week, Time magazine says that my analysis has been unduly 
pessimistic. I wish this were so. The truth is that the piight of my industry is 
so unimaginably awful, it would be impossible to overstate the case. If anything, 
I have been too optimistic, like everybody else. The proof is right here, in direct 
testimony from scores of builders all across the Nation. 

The other day I sent telegrams to about 150 of the Nation’s biggest builders. 
I told them I would testify here today before this committee and I asked them to 
tell me how their business is so that their testimony could be entered on the 
record. Answers came from 100 builders in 35 States. A tiny minority of these, 
3 or 4, had no serious complaints. Here is a sampling of what the others said: 

John W. Ahern, Savannah, Ga.: Construction cost steady. Demand firm. 
Sales excellent. Mortgage discounts paid 6 to 8 percent. Profits wiped out. 
Unable to secure mortgage money commitment for construction starts after April 
1. Future outlook, out of business after May 31, repeat, out of business after 
May 31. I cannot express vehemently enough my outraged feelings at the in- 
justice being forced on the building industry when so many people are wanting 
houses and can pay for them. Some one has fouled up our economy some way 
for this is certainly not a result of supply and demand. Who is responsible?” 

Robert W. Clemens, Houston, Tex.: ‘‘Business horrible.’’ 

Francis J. Schroedel, Milwaukee, Wis.: “Basie problem, financing. Discounts 
too high. Discontinued all house construction for the moment.” 

W. T. Atkinson, Oklahoma City, Okla.: “Home building in Oklahoma City 
area has about stopped.”’ 

Gentry R. Davis, Omaha, Nebr.: ‘‘Conventional loans, homes $17,000 to 
$30,000, fair. Below $17,000 FHA very few, VA none.” 

Dick Hughes, Pampa, Tex. ‘‘Medium income industrial workers in Texas and 
Oklahoma cannot buy FHA-financed houses in any appreciable volume because 
downpayments too high. Workers can buy VA but builders cannot absorb eight 
points discount. We are forced to operate on a limited basis pending corrective 
measures by Congress which would provide much lower FHA downpayments and 
VA loans that will sell at reasonable prices—or a combination of both. Private 
residential home building in my area worst in my 20 years’ experience as a 
builder.”’ 

Sidney L. Faxon, Cincinnati, Ohio: ‘‘Mortgage money presents difficult problem 
to Cincinnati builders. Housing starts down. Housing employees find work 
searce. Cincinnati market needs mortgage money boost now repeat now.” 

Harry K. Madwav, Wayne, Pa.: “We are presently building 213 houses as 
against 470 a vear ago this time. We are unable to schedule any new starts 
this year because of the lack of financing at reasonable prices.” 

Del E. Webb, Phoenix, Ariz.: “Volume in our housing division on private 
residential work is down to a fraction of average for past several years due to 
acute shortage of mortgage money and prohibitive discount rate on what little is 
available. We are seriously considering discontinuing private housing operations 
unless this condition is relieved in the immediate future.” 

Franklin L, Burns, Denver, Colo.: ‘Sales December 1 through February 28 were 
24.1 percent of same period last vear. For first time since 1946 unable to sell 
homes with GI financing. This is due entirely to interest rate not being increased 
to 5 percent, Need lower FHA down payments and elimination or great reduction 
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in sliding scale of percentage of income that is allowed for housing in FHA mort- 
gage credit department.” 

Irving R. Stich, West Hartford, Conn.: “Housing starts down drastically. 
Commitments even with discount in this heretofore abundant money area still 
amost nonexistent.”’ 

Lewis Cenker, Atlanta, Ga.: “Our business is bad. $12,500 house in worst 
squeeze ever. Rising production costs and exorbitant discounts on GI loans have 
destroyed ali profit from operations. Sales now made only to recover land 
investment.”’ 

Andrew 5S. Place and Co., South Bend, Ind.: “Sales of $27,000 to $40,000 
custom houses are fair to good. Sales on $11,000 to $15,000 houses are very poor 
due to buyers being unable to make high FHA required down-payments 8 to 9 
points discount has caused us to stop building for the GI market. Hope you can 
help us on the lower cost houses.”’ 

James Garner, Wichita, Kansas: ‘‘My 1956 home building business 50 percent 
of 1955. Has shut down completely since first of this vear.”’ 

It is impossible to mistake or misinterpret such testimony. It is impossible to 
misread the clear warning in the fact that we are now building at an annual rate 
of only 910,000 units. It means that once and for all in the present crisis, debate 
should end on whether the homebuilding industry needs help. The only question 
is what should be done to help. 

There are four steps that must be taken immediately: 

1. Make the interest rates realistic and competitive.—In the building business 
as in any business, money is a commodity and its cost must be calculated along 
with that of any other material. Right now the cost of that commodity has gone 
way up, due to the great demand for it froin all sections of the economy. Every- 
one else competing for that commodity operate in a free economy, but builders 
operate under price control. The arbitrary limits now in effeet make it impossible 
to get mortgage commitments without paving ruinous discounts. The interest 
rates on housing must be brought into line with what other segments of the 
economy are paying; otherwise there will be no capital available to sustain this 
basic industry. Raising the allowable rate to a maximum of 6 percent should free 
enough funds to meet our present need. 

2. Lower downpayments for home buyers.—There are bills before Congress now 
that would open the market and prove a very healthy thing for the country. 
There is no reason, in a nation with our economic potential and where our very 
prosperity is based on production and use, to cling to the archaic notion that 
there is something wrong with a family paying for «a house out of income rather 
than accumulated savings. 

3. Eliminate the one-half of 1 percent FHA insurance premium.—Experience has 
shown this charge on the home buyer is excessive and unfair in that it produces far 
more revenue than is needed to pay insurance losses. The FHA turns in a profit 
of more than $50 million a vear. A premium ot one-eighth of 1 percent should be 
adequate to protect the lenders against loss. It should be reduced to that figure 
and, in the ease of veterans getting home loans under FHA, it should be elim- 
inated entirely by having the VA assume the obligation. 

4. Extend the mortgage term to 35 years.—This would have the effeet of roeduc- 
ing the monthly carrying charges and making it easier for more families to buy 
their own homes. Those families with greater incomes who wished to build up 
quity faster could have their interests protected by providing for prepayment 
provisions at no penalty. 

Such a program would enable builders to provide the homes the Nation wants 
and needs. The fact is that America needs a lot more housing than it is has 
been getting. We are not now, we never have been and we will not for « long 
time be even close to that mythical saturation point in housing that certain s 
anointed experts keep talking about. The proof can be found right in the o 
cial figures of the Bureau of Labor Statistics and the Bureau of the Census. 

A generation ago, in 1925, the population of the United States was 115,832,000. 
Today the population is 170,000,000. That is an inerease of 47 percent. 

Now compare the figures for housing. In 1925 there were 937,000. sturts. 
Our present rate of 910,000—which we will never maintain this year—is actually 
a net drop of 27,000 actual units, a decline of about 3 percent from the 1925 level. 
Merely to have staved even, to maintain the pace of housing construction of an 
earlier generation, would require a building program of more than 1,375,000 
units this year. 

That projection is most conservative. It does not take into account certain 
statistical factors that reflect basic national trends. It does not inelude for 
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instance the significant fact that the United States farm population in 1925 was 
27 percent of the total, whereas in 1954 it had shrunk to only 13.5 pereent of 
the total and by now is even less than that. It does not reflect the fact that the 
pace of new family formations has been climbing upwards even faster than popu- 
lation growth. And it ignores the tremendous upsurge in living standards that 
has taken place in this country. 

It was said by President Franklin D. Roosevelt, in the depths of the depres- 
sion, that one-third of our Nation was ill fed, ill clothed and ill housed. Since 
that time, we have very largely remedied matters in the areas of diet and of 
clothing. But we have not made commensurate gains in housing. It is high 
time we did; and it is the duty of this government, both the Administration and 
the Congress, to make this possible. 


(The telegrams referred to in Mr. Levitt’s testimony follow:) 


SAVANNAH, Ga., March 18, 1957. 
WinturaMm J. Levirr, 
Levitt & Son, Inc., Levittown, Pa.: 


Construction cost steady. Demand firm. Sales excellent. Mortgage dis- 
counts paid 6 to 8 percent. Profits wiped out. Unable to secure mortgage 
money commitment for construction starts after April 1. Future, outlook, out 
of business after May 3!—repeat, out of business after May 31. I cannot express 
vehemently enough my outraged feelings at the injustice being forced on the 
building industry when so many people are wanting houses and ean pay for them. 
Someone has fouled up our economy someway for this is certainly not a@ result of 
supply and demand. Who is responsible? 

Joun W. AHERN. 


Houston, Trx., March 18, 1957. 
Wriouiram J. Levirr, 
Levitt & Son, Inc., Levittown, Pa.: 
Business horrible. 
Ropert W. CLEMENS. 





MILWAUKEE, W1s., March 18, 1957. 
Wituram J. Levitt, 
Levitt & Sons, Inc., Levittown, Pa.: 
Basie problem financing. Discounts too high. Discontinued all house con- 
struction for the moment. 
FRANCIS J. SCHROEDEL. 





OKLAHOMA Crry, OKLA., March 18, 1947. 
Wituram L. Levirrt, 
Levitt & Sons, Inc., Levittown, Pa.: 
Home building in Oklahoma City area has about stopped. 
W. T. Brit ATKINSON, 


Omana, Nepr., March 18, 1987. 
Winuiam J. Levirt, 
Levittown, Pa.: 
Conventional loans homes 17 to 30 thousand. Fair below 17. FHA very few; 
VA. none. 
Gentry R. Davis. 


Pampa, Tex., March 18, 1957. 
Wiitiam J. Levert, 
Levitt & Sons, Inc., Levittown, Pa.: 

Medium income industrial workers in Texas and Oklahoma eannot. buy FHA 
financed houses in any appreciable volume beeause downpayments too high, 
Workers ean buy VA but builders cannot absorb 8 points discount. We are forced 
to operate on a limited basis pending corrective measures by Congress which 
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would provide much lower FHA downpayments and VA loans that will sell at 
reasonable prices—or a combination of both. Private residential home building 


in my area worst in my 20 years’ experience as a builder. 
Dick HvuGHEs. 





CINCINNATI, On10, March 18, 1957. 
Wituam J. Levitt, 
Levitt & Sons, Inc., Levitiown, Pa.: 

Mortgage money presents difficult problem to Cincinnati builders. Housing 
starts down. Housing employees find work scarce. Cincinnati market needs 
mortgage money boost now—repeat, now. 

Faxon ConstruCTION Co., 
Srpney L. Faxon. 


Wayne, Pa., March 18, 1957. 
Wixtuam J, Levitt, 
Levitt & Sons, Inc., Levittown, Pa.: 
We are presently building 213 houses as against 470 a year ago this time. We 
are unable to schedule any new starts this year because of the lack of financing 


at reasonable prices. 
Harry K. Mapway. 


PHOENIX, ARiz., March 15, 1957. 
WiuuraM J. Levitt, 
Levitt & Sons, Inc., Levittown, Pa.: 

Volume in our housing division on private residential work is down to a 
fraction of average for past several years due to acute shortage of mortgage money 
and prohibitive discount rate on what little is available. We are seriously con- 
sidering discontinuing private housing operations unless this condition is relieved 
in the immediate future. 

AsuTon-DeEt E. WesrR ConstRuCTION Co. 


DENVER, Co.o., March 16, 1957. 
Wituram J. Levitt, 
Levitt & Sons, Inc., Levittown, Pa.: 

Sales December 1 through February 28 were 24.1 percent of same period last 
year. For first time since 1946 unable to sell homes with GI financing. This 
is due entirely to interest rate not being increased to 5 percent. Need lower 
FHA downpayments and elimination or great reduction in sliding scale of per- 
centage of income that is allowed for housing in FHA mortgage credit department. 

FRANKLIN L. Burns. 


West Hartrorp, Conn., March 16, 1957. 
Wiuiir1am J, Levitt, 
Levitt & Son, Levittown, Pa.: 
Housing starts down drastically, commitments even with discount in this 


heretofor abundant money area still almost nonexistent, 
; Irvine R. Sticw. 


ATLANTA, Ga., March 16, 1957. 
WiiiiamM J, Levitt, 
Levitt & Sons, Inc., Levittown, Pa.: 

Our business is bad; $12,500 house in worst squeeze ever. Rising production 
costs and exorbitant discounts on GI Loans have destroyed all profit from opera- 
tions. Sales now made only to recover land investment. 

LEWIS CENKER Housing DEVELOPMENT Corp. 
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SoutH BENp, INp., March 15, 1957. 
WituraM J. Levirt, 
Levitt & Sons, Levittown, Pa.: 

Sales of $27,000 to $40,000 custom houses are fair to good. Sales on $11,000 
to $15,000 houses are very poor due to buyers being unable to make high FHA 
required downpayments. 8 to 9 points discount has caused us to stop building 
for the GI market. Hope you can help us on the lower-cost houses. 


Piuace & Co., 
ANDREW S. PLACE. 


Wicuira, KANs., March 16, 1957. 
Wiituam J. Levitt, 
Levitt & Sons, Inc., Levittown, Pa.: 
My 1956 home-building business 50 percent of 1955. Has shut down com- 
pletely sinee first of this year. 
L, E. Garpner, INc., 
JAMES GARDNER, 


Lexinaton, Ky., March 16, 1957. 
Wintuiam J. Levitt, 
Levitt & Sons, Inc., Levittown, Pa.: 
Reference your wire residential building business is good 
F. D. KinpRep. 


PHOENIX, Artz., March 16, 1957. 
WiiiraM LEVITT, 
Levitt & Sons, Inc., Levittown, Pa.: 
Re Urtel of March 15. Did 2,300 units in 1955 and 1,500 in 1956. Hope to 
make 1,000 this year, but doubt it. 
F. & S. Construction Co., 
Sam HorrMan. 


LittLE Rock, ArkK., March 18, 1957. 
Wiiuiam J. Levitt, 


Levitt & Sons, Inc., Levittown, Pa.: 


Building volume average past 5 years. Approximately 250 homes per year, 
1957 program off one-third cause no money available 444 percent loans. 


E. L. FAuserr. 


LittLe Rock, ArK., March 19, 1957, 
Wituas J. Levirt, 
Levitt & Sons, Inc., Levittown, Pa.: 


Private opinion starts will be off 40 percent slowdown due to mortgage market. 
Personally will not build over 652/13 normally over 500. 
R. Reece MEYERs, 
Los Angeles 65, Calif. 


Los ANGELEs, Cautr., March 16, 195?. 
WituiaM J, LEVITT, 


Levitt & Son, Levittown, Pa.: 
Total housing starts here down 20 percent from last year. FHA and VA starts 
| 7 “ r *, “1 r ’ . , a “1 I; . ’ r 
down 40 percent. VA tract processing down 60 percent. Very little, if any, VA 
financing available. Very little progress anticipated until VA interest rate settled 
and FHA revision completed, 


Hap.Ley-CHeErRRY, INC., 
tay K. CHERRY. 
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Los ANGELEs, Cauir., March 15, 1957. 
WituraM J. Levirr & Sons, Inc., 
Levittown, Pa.: 
Would say housing starts sel! off 15 percent in the year 1956 and predict they 
will fall off additional 10 percent during the year 1957. 
M. J. Brock & Sons, Inc. 
MiLTon J. Brock. 


Pato Auto, Cauir., March 15, 1957. 
WiLiiaAM J. Levirt, 
Levitt & Son, Inc., Levittown, Pa.: 

Answering sales running 30 percent below last year despite far more intensive 
and expensive effort to make them, Every sale that is made is a struggle. Sales 
slow despite fact that we still have financing available under old commitments 
that will soon expire. If we did not have these sales would be off 80 percent. 
Also seems to be concerted effort on part of VA and FHA to make sales difficult 
and thus discourage new building. Very difficult to qualify buyers with excellent 
earnings and credit statement through FHA. Both FHA and VA continually 
issuing bulletins imposing ridiculous and impossible new construction require- 
ments, thus discouraging new building or making it more expensive. This is at 
great variance with public utterances of Housing officials who claim they are 
anxious to encourage new home construction. This has been going on for the 
past 14 months. Our unit sales last year were off about 20 percent from 1955 
but our prices averaged about 10 percent higher and our profits were practically 
nil. Government guaranteed financing needs thorough overhauling. Merongly 
favor eliminating VA and having single housing agency with fairly low down- 
payment and with special consideration for veterans. For example, if downpay- 
ment required was $2,000 qualified veterans’ downpayment requirement would 
be a percentage of that ranging from 20 percent to 50 percent depending on price 
range. Maximum interest rate should be set once and for all and provisions 
should be made for FN MA to be supplied with sufficient funds to insure a steady 
flow of mortgage money. Frankly our biggest problem is dealing sensibly with 


the VA and FHA. Our present price range is from $18,000 to $23,500. Our 
production in 1955 in exeess of 1,000 houses last year about. 800.. Never. had 
pleasure of meeting you personally and if you should ever visit the San Francisco 
Bay area would be very glad to show you around. 

KicHLER Homss, INc., 

JosprxH L. E1rcHuer, President 


SAN Francisco, Cauir., March 16, 19357. 
WituraM J. Levitt, 
Levitt & Sons, Levittown, Pa.: 
Sold first 244 months, 1956, 117 homes. Same period 1957, 48 homes. Down 
59 percent, all due to tight money. Plenty of prospective home buyers. 


STANDARD BUILDING Co., 
CARL GELLERT. 


San Mareo, Cau 
WituraM J. Levirt, 
Levitt & Sons, Inc., Levittown, Pa.: 

Building activities sharply off in this area. More than 30 percent below same 
time last year. Serious situation in building crafts, unemployment developing. 
Apparent need for housing due to actual growth should assure considerable 
improvement with satisfactory mortgage structure. 

Davin D. BoHANNON 
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Beverty Hinus, Caruir., March 15, 1957. 
Wituram J. Levirt, 
Levitt & Sons, Levitlown, Pa.: 

Our business is off fully 50 percent due to the money squeeze and exorbitant 
fees for financing when available. All builders in this area are severely hurt by 
Internal Revenue, who claim all corporations are an association, and this results 
in inability to secure investment risk eapital money. 


GILLER & KALSMAN. 


BEVERLY Hiuus, Caurr., March 16, 1957. 
Wituram J. Levitt, 
Levittown, Pa.: 

Tightness of GI money market has forced us to require larger downpayments 
and shorter maturities from veteran purchases, resulting in 33 percent decline 
in sales demand from veterans for homes at minimum terms and maximum ma- 
turities is still great in our locations. Inability to obtain GI takeout commitments 
has forced us to cut our 1957 building program to one-third of 1956 volume. 
We are considering discontinuing sales to veterans because of exorbitant discounts 
required to make GI loans salable at present 442 percent interest rates. Present 
FHA terms and credit requirements prevent utilization of FHA loans to meet 
buyers needs. Difficult to obtain money for FHA loans in this area even with 
5-percent interest rate. Removal of FNMA $15,000 limit and lower discount 
charges would help. 

GRANDVIEW BuriLpiInea Co., 
Epwarp K. ZUCKERMAN. 


DENVER, Coto., March 16, 1957. 
Wituram J. Levitt, 
Levittown, Pa.: 

Our sales are only 20 percent of normal. Our production is now cut to 20 
percent of normal, but am still trying to carry the same overhead, consequently 
am actually losing money. Do not feel we can continue on this basis much longer. 
I feel we have good to strong demand if houses could be sold on 5 to 10 percent 
down, 25- to 30-vear loans with only 4% times income ratio required. Also have 
some demand on current FHA terms but present FHA income ratio requires 
for $14,000 loan is utterly ridiculous and knocks out 75 percent of potential 
buvers. Urge vou to bring up these preposterous FHA income requirements while 
testifying. Thank you for asking our opinion. 

\[arcus C, Boausr. 


PuEBLO, Couo., March 18, 1957. 
Wituram J. Levitt, 
Levittown, Pa.: 

We have no commitments. No standby No futures And no future busi- 
ness until we receive future commitments. Veteran buyers we have want interest 
nereases to assist in getting loan. Raise VA interest and Expand FHA down- 
payment immediately then, repeat, then VA can die gracefully. Pursue central 
mortgage facility realistically for long-range ABA and 8. and L. League consist- 
ently Want an attempt to keep distress insured market such as present. 1956 
bank pronts and Government bond vields are mute testimony to the small 
Horrower ! eeds 

TREASURE CHEST Home, INC., 
RALPH TACK, 
CLEM HAUSMAN 


NEWCASTLE, Deu., March 18, 1957. 
1AM J, LEviIT’ 
Levitt & Sons, Inc., Levittown, Pa 
Because of cost of mortgage monev we have reduced our business from average 
houses per vear to 100 
S. Gorpy. 
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Wasuinaton, D. C., March 16, 1957. 
WiiuamM J. Levitt, 
William J. Levitt & Sons, Inc., Levittown, Pa.: 


My residential construction is off 90 percent—reason, tight money. 
AtviIn L. AUBINOE 





Sarnt PETERSBURG, Fua., March 16, 1957. 
WiiuiaM J. Levirt, 
Levittown, Pa.: 

Answering contracts above 20,000, holding own below 20. Some difficulty 
financing. Speculation building tougher due tighter appraisals, higher interest, 
increased costs material, labor, and discounts. 

M. L. Bosw&.u. 


JACKSONVILLE, FuiA., March 16, 1957. 
WiuuiaM J. Levirt, 
Levitt & Sons, Inc., Levittown, Pa.: 
Ref telegram residential building at almost standstill due to mortgage situation. 
Discount and brokerage fees are strangling us. 
WaALrerR J. Cowart. 





ForT LAUDERDALE, F.iA., Warch 20, 1957, 
WiuuraMm J. Levitt, 
Levitt & Sons, Levittown, Pa.: 

Residential home building in New Jersey has reached a definite crisis. Impos- 
sible to place FHA and VA loans without exhorbitant discounts. The nonveteran 
is the forgotten man in our State. The present being impossible. Home building 
starts dropped from 32,000 in 1955 to an estimated 18,000 in 1957. Strongly 
recommend immediate steps to fill the vast vacuum in today’s market. 

Immediate action is necessary. 

New Jersfy State Home Buiipers ASSOCIATION, 
Lovrs V. Bossert, President. | 





ATLANTA, GA.,” March 18, 1957. 
WiiuiaM J. Levitt, 
Levitt & Sons, Inc., Levittown, Pa.: 
Housing for low-income group has averaged 200 per year for past several years. 
We expect this year to be 68 percent off. 


E. A. A. Bayuis & Co., In 


Boisk, Ipano, March 19, 1957. 
WituamM J. Levirt, 
Levitt & Sons, Inc., Levittown, Pa.: 


New construction demand for homes ($13,500 to $16,500) good. Supply down 
25 percent due to financing difficulties. Starts slow. Used homes hard to sell | 
due to lack of financing. Owners want new models but can’t unload. 

Cuuck KREIENSIECK ConstrRUCTION Co 


Fort Wayne, INb., March 18, 1957. 


WitiiaM J. Levirt, 

Levittown, Pa.: 
Recent survey of our association of 52 local builders shows housing demand | 
high. However sales lagging due to inadequate financing. 
HERBERT C. BEBERSTEIN. 
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DAVENPORT, Iowa, March 18, 1957. 
WiiuaMm J. Levitt, 
Levitt & Sons, Inc., Levittown, Pa.: 


Private residential home building is 50 percent down for the last 12 months. 
C. R. Dowrn, General contractor. 





Drs Morngs, lowa, March 16, 1957. 
Wiuuam J. Levirt, 
Levitt Construction Co., Levittown, Pa.: 

Thank you for your wire of March 15, 1957. In support the following is sub- 
mitted; new housing starts off 50 to 75 percent. Reasonable mortgage money and 
terms nonexistent; plenty of money available but price prohibitive. All phases 
of home construction industry affected especially skilled and semiskilled labor; 
immediate help imperative. 

McQurEEN CONSTRUCTION, 
D. G. McQuEEN. 


Des Morngs, Iowa, March 18, 1957. 
WILLIAM LEVITT, 
Levittown, Pa.: 

Editorial in March House and Home magazine expresses our opinion of what is 
wrong with home building so well that we are having a tear sheet sent to each 
Senator and Congressman. Starts here are the lowest in 10 years; situation 
drastic. 

Rautew W. Canine, President. 


Topeka, Kans., March 18, 1957. 
Wituram J. Levirrt, 
Levitt & Sons, Inc., Levitiown, Pa.: 
Our sales of private residential homes are bad because of high downpayments 
and the problem of finding mortgage financing. 
Jack SARGENT. 





LovISvVILLE, Ky., March 18, 1987. 
WiiuraMm J. Levire, 
Levitt & Sons, Levittown, Pa.: 

Please include in Senate testimony the effect of tight money on residential con- 
struction in Louisville, Ky., area. 

Number 1: Residential building material sales off average of 40 percent. 

Number 2: Building starts in 1956 20 percent lower than 1955. Trend lower 
this year. Builders quitting business as result of high cost of securing VA- 
insured loans, including several builders who have averaged 299 homes yearly in 
needed $13,000 price range. 

Number 3: VA insured loans available in area only at 10-point discount or 
under FNMA. 

Number 4: Increase in VA loan discounts on 113 homes we just completed 
resulted in loss of $180 per house. This loss had to be absorbed in lot valuations. 

Number 5: We are presently paying average of 734 point discount under 
FNMA on development of 182 homes resulting in approximately 2 percent profit 
on each house. 

Number 6: Area unemployment risen to over 18,000 of work force of 240,000 
partially as result of tight money effect on residential construction. 

Material suppliers subcontractors and tradesmen request your help. There 
is a ready market for homes as shown by our advance sales, but money cost makes 
building improbable and almost impossible. 

Bo.LuInGceR-Martin, INc., 
GrEoRGE C. Martin, 
JessE C. BOLLINGER, Jr. 
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BALTIMORE, Mob., March 17, 1959. 
WivturaM J. Levitt, 
Levitt & Sons, Inc., Levittown, Pa.: 

Sorryfordelayinreplying. Our sales for 1957 approximate those in 1956. How- 
ever, we are increasingly concerned about the effect on the market in the event 
GI rate is not increased to 5 percent. 

JoserpH MEYERHOFE 


RockvitLteE, Mp., March 18, 1957 
WituiaM J. Levitt, 
Levitt & Sons, Inc., Levittown, Pa.: 

House sales still good, using 444 percent GI loan still available to us on old 
protective commitments. We opened new section of existing subdivision over 
the weekend and sold 15 homes Saturday and Sunday. It is imperative, in order 
to continue high production rates in home building industry, that we have low 
downpayment terms. 

W. Evans BUCHANAN. 


GLEN Burvnikz, Mp., March 18, 1957. 
Bitt Levirt, 
Levittown, Pa.: 
Sales off 60 percent. Average new mortgage commitment 5 points discount. 


Rospert A. Breapy. 


HYATTsvILLE, Mp., March 15, 1957 
Wituram J. Levitt, 
Levitt & Son, Inc., Levittown, Pa.: 
Impossible. Maintain production sufficient efficiency low profit terminating, 
Harry A. Boswett. 


Natick, Mass., Warch 16, 1957. 
Witiram J. Levitt, 
Levitt & Sons, Inc., Levittown, Pa.: 

In Mr. Cerel’s absence I reply to your telegram. Our only report at this time 
would be that we are experiencing the general national trend but have full con- 
fidence in the steadying of the economic picture. 

MartTIN CEREAL, REALTOR, 
Ann L. Corcoran, 
Exe culive Director. 


MINNEAPOLIS, MINN., March 18, 195? 
Wituram J. Levirt, 
Levitt & Sons, Inc., Levittown, Pa.: 
Business is slow and financing is bad. 
GEORGE W. SANDQUIST. 


Sr. Paut, MInN., March 16, 1957. 


WituaM J. Levirt, 
Levitt & Sons, Inc., Levittown, Pa.: 
Have started no repeat no houses this year. Instead of 35 may build 5 unless 
money becomes available mortgage finance people asking 3 to 6 points and 6 to 7 
percent interest on conventional loans. Many tradesmen out of work. 


Sam J. Buron 
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Kansas Crry, Mo., March 15, 1957. 
WituraM J. Levitt, 
Levitiown, Pa.: 

In Kansas City new housing starts down considerably as builders faced with two 
serious problems. First lack of mortgage money for VA and FHA loans except 
at prohibitive discounts, and second, demands by labor for further wage increases 
in spite of fact that costs have already increased beyond ability of buyers to pay. 
Demand is good but buyers have difficulty qualifying for the large loans made 
necessary by excessive cost of both discounts and wage demands. 

J. C. Nicnoxs Co., 
Joun C, TAyYLor, 
Chairman of Board. 


Ropertson, Mo., March 15, 1957. 
WituiaM J. Levitt, 
Levitt & Sons, Inc., Levittown, Pa.: 
Private residential building off at least 44 percent in St. Louis. 
C. T. Wison. 


SPRINGFIELD, Mo., March 16, 1957. 
WituiamM J. Levirt, 
Levitt & Sons, Inc., Levittown, Pa.: 
My business, which is private residential home building, is suffering and has 
been for the past 16 months because of tight credit curbs on mortgage moneys. 


JOHN BLAZONA. 


Omana, NEBR., March 16, 1957. 
WituraM J. LeEvirr, 
Levitt & Sons, Inc., Levittown, Pa.: 
Re tel entire production under title 213 for year 1957 and business for me is 
very good. Other local builders cannot say the same. 
Don DECKER. 


OmaHnHa, NEBR., March 18, 1957. 
WituraM J. Levirv, 
Levitt & Sons, Inc,, Levittown, Pa.: 
FHA building virtually at standstill; VA nonexistent. 
Witson & JOHNSON Co., 
Criatrr M. WILson. 





MANCHESTER, N. H., March 18, 1957. 
WituraMm J. Levitt, 
Levitt & Sons, Inc., Levittown, Pa.: 
Private residential home building at its lowest in 5 years. 
Wooprow FERLAND., 


BERGENFIELD, N. J., March 16, 1957. 
WiiuraMmM J. Levirt, 
Levitt & Sons, Inc., Levittown, Pa.: 
Mortgages impossible. Have cut operations to a minimum. Hesitate on new 
starts. Subs begging for work. Situation alarming. 
FRED BRUNETTI. 
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ATLANTIC City, N. J., March 16, 195? 
WiiuiaMm J. Levitt, 
Levitt & Sons, Inc., Levittown, Pa.: 
Have 70 homes under construction, 50 completed, unable to finance, very much 
in distress. Have reduced staff from 160 to 5. 


Immediate action necessary. 








GIN Son Co., 
CHARLES A. GINNETTI, 
President 



















New Orzeans, La., March 16, 195 





Wiwuuram J. Levirt, 
Levitt & Sons, Levittown, Pa.: 
New home starts down drastically here with FHA and VA off more than 50 
percent from same months in 1956. Market continues good in over $30,000 
class, despite fact conventional loans being limited to maximum of $25,000 on 
first mortgages. As of now, only best risks obtaining loan for new homes at 
increased FHA rates, with no discount. Builders using VA having to pay 10- 
point discount with home lenders seeking 142. Heavy industrial expansion this 
area, undoubtedly the major drain on mortgage money. 
Home BuiLtperRs ASSOCIATION OF 
GREATER NEW ORLEANS, 
Frep J. Forstauu, President 














NEw ORLEANS, La., March 18, 1957 





WituraM J. Levirt, 
Levitt & Sons, Inc., Levittown, Pa.: 

Price range our homes $18,000 to $25,000. Although supply of purchasing good, 
72 percent are veterans of World War II and Korea. Can no longer find 44% 
percent money for these veterans, as rate is not competitive. The small amount 
offered carries discount of 8 to 10 points. Obviously cannot pay these discounts 
and stay in business. 

Unless Congress immediately raises GI interest rate to 5 percent and increases 
FNMA loan limit to $20,000, residential construction in New Orleans area will 
drop 50 percent. 












AURORA DEVELOPMENT Co., 
ERNEST B, NORMAN, Jr. 













W HITE March 19, 195 





PuaIns, N. Y., 





WituamM J. Levirr, 

Levitt & Sons, Inc., Levittown, Pa.: 
@Our sales are running at about one-half the rate they were running last vear 
this time. Naturally this puts our business in a worse position than it was | 
ago and we are hoping that vou succeed in getting relief for us through your 
exceptional efforts. 









CROSSWAY CONSTRUCTION Co. 
STANLEY J. SLorTsE. 







Rocuester, N. Y., March 18, 1957. 





Wituiam J, Levitt, 
Levittown, Pa.: 
tetail housing in Rochester is below 1956 level and the drop in 1956 was below 
national percentage. 








GEORGE E. WILSON, 
JOsEPH ENTREsS. 
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ScHENEcTADY, N. Y., March 16, 1957. 
Witiram J. LeEvirt, 
Levitt & Sons, Levittown, Pa.: 
In reply to your telegram I am completely shutdown due to poor mortgage 
financing. I normally build from 20 to 40 houses per year. 


RUDOLPH DUSSAULT. 


PLAINVIEW, N. Y., March 15, 1957. 
Winuiam J. Levitt, 
Levitt & Sons, Levittown, Pa.: 
Selling of one-family homes in Long Island practically at standstill, need 
better financing, smaller downpayment and longer-term mortgages. 
Brrenwoop GARDENS HomEs, 
HERBERT SADKIN. 


New York, N. Y., March 18, 1957. 
WiiuiaMm J. Levirt, 
Levitt & Sons, Inc., Levittown, Pa.: 

Situation very bad. Approval being held up by bank. No funds available at 
1% percent only from 10 to 13 percent. Discount lending institution have taken 
GI panels subject to increase interest rates. No 5 pereent. If not, builder will 
have to accept conventional mortgages at 5! percent, which leave no GI mort- 
gage in New York City market. 

LAWRENCE [MARATA. 


NraGAaRA Fautus, N. Y., March 16, 1957. 
WituamM J. Levirt, 
Levittown, Pa.: 

Practically no VA money available. FHA 25 percent down on 25-year loans 
conventional money available. 20 percent down 15-year loan. Very few houses 
will be built this year 

M. P. FLANNAGAN. 


GREAT NECK, N. Y., March, 16 1957. 
Wiuuram J. Levirt, 
Levitt & Sons, Inc., Levittown, Pa.: 

Private residential building business, Norfolk area, 40 percent under same 
period 1956. As vet no sign of hope for a usual spring sales increase. If next 
30 days shows no change in sales picture our operations will come to a virtual 
standstill. Immediate congressional action necessary if industry is to survive. 
Your untiring efforts on behalf of the building industry appreciated by all. 

D. Lesiiz CoNstTRUCTION Corp., 
LAWRENCE J. GOLDRICH. 


KaNNaAPOLis, N. C., March 18, 1957. 

Wiiuram J. Levitt, 
Levittown, Pa.: 

Last year built 40 houses. In November cut carpenter crew from 21 to 6. 
Expect to build about 20 houses this vear. Decrease caused by mortgage market. 
Last two VA houses sold paid 8 percent and 10 percent brokerage. Now have 8 
FHA and VA houses completed and can’t sell because of mortgage market. 

Crecit McCombs. 
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CLEVELAND, Onto, March (8, 1957. 
WituraM J. Levitt, 
Levitt & Sons, Inc., Levittown, Pa.: 
Reyr wire 15th, business very slow. Traffic picking up. No buyers for 4 


months. 
L. F. Mernricr. 


CoLumBus, Onto, Mareh 16, 1957. 
WituiraM J, Levitt, 
Levittown, Pa.: 
Starts slow FHA appraisals. Too low downpayment. Requirements too high 
for younger purchasers. Need less costly standards for lower-income buyer. 
Ivan H. Gore 


CLEVELAND, Onto, March 16, 195 
Wixiuam J. Levirt, 
Levitt & Sons, Inc., Levittown, Pa.: 

Veterans’ financing nonexistent, industry down 50 percent. Little hope of 
returning to normal. Builders abandoning plans, forfeiting land contracts, 
canceling options. Generally in a state of suspension. Builders and suppliers 
in financial jeopardy. Without a realistic interest rate and ample supply of 
mortgage funds the building industry faces a disastrous future. 

Marvin HELr. 


CLEVELAND, Onto, March 16, 
Wituram J. Levirr, 
Levitt & Sons, Inc., Levittown, Pa.: 
Our home-building program is sharply curtailed at this time due to unrealistic 
interest rate on VA loan and shortage of construction loan funds in general 
GEORGE N. SELTZER 


1 


CoLtumBus, On10, March 16, 1957 
Wituram J. Levirt, 
Levitt & Sons, Inc., Levittown, Pa.: 
Inventory moving slow. Present 203 downpayment too great for mass jar- 
ket. Will reduce start with exception of special allocations deal (213-221 
W. E. Wittman 


MANSFIELD, On10, March 15, 1957. 
WituraMm J. Levirt, 
Levitt & Sons, Levittown, Pa.: 

Home-building business this area and generally in Ohio is bad. In fact, state 
of extreme depreciation exists. Our prefab shipment March and April will be 
30 percent off last year. Our local building operation is off 50 percent all due to 
cost of permanent mortgages and high downpayment requirement. We think 
its high time the rest of the economy did their share of holding inflation 

JOHN MoreELEeEY. 


Dayton, Onto., March 16, 195? 
Wituram J. Levitt, 
Levitt & Sons, Inc., Levittown, Pa.: 

We are having to refund customer deposits in 35 percent of our FHA cases 
because of extremely rigid consumer loan requirements. Previously 5 percent 
of FHA eases rejected. We have discontinued VA because of high cost of dis- 
counts on mortgages eliminated any profit whatsoever in spite of the fact we 
were requiring at least 10 percent downpayment. We are being forced to cut 
production and overhead by 50 percent even though we have would-be pur- 
chasers wanting many more houses than we can build, We are being accused of 
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discrimination by the home buyers when we cannot deliver through no fault of 
ours. 
H. C. Huser Construction Co., INc., 
CuarRues H. HuBER. 


OKLAHOMA City, OxKua., March 18, 1957. 
Wiiuram J. Levitt, 
Levitt & Sons, Inc., Levittown, Pa.: 
Lost money on every house sold in 1956 because of loan discounts. Sales 
difficult because of high downpayment requirements. 
GLENN E. BREEDING, 


OKLAHOMA Crty, OxKta., March 16, 1957. 
WiituaMm J. Levirt, 
Levitt & Sons, Inc., Levittown, Pa.: 

Houses priced under $15,000, my opinion, 40 percent less starts than 1956. 
Above $15,000 25 percent less. Occasioned by tight-money policy and lack of 
customers due to current situation. 

Ben C. WILEMAN. 


PoRTLAND, OrEG., March 18, 1957. 
Wiuuiam J. Levitt, 
Levitt & Sons, Inc., Levittown, Pa.: 

My building practically at a standstill. Am using conventional moneys on 
homes and duplexes after same are completed. Been selling on contract less 
than 30 pereent down, also taking lots of trade-ins. Cannot and will not oper- 
ate under present conditions and pay approximately 10 pereent costs for con- 
struction and discount charges in order to get 2 and 5 percent down money. 

REDWIN SanBurG Co. 


MARIENVILLE, Pa., March 16, 1957. 
Wituram Levirt, 
Levitt & Sons, Inc., Levittown, Pa.: 
Our 1955 housing sales 400; estimated for 1957 100. The cause—money 
market 
RuUSSELL P. MILLER. 


Erie, Pa.,: March 18, 1957. 
Wintriiam J. Levirt, 
Lemttown, Pa.: 


Residential construction down in this area about 40 percent. Mortgage 
money when available is 7 points discount; if added to the selling costs will 
price builders out of the market unless Congress will help the home-building 
industry immediately. We can look for housing starts not to exceed 600,000 
in 1957 

GrEorRGE Y. Harris. 


PAawTt CKET, R. L., March 18, 1957. 
WinuiaMm J. Levitt & Sons, 
Levittown, Pa.: 
Residential construction off 37 percent from last year due to tight-money 
situation. ‘General rate in Rhode Island about 32 percent off. 
APLHAGE FERLAND & Sons, INc., 
ARMAND J. FERLAND. 
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JOHNSON City, TENN., Mareh 16, 1957. 
Wituiam J. Levirt, 
Levitt & Sons, Inc., Levittown, Pa.: 
Retel our residential business is at a standstill due to high downpayments tight 
money. Definitely need help. 
RautpH B. Carr., 
BILt-wELL Homes, Ine. 


Datuas, TEex., March 18, 1957. 
Winturam J. Levirt, 
Levitt & Sons, Levittown, Pa.: 
Re your telegram our sales and starts off 50 percent from last year in all areas 
in which we are operating. 
Tom Livety CENTEX ConstTRUCTION Co. 


Houston, Tex., March 16, 1957. 
WiuuaMm J. Levirr, 
Levitt & Sons, Inc., Levittown, Pa.: 
Retel built a thousand residential houses each year 1954 and 1955; 480 in 1956. 


Present building rate about 250 houses for 1957. 
LAWRENCE O’DONNELL. 


Houston, Tpx., March 16, 1957. 
Wixtuam J. Levirr, 
Levitt & Sons, Inc., Levittown, Pa.: 
Very limited amount of VA mortgage money available at 11 percent. Applica- 
tions VA off 80 percent, FHA 50 percent. Total volume off 40 percent. Norma) 
demand in Houston last 15 vears is twelve to fifteen hundred homes per month, 


Less than one-half of 1 month's supply now available. 
S. N. Apams. 


San ANGELO, TeEx., March 17, 1967. 
WiriraM J. Levitt, 
Levitt & Sons, Inc., Levittown, Pa.: 

All GI home building in San Angelo was stopped. Repeat stopped. Entire 
picture home-building off at least 60 percent. Desperately need relief from 844 
percent brokerage discount on GI homes. 
NEAL C, Cayton, 


Dauuas, Tex., March 18, 1957 
Wituiam J. Levirt, 
Levitt & Sons, Inc., Levittown, Pa.: 

Answering your inquiry, I have been building veterans’ housing and find it 
impossible to place mortgages anywhere but with FNMA at discount of 94% 
points. This discount cannot be absorbed. I have discontinued veterans’ build- 
ing entirely and trying to continue in business under limited conventional financ- 
ing. My operations are off 90 percent from an average of 150 houses a vear. 

, H. Lesnure Hix. 


San Antonio, Tex., Mareh 15, 1957. 
WiiuraM J. Levirt, 
Levitt & Sons, Inc., Levittown, Pa.: 

Building program slowed down to almost a stop. No future program is being 
planned until money markets adjusts. Sales are still slow, with public tending 
to hold off buving. Market in our area seems stronger than last vear. Building 
permits still dropping below last vear’s level. 


WinataM OcuHsE. 
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Luspock, Tex., March 19, 1957. 
Wituam J. Levirr, 
Levittown, Pa.: 

Housing industry here at standstill. Need help from Congress on 61 5-perecent 
interest rate and new FHA program. Local picture black. Few starts. Houses 
needed. 

Crcit E. JENNING, Builder. 


Sarr Lake Crry, Utan, March 15, 1957. 
WituiaM J. Levitt, 
Levitt & Sons, Inec., Levittown, Pa.: 
Opportunity for sales is excellent but there is no finances available whatsoever 
in the low-price brackets. Plenty of financing for high cost. 
ALAN E. BrockRBANK. 


Norrouk, Va., March 16, 1957. 
Witiiam J. Levirt, 
Levitt & Sons, Inc., Levittown, Pa.: 

Reply to your telegram sales off 25 percent now over last year. Same or worse 
with other builders, Norfolk, depends on GI housing. If no increase in VA inter- 
est rate there will be no VA housing here. Mortgage brokers won’t even discuss 
discounts. Absolutely no market for 444-percent loan. Direct loans no help as 
Norfolk, Princess Anne County, and adjoining areas are considered out of area 
of direct loans. My father-in-law, Jack Brody, sends his warmest regards. 

JULIAN RASHKIND. 





SEATTLE, Wasu., March 16, 1957. 
Wituam J. Levitt, 
Levitt & Sons, Inc., Levittown, Pa.: 

Government monetary policies still causing us large losses. Forty percent de- 
cline in our homebuilding, low appraisals, increased requirements, and usurious 
discounts make it impossible for builders to operate on insured loans on lower 
priced homes in Seattle market. Last year our houses had to be sold over and 
over again before buyers could qualify with increasing requirements of investor. 
Hundreds of our buyers could not obtain mortgage of $9,000 on an 800-square-foot 
house 5 percent down veterans loans. There is no investor market whatsoever 
for 5 percent down FHA loans on houses selling for $9,000 to workingmen. 
These homes sell rapidly, but there is no profit, with frightful discount. There 
has been widespread failure among all innocent participants in the program. 

ALBERT BaLcnu. 


SpoKANE, Wasu., March 19, 1957. 
Witiiam J. Levirr & Sons, INc., 
Levittown, Pa.: 

Re your tel Mareh 15 new home-building permits here first 2 months of 1957 
off 65 percent compared to same period, 1956. These figures reported by Spokane 
Chamber of Commerce, our best source of information. 

Jim HAMILTON, 
Executive Secretary, HBA of Spokane. 





MitwavkeEE, Wis., March 18, 1957. 
WitiuraMm J. Levirt, 
Levitt & Sons, Inc., Levitiown, Pa.: 
Private residential home building curtailed, due to low VA and FHA interest 


rates. B. and L. rate 6 percent. 
F. W. Bevery, Builder. 
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Mapison, Wis., March 15, 1957. 
Wiuuram J. Levitt, Levitt & Sons, Inc., 
Levittown, Pa.: 
Home building greatly retarded due to tight money and excessive mortgage 


discounts. 
ERpMAN Homes. 


San Juan, P. R., March 18, 1957. 
Wi.uiaM J, Levitt, 
Levitt & Sons, Levittown, Pa.: 
Private residential home-building schedule completion June this year. Will 
not enter any future program until mortgage money market shows improvements. 
FULLANA. 


WitmetTtTe, Iuu., Warch 18, 1957. 
WituiaM Levitt, 
Levitt & Sons, Inc., Levittown, Pa.: 
Our problem is customers. We have same financing we always have had. 
Our range twenty-five to fifty thousand. Downpayment four to ten thousand. 
Twenty years’ plan. Ads bring no response. This is our 32d year in home 


building, therefore we are not novices. 
Irvin A. BuieTz. 


CLEVELAND, Onto, March 19, 1957. 
Wituiam J. Levirt, 
Levitt & Sons, Levittown, Pa.: 

Although the picture started to change 2 weeks ago and we have since written 
a few new contracts for constructing larger $50,000 houses, and also have sold a 
few trade-in properties, the new house buyer-resistance we experienced during 
the past winter in both of our developments was about the stiffest we have known 
for a long time and accordingly we have slowed down our program of new starts. 


Keyes Trevgsart Co., 
A. A, Trevuart, President. 
Senator SpaARKMAN. Mr. P.S. Knox, Jr., of the Prefabricated Home 
Manufacturers’ Institute. Mr. Knox is from Thomson, Ga., and is 
cochairman of the legislative committee. 
We are glad to have you with us. 
Mr. Knox. Mr. Flynn will present our testimony. this morning. 
Senator Sparkman. All right. Mr. Flynn, we are glad to have 
you, too. 


STATEMENT OF P. S. KNOX, JR., AND FRANK P. FLYNN, JR., 
COCHAIRMEN, LEGISLATIVE COMMITTEE; AND PAT HARNESS, 
EXECUTIVE VICE PRESIDENT, PREFABRICATED HOME MANU- 
FACTURERS’ INSTITUTE 


Mr. Fuynn. Mr. Chairman, gentlemen of the committee, my name 
is Frank P. Flynn, Jr. | am executive vice president of National 
Homes Acceptance Corp., Lafayette, Ind., and I am testifying in 
behalf of the Prefabricated Home Manufacturers’ Institute as co- 
chairman of our legislative committee. With me are Mr. P.S. Knox, 
Jr., president of Knox Corp. of Thomson, Ga., cochairman of our 
legislative committee, and Pat Harness, executive vice president of 
Prefabricated Home Manutacturers’ Institute. 

In the interest of saving time, since our testimony has been handed 
the committee, I will summarize the contents of that testimony. 
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First of all, our institute is composed of companies which produce 
the great bulk of prefabricated homes in the United States. We have 
60 members, manufacturers of prefabricated homes, who in turn have 
approximately 7,000 dealer builders who erect their houses throughout 
the United States and Canada. 

The majority of our production is in the low-cost field. Conse- 
quently, we are vitally concerned with FHA and VA legislation be- 
cause a great portion of our homes are sold and financed through this 
type of finane ing, 

It is supe rfluous to mention that there is a critical shortage of funds 
for FHA and VA loans, and there is absolutely at this time no pos- 
sibility of obtaining commitments for future delivery of VA loans at 
the present rate. This, of course, is having a serious effect not only 
on our industry but the entire homebuilding industry, and there are 
definite signs arising which indicate that serious adverse effects are 
being felt by other segments of our economy which are allied with 
the homebuilding industry, such as appliances and furniture. 

We frankly are concerned at the attitude of certain groups 
who have testified before congressional committees that there is 
nothing particularly alarming about the present situation. Some have 
testified that there is no need for Government concern or intervention, 
that present conventional loan facilities are adequate to maintain a 
satisfactory housing Fores that there is no need to build in America 
a million-plus houses per year, and that those Americans who desire 
homes in the low- and me Seen. -priced field and who cannot afford the 
large downpayments required by conventional loans, can continue to 
live in cramped or substandard facilities and content themselves with 
merely dreaming of the day when they can own a decent home of 
their own. 

It was apparent to forward-thinking people as long ago as 1934 
that to provide a volume of housing, particularly for the low- and 
medium-income families, that a Government-insured-loan housing 
program was necessary, and it should be apparent from the suecess 
of the insured-mortgage program that it not only filled a vital need 
but that its continuance is essential in providing the needed homes 
for Americans. The enactment of the Housing Act of 1934 corrected 
the evils of the second- and third-mortgage problem and yet, appar- 
ently, in these 23 years the lesson has ‘been forgotten because again 
we see the second mortgage becoming a factor in the home-financing 
field. 

We do not agree with this attitude and this philosophy, and we 
respectfully, but urgently, urge that the Congress enact legislation 
which will provide the funds and the means necessary to produce 
the homes which are so badly needed in America. 

To accomplish this, we propose the following suggestions and we 
feel that these suggestions will not contribute to ‘inflationary pressures 
because they do not seek to create more money in our economy but 
divert more of the available money into mortgages for the home- 
pues industry. 

We feel it’ advisable to provide for a flexible interest rate on 
nse d loans. 

. We recommend that the interest rate on VA loans be increased 
to 5 percent immediately. We recognize that such an increase will 
not provide a great deal of additional private funds but it will decrease 
90300— 
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the discounts on such funds and we feel that in order for FNMA to 
operate on a practical basis that there be sufficient spread between the 
interest rate on the mortgages they purchase and the necessary rate 
on the debt obligations which they issue. 

3. We recommend that the terms on FHA-insured loans be liberal- 
ized to permit a graduated scale of downpayments from a minimum 
of 2 percent down on valuations up to $10,000 to 15 percent down on 
valuations up to $30,000. 

4. Since FNMA appears to be the only real answer——— 

Senator Doucias. Mr. Chairman? 

Senator SPARKMAN. Senator Douglas. 

Senator Dovetas. I notice you recommended an increase of the 
rate of interest on VA loans. What do you recommend on FHA loans? 

Mr. Fiynn. Senator Douglas, the problem at the present time— 
and I will attempt to develop it further on in my testimony—is the 
shortage of funds for mortgages, and | think it is impossible for anyone 
to say what rate will provide money, what would be a satisfactory rate. 
I think that right now, because of the dearth of funds, I see nothing 
nor any reason to feel that money is going to be any freer in the fore- 
seeable future. I think that the immediate solution and the only 
solution to the problem is FNMA; since the philosophy of FNMA 
under present legislation is to be a quasi-private corporation, it is 
necessary if it is to function as such an operation that there be a spread 
between the rate that they obtain on their investments and the rate 
that they issue their debentures. 

Senator Dovetas. You do not quite answer my question. What I 
want to find out is whether you believe the interest rate on FHA mort- 
gages should be increased. It is now 5 percent. 

Senator SpARKMAN. May | interject a thought at that point? 

Senator Doua.as. Yes, indeed. 

Senator SpaARKMAN. I think it might serve a purpose. FHA 
already has a flexible rate. Under the law it can go now to 6 percent. 

Senator Dovueias. That is what I am trying to find out. 

Senator SpPARKMAN. May I add this: The VA rate is not within the 
jurisdiction of this committee. It is pending before another committee. 

Senator Dovatas. What I was trying to find out from Mr. Flynn 
was this: He seemed to be addressing himself to the VA rate and was 
not discussing the FHA rate. 

Mr. Fiywnn. I think an increase, Senator Douglas, in the FHA rate 
would provide more money. Whether a 6 percent rate, for example, 
on FHA would provide a significant or satisfactory volume of money 
I do not think myself nor anyone else is in a position to give an answer. 

Senator Dovetas. Did you make your feelings on this matter 
known to the FHA authorities? 

Mr. Fiynn. No, sir. 

Senator Dovetas. Do you not think you should? 

Mr. Fiynn. I think that is advisable. 

Senator Dovatas. They, according to the law, have authority to 
raise the rate to 6 percent. Does it not seem extraordinary that they 
ask us or ask Congress to increase the rate on VA when they them- 
selves are not moving to increase the rate on FHA, which is within 
their power? 

Senator SparRKMAN. To be technically correct, you must remember 
that they did increase the FHA rate by a half percent and there is now 
a variance. 
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Senator Doucias. Now they say, evidently, 5 percent is not enough 
Is that true? 

Senator SPARKMAN. | am not sure that they do. They do recom- 
mend that VA be raised to 5 percent. I do not understand that 
FHA has suggested it be raised higher than 5 percent. 

Senator Dove.as. Is there a representative of FHA here that is 
authorized to speak for them? Surely they must have some scouts 
in the room. 

Senator SPARKMAN. In their testimony, they did not recommend 
it. 

Senator Doue.as. Then they do not recommend an interest rate 
above 5 percent? 

Senator SPARKMAN. They have not. 

Senator Capenart. They have not recommended it yet. I pre- 
sume having so much trouble with interest rates and tight money, 
maybe they are afraid to, with everybody else talking about 4 per- 
cent and lower rates. 

Senator SPARKMAN. I will say in all frankness, I do not believe 
FHA proposes an interest rate higher than 5 percent, even if we 
raised the VA rate to 5 percent. 

Senator Doucuas. I wonder if we could address a letter to them 
inquiring what they believe should be done on the interest rate for 
FHA loans. 

Senator Caprenart. You mean on the premise that the industry 
witnesses are recommending a flexible or higher rate? 

Senator CLark. Yes. 

(The following was received with reference to the above:) 

FrepERAL HovusiINnG ADMINISTRATION, 
Washington, D. C., March 22, 1957. 


Hon. JoHN SPARKMAN, 
United States Senate, Washington, D. C. 

Dear SENATOR SPARKMAN: It is a pleasure to reply to your letter of March 
21, 1957, concerning the FHA position with respect to interest rates. 

There is now provision in the statute to raise the interest rate to a ceiling of 
6 percent. It is, however, not contemplated at this time to raise the rate above 
the present maximum of 5 percent. 

FHA does not attempt to lead the market, but rather to maintain an effective 
interest rate that reflects market conditions as they exist. At the present time 
the indications are that the FHA rate of 5 percent is in line with the mortgage- 
money market. This is borne out by our survey of monthly reports from FHA 
directors throughout the country. Also the current rate on Government bonds 
seems to indicate that there is no longer a strong upward pressure. 

Naturally, if conditions should change, and the FHA rate should fall so far 
below the general market rate that lenders no longer sought the insurance of 
mortgages, and the program was ineffective because the interest rate was out of 
line with the market, we would have to consider an upward adjustment. 

On the other hand, if the going market rate dropped below the 5-percent FHA 
rate, and mortgages generally were carrying a lower rate of interest, we would 
consider a downward adjustment. 

The past history of FHA interest rates shows that the maximum has been ad- 
justed both upward and downward to reflect market conditions. 

Sincerely yours, 
NorMAN P. Mason, Commissioner. 

Senator SPARKMAN. Let me ask you this. I do not recall that any 
industry representative has recommended higher than 6 percent. 

Senator CapeHartr. You meant higher than five. 

Senator SparKMAN. You see, the law already provides a flexible 
rate for FHA to a maximum of 6 percent. 
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Senator Dovetas. This is the interesting point—that so far as 
FHA is concerned, they stopped at five. 

Senator Sparkman. Yes. And I do not believe they propose to 
go above that. 

Senator Dovetas. I think we ought to find out whether they do or 
do not. 

Senator Capgenart. Mr. Levitt is confident that if you would permit 
it to go to 5%, I think he said, it would help materially to solve the 
problem. If he is right and the industry is right that they could 
reduce the discounts and the costs by letting the interest rates go to 
5¥% percent, it seems to me we ought to recommend it to the FHA or 
they ought to recommend it to us, or both. 

Senator Sparkman. The net effect of Mr. Levitt’s testimony was a 
question of adjustment of charges. You must remember when the 
5 percent interest rate is set, that does not mean that is what the 
borrower pays. He pays more than that. Mr. Levitt took notice of 
that and recommended that the half percent that goes to the reserve 
be reduced to one-eighth—which even if you take it that he would 
like to have an interest rate of 54%—the net additional charge would 
be only one-eighth of 1 percent. 

Mr. Fiynn. I don’t wish to be facetious, but frankly, if I were in 
the position of the Commissioner of FHA, with the problems that 
seem to be involved in getting an increase of a half a percent in the 
VA rate, I would be quite reluctant. I think to raise the rate myself. 

Senator CapeHAartT. That is what I said a minute ago. 

Mr. Fiynn. That is if | enjoyed my job. 

Senator Sparkman. All right, you may continue. 

Mr. Fiynn. Since FNMA appears to be the only real answer to 
the present mortgage money crisis, we respectfully recommend and 
urge that legislation be enacted containing the following provisions: 

(a) Increase FNMA ability to purchase mortgages by authorizing 
an increase in the investment by the United States Treasury in 
preferred stock of FNMA to $250 million and authorize the Treasury 
to invest up to $2.5 billion in FNMA debt obligations. 

Senator Capenart. That would be an increase of $100 million. 

Mr. Fiynn. Yes, with the 50 that is there already, that would be 
an additional $100 million. 

Senator SPARKMAN. The 50 that is on the desk now—so it would be 
100 above that, which is $50 million more than FNMA asked for. 
All right. 

Mr. Fiynn. We favor use of $1 billion of the NSLI fund for VA 
loans. We urge that such usage of these funds be used to set an 
example for other pension trusts and welfare funds. Thus, we view 
the use of these funds by Government as a public relations project 
as well as a project to allow veterans to use what is already theirs. 
We feel that if managers of other trusts and funds see that GI loans 
are a gilt-edge investment, as evidenced by NSLI participation, that 
possibly other funds may be induced to enter this market. 

(c) Remove the requirement that FNMA purchase loans “within 
the range of market.’’ Since there appears to be no market other 
than FNMA, such a requirement is impossible to interpret. Prices for 
such loans should be as near par as possible if FNMA is to effectively 
serve its purpose. This is predicated, of course, on an assumption 
that the VA interest rate is increased to 5 percent. 








— ~~ ww FY 


n 
oT 
wr 
lv 


HOUSING AMENDMENTS OF 1957 377 


(d) The restriction regarding purchase of mortgages to “Mortgages 
which are deemed by the association to be of such quality, type and 
class as to meet generally the pure hase standards imposed by private 
institutional mortgage investors’ should be removed. There is no 
basis for such determination as private mortgage investors vary 
their standards according to their desire for or lack of desire for 
mortgages. It is unbecoming for one Government agency to consider 
the judgment of other Government agencies unsound and as the 
purchase of FNMA of mortgages is restricted to FHA-insured and 
VA-guaranteed loans to the latter agencies’ judgment as to the 
soundness of the mortgage should be relied upon. 

(e) Require ® minimum stock subscription of 2 percent by sellers 
of mortgages to FNMA in order to accomplish the conversion of 
FNMA to private ownership as soon as possible. 

(f) Permit FNMA to issue commitments to purchase loans, said 
commitments to be good for a period of 12 months. Purchase price 
would be the same as immediate purchase price but a commitment fee 
of one percent would be charged which is nonrefundable. Charging 
of the commitment fee would serve to deter the use of FNMA, if funds 
from private investors were available. 

(g) Increase authorization of funds under the special assistance pro- 
gram since there is a definite need for such aid in low-cost housing, 
minority housing, cooperative housing and military housing. As 
regards military housing, we call attention to the fact that last year 
the Congress, in Public Law 1020, required the design of military 
housing projects must follow the principle of modular measure— 

* * * and such plans, drawings, specifications, when developed pursuant to 
arrangements made under this section, after the date of the enactment of the 
Housing Act of 1956, shall follow the principal of modular measure, in order that 
the housing may be built by conventional construction, onsite fabrication, factory 
precutting, factory fabrication, or any combination of these construction methods. 
The Congress put in this language in order to come up with designs 
that could be bid by all phases of the construction industry. We 
would like to say that this policy has worked well and that our Insti- 
tute would like to compliment the United States Army Corps of 
Engineers for their handling of the program within the Army. The 
bidding has been most competitive and we are glad to report that 

refabricators and their builder-erectors have been most successful in 
bidding these projects in the last few weeks. The end result will be 
better housing at lower prices and the taxpayer should be happy over 
this turn of events. 

We feel the changes in FNMA should serve to divert funds into home 
mortgages without creating the necessity for relaxing the tight money 
policy which its proponents declare necessary to combat inflation. 

We have recommended before a flexible interest rate, but we feel 
that the argument that flexible interest rates alone will solve the 
mortgage fund shortage oversimplifies the problem. Yield alone does 
not determine investment policy, and in times when our economy is 
expanding greatly and compet ition for money is keen because of 
apparent insatiable demand for that money, bond and security yields 
attain a level which makes them very desirable to investors. Mortgage 
loans are not as attractive to investors as bonds or other securities 
because of their very nature. There are problems of appraisals, in- 
spections, credit analyses, servicing, legal examinations, risks, and 
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possibilities of failing to realize on the insurance or guaranty by virtue 
of technicalities or title defects, losses occasioned by waste, and un- 
favorable foreclosure laws and redemption periods. Added to these 
factors is the fact that costs and administrative problems of managing 
a mortgage portfolio are much greater than that of bonds or similar 
securities. Consequently, when conditions are such that yields on 
bonds or other securities are favorable, mortgages are unattractive to 
many investors, regardless of their yield. Many private investors, 
however, who won’t purchase mortgages for these reasons, would buy 
the debt obligations of FNMA. Consequently, without increasing 
the overall supply of money in the economy, a larger poroprtion of 
available funds would be diverted to real-estate mortgages. In our 
opinion, the suggested FNMA program would not only provide a 
solution for the immediate crisis, but would provide a long-term solu- 
tion to the problem of diverting more funds into the real-estate mort- 
gage field. It would accomplish the purposes for which many have 
advocated a central mortgage bank. We have, in FNMA, an existing 
facility which with amendments can function in the future as a true 
central mortgage bank providing a stabilizing influence which is so 
sorely needed. 

And if we recall, those gentlemen who drafted the initial Housing 
Act of 1934 foresaw the need of such an agency and provided in the 
Housing Act of 1934 for mortgage banks, for national mortgage 
associations. 

In 1937, for some reason, the act was rescinded with respect to those, 
and in the subsequent amendments it provided for merely a Federal 
National Mortgage Association. But as long ago as 1934 they saw the 
advisability and the necessity for providing a source of funds, in other 
words, a means by which investment funds could be diverted into the 
home- building field by merely purchasing a bond or debenture or slip 
of paper with all its ease of administration, and so forth. 

So far as the long-range program is concerned, we feel that legisla- 
tion should be provided to consolidate subdivision requirements, 
minimum construction and credit underwriting requirements into two 
main eategories—briefly, into low-cost housing, under, we will say, 
$10,000, and under medium-cost housing in a field up to $30,000. 

We feel that the interest rate should be a little higher on the lower 
cost housing because investors have been more reluctant to make 
mortgages or purchase mortgages on lower cost housing than thev are 
on medium and higher priced houses. 

We feel also that by delegating under appropriate regulation, inspec- 
tion, and indemnity to qualified lenders, with adequate experience 
and staff, FHA functions of property appraisal and inspection and 
borrower credit underwriting—such privately performed functions 
are now common practice under FHA title I and can afford means of 
speeding up present processing delays especially in smaller cities and 
rural areas not served regularly by Government agency staff personnel. 

Providing authorization for FHA to insure loans for subdivision 
de velopment and for street and utility installation. Our observation 
is that one of the urgent needs for the future of housing is financing 
facilities for larger scale, better planned community or subdivision 
development programs. The scarcity of improved residential com- 
munities and subdivisions has become more and more acute each year 


since World War II. 
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We also asked members of our institute to wire answers to the fol- 
lowing questions. The answers and the questions are outlined in our 
testimony, so that I won’t take the time to read them now. They all 
indicate the same situation that I think the testimony heretofore has 
brought out—that the housing industry is in a sad state, and that 
unless some intervention takes place, it is difficult to prophesy what 
the results will be. 

In summary, we feel that the gigantic housing industry has become 
a stepchild in the eyes of too many important people. Our goal is 
for a stable and sound home- building industry which has, up to now, 
been a chronic victim of successive crises. 

On behalf of the prefabricated housing industry, I want to thank 
you and this committee for this opportunity of presenting our views. 

Senator SparRKMAN. Thank you, Mr. Flynn. Any questions? 

Senator CapeHart. I do not believe so. You recommend an in- 
crease in interest rates and you recommend more money for FNMA. 

Mr. Fiynn. Yes, sir. ; 

Senator SparKMAN. And strengthening the urban renewal program. 

Senator CaPpeEHART. You recommend the use of NSLI, but there 
again only because it will give you funds. 

Mr. Fiynn. That is right. 

Senator CaprHart. You don’t particularly care so much about that 
as you do about getting the funds. 

1 do not know that I have any questions. 

How many starts do you feel will be made this year? 

Mr. Fiynn. I think between 800,000 and perhaps 850,000. 

Senator CLark. How many of those starts would you say would 
be in your sector of the industry—prefabricated? 

Mr. Fiynn. We should account for, I would say, approximately 
10 percent of the starts. 

Senator Capenartr. Your chief problem is inability to sell mort- 
gages, is that it? 

Mr. Fiynn. That is the problem, Senator Capehart. There is 
actually no market whatever for VA mortgages at this time. In the 
State of Indiana, for example, it is impossible for a veteran today to 
buy a house other than under commitments which have been hego- 
tiated before. 

Senator Carrnarr. Is that due to the low interest rate? 

Mr. Fiynn. It is due to a combination of factors. I think probably 
the low interest rate is one thing. I think that the actual shortage 
of money is another. 

Senator Caprnarr. You think there is an actual shortage of money 
available for mortgages? 

Mr. Fuynn. That is right. And I think, as I pointed out, that 
we oversimplify the problem if we say it is strictly a matter of yield. 

Senator CaPpeHART. One other question. Are your collections 
good? 

Mr. Fiynn. Our collections are good. Delinquencies are up slightly 
over 6 months ago. I have got some other inte resting figures here 
that bear out the statements that have been made by other people 
who have testified—that overall employment figures are going to be 
and have been affected by the home-building industry. T have. the 
figures from the Indiana Employment Security Division, Research 
and Statistics Section, which show that total claims during the week 
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ending March 10, 1956, from the State of Indiana, were 36,365. 
That is 1956. March 9, 1957, the total claims are 38,088. The 
figures in Ohio are even much more serious. The figures from the 
Ohio Unemployment Compensation Office, March 9 of this year— 
these are new claims—13,068. The new claims for the week of March 
9, 1956, 7,837. 

And that is why I feel that we are not out of line, nor are we guilty 
of advocating too much Government in business, when we say that 
some intervention is justified. 

The Employment Act of 1946, which is the law of the land, provided 
that it was the responsibility of the Government to provide full em- 
ployment, and consequently I do not see how that responsibility can 
be avoided without doing something for the home-building industry. 

Senator SpARKMAN. Thank you very much, Mr. Flynn and Mr. 
Knox. We have been glad to have you. 

Senator SpARKMAN. Mr. E. A. Camp, Jr. We are glad to have you 
with us again. Will you identify yourself for the record and the two 
gentlemen with you. 


STATEMENT OF EHNEY A. CAMP, JR., JOHN G. JEWETT, AND 
JAMES J. O'LEARY ON BEHALF OF AMERICAN LIFE CONVENTION 
AND LIFE INSURANCE ASSOCIATION OF AMERICA 





Mr. Camp. My name is Ehney A. Camp, Jr. I am vice president 
and treasurer of Liberty National Life Insurance Co., of Birmingham, 
Ala. On my left here is Mr. John G. Jewett, who is vice president of 
the Prudential Insurance Co. of America. I think all of you know 
that the Prudential is one of our largest life-insurance Sea a and 
does a nationwide mortgage business. And on my right is Dr. James 
J. O’Leary, who is the director of investment research for the Life 
Insurance Association of America. And we are appearing here today 
representing the American Life Convention and the Life Insurance 
Association of America, these two associations having a combined 
membership of some 244 companies representing approximately 98 
percent of the total assets of the life-insurance companies of this 
country. Mr. Jewett and I are both members of what we call the 
joint committee on housing and mortgage lending of our two as- 
sociations. 

Senator SparKMAN. That is representing all of these insurance 
companies. 

Mr. Camp. Yes, 244 companies, approximately 98 percent of the 
total assets of all United States companies. 

We have filed with you a somewhat lengthy statement, but to save 
vour time, we have prepared a summary of that statement, and I 
think’if we could present that comple te summary, let me read that, 
which gives our overall ideas about these things, then all three of us 
would be available to discuss any items that you are particularly 
interested in. 

Senator SPARKMAN. Fine. Your statement will be inserted at 
the conclusion of your remarks. 

Mr. Camp. The points we would like to make—first, that the life- 
insurance companies have for many years been one of the principal 
suppliers of Government-insured and guaranteed mortgage financing, 
as well as conventional residential financi ing. At thee ind of 1956 their 
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holding of FHA-insured mortgages amounted to $6.7 billion, or 35 
percent of the total FHA mortgages outstanding at that time. Since 
1946 life companies have purchased $10 billion of FHA nonfarm 
mortgages, or an average of $912 million per annum. Last year their 
purchases of FHA mortages amounted to $857 million, 

Similarly, the life-insurance companies have found the VA-guaran- 
teed mortgage loan to be a satisfactory outlet for their funds. I think 
it is interesting to note that at the end of 1956 the holdings of VA 
mortgages by the life-insurance companies amounted to $7.3 billion 
or 26 percent of the total VA loans outstanding. That is about 
one-fourth. 

Senator SpARKMAN. In other words, combining the 2, FHA and VA, 
you would have $14 billion. 

Mr. Camp. That is right—$14 billion of the 2 types of Government- 
guaranteed loans. We present that to show our extreme interest in 
this field in which you are discussing today. To show what we have 
done recently in the VA mortgages, in the 10-year period, the postwar 
period, we have made a total of $9.3 billion of VA mortgages—that is 
an average of $845 million per year. And last year, in 1956, we made 
$1.6 billion of VA mortgages in the 1-year period. ‘And that was just 
short of the $1.9 billion ac quired in 1955, which was a peak year for 
our companies. 

So the record shows the acceptability which Government-guaranteed 
mortgage loans have gained as an investment for life-insurance 
companies. 

Despite this fact, during the past several months life-insurance 
companies have reduced their new commitments to make VA mort- 
gage loans. The reason is that as interest rates have risen generally 
throughout the economy, the rate of return on VA mortgages has 
failed to maintain its competitive position in the market. 

Senator SPARKMAN. May I ask you right there—you say that your 
commitments to purchase VA mortgage loans have gone down. 
What about your commitments on FHA mortgages? 

Mr. Camp. They have also gone down. But I think we could 
answer that this way. We know that the life-insurance companies 
are continuing to make FHA loans in some amount. I don’t have 
the exact figures. We do not have them available. But in our dis- 
cussions with the companies, we find that they are making no VA 
loans except those that they are making through VHMCP in support 
of that program. 

Senator SPARKMAN. Could you give an estimate as to the reduction 
on FH A loans, or if you would rather not— 

Mr. Camp. I would prefer not to try to estimate that. 

Senator SPARKMAN. You have not collected any data? 

Mr. Camp. No. I would say this, though. Another interesting 
figure that I believe is correct—and Dr. O’Leary might help me on 
this—I would think that the conventional commitments have not 
gone down at all. Is that correct? 

Dr. O’Leary. The conventional commitments have actually in- 
creased, 

Senator SpPARKMAN. Have increased. 

Dr. O’Leary. Yes. 

Mr. Camp. The VA commitments have gone to practically nothing 
at the moment. On the FHA commitments we are still committing, 
all of us, but at a reduced amount. 
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Senator SpARKMAN. What would be the average rate of interest on 
those conventional loans? 

Mr. Camp. Senator Sparkman, I would think this—that the 
average rate would be about 5% percent, in some cases maybe 5%. 
But when we take a 5%-percent conventional loan, after servicing, 
that is 5 percent net to the investor, out of which he pays his own 
expenses. So my guess would be that 5%, 5%, along in there would 
be the average conventional rate on the type loans that life-insurance 
companies are making 

Senator SPARKMAN. Which would be comparable to 4% to 5 percent 
on FHA loans. 

Mr. Camp. Now, let me get that point. I missed that. 

Senator SPARKMAN. | thought you said there was a half-percent—— 

Mr. Camp. No. Even on the FHA loan we have to pay our 
servicing agent a one-half of 1 percent fee for servicing the loan. 
You know, life-insurance companies make loans all over the country. 
So they have servicing agents who service those loans for them. 
Take a company in New York, for example, making a loan in Houston, 
Tex.—that company has a mortgage banker who services the loan, 
whether it is FHA or conventional. So whatever gross rate we talk 
about, the very first thing we must do is deduct one-half of 1 percent. 
Then from that we must deduct our expenses at “ys9 home offices. 

Senator SpaRKMAN. | thought you said at 5% percent you were 
deducting the one-half of 1 percent. 

Mr. Camp. No. That is the gross contract rate in the mortgage. 
A gross rate of 5% would, I think, be somewhat typical today. 

Senator SPARKMAN. Perhaps this would be a good point for me to 
ask you this question, because this is something that I have been 
thinking about a good bit here of late. Do you regard, you per- 
sonally, the insurance companies’ generally—do you regard the FHA 
insurance, in the case of FHA loans, and VA-guaranteed—which in 
effect is really 100 percent guaranteed—as worth anything? 

Mr. Camp. No doubt it is, Senator—it is worth a lot. I would 
like my colleagues to comment on that when I get through. 

Senator SpaARKMAN. | have never understood why there should 
not be enough value in that to justify a variation, a differential in 
the rate of interest. 

Mr. Camp. There is one thing we must keep in mind. And | 
would like for Mr: Jewett to be thinking about this. I would like you 
to have his views on that question, since it is an important one. 

There is one thing we must keep in mind. When an insurance 
company makes a conventional loan, there is a very substantial equity 
payment, at least one-third, in cash going in, which makes it a very 
presumably pretty safe loan. Now, on the FHA loans we are making, 
they are pretty full loans, usually spread out over longer terms. And 
I have always felt like the FHA insurance to a great extent was to 
offset the additional risk, rather than so much give an additional 
rate of interest. 

Senator SpaRKMAN. It would be a differential in terms rather than 
rate of interest. 

Mr. Camp. Yes. That is my own personal opinion. Insurance 
companies feel pretty safe about a two-thirds conventional loan. 

Senator SpARKMAN. Before Mr. Jewett answers—I would like him 
to have this in mind, too—it is a matter of fact, is it not, that the aver- 
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age life of a mortgage, both of the conventional loan and the FHA- 
insured, is much, much shorter than the actual term? 

Mr. Jewerr. Y es, sir; very much. 

Senator SpARKMAN. The FHA has testified, as I recall, that the 
average now is about 11 years. I remember not too long ago they 
said it was about 7 years. I believe that was some other experience. 

Mr. Camp. That is the average you are talking about now. 

Senator SPARKMAN. Yes. 

Mr. Camp. Of course, you know to go to make up the average some 
loans are paid off in 6 months, refinanced and paid off in a year. So 
to make the average—in our case last year the average was 12 years. 
But to make up that average, you have some going the full 20 years, 
25, whatever it may be. 

Senator SpARKMAN. I realize that. But it seems to me when we 
talk about the length of time the mortgage is stretched out, we ought 
to have in mind the reality of the situation, that regardless of how long 
it is stretched out, the average mortgage is going to be paid off in a 
much shorter period of time. 

Mr. Camp. If we can go by previous years, yes, sir; there is no 
question about that. 

Senator SpARKMAN. Mr. Jewett, would you care to add anything? 

Mr. Jewert. That is, provided our economy stays on a slightly vy 
rising market. If it goes the other way, the answer is ‘‘No.”’ 

Senator SpARKMAN. Well, certainly you are right. I was going to 
say our economy is going to stay good; isn’t it? But when you say 
“rising,’’ I don’t know about that, because it may slow down sometime. 

Mr. Jewerr. It can slow down some. 

Senator SpaARKMAN. In fact, the upward grade is not made in a 
steady rise. We have our cycles; don’t we? 

Mr. Camp. Senator, getting back to your original question about 
the differential in rate between FHA and VA, there is another point. 
On the conventional loan, where we make them for 12, 15, or 20 years, 
the rate of amortization is faster than on an FHA loan for 25 or 30 
years. So we are getting our security back a little quicker—which 
makes that loan a little safer. That is the point I really had in mind 
about the maturity. 

Senator SpARKMAN. May I follow this up with just one more ques- 
tion. Of course, in the case of the VA guaranty, as long as the Govern- 
ment follows its present policy, your security is always safe there, 
because it is a virtual Government guaranty of 100 cents on the dollar. 

Mr. Camp. Providing we do not have a real collapse in values. 
You see, the VA guarantees only 60 percent. So as far as you and I 
could see now, certainly it is a 100-percent guaranty 

Senator SPARKMAN. Sixty percent under any conditions. 

Mr. Camp. That is right. And, of course, if the investor had to 
take the property, he could suffer no loss unless the value had dropped 
below the 40 percent. 

Senator SpaRKMAN. And if it drops there—— 

Mr. Camp. We are in bad shape. 

Senator SpARKMAN. Nothing is going to hold us up. 

Senator CapeHArt. Would you recommend increasing the VA rate 
to 5% percent? 

Mr. Camp. To 5% percent? 

Senator Capenart. To 5. 
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Mr. Camp. As a general policy, the life-insurance companies would 
prefer some kind of system whereby we would not have a pegged rate, 
where we would have some kind of a ceiling under which interest rates 
would be determined by the market. 

Senator CaprHartT. Let me put the question this way: Do you 
think it is necessary at the moment to increase the interest rates on 
both VA and FHA in order to maintain a building rate of a million 
more houses a year? 

Mr. Camp. We have that definitely covered in our statement. 
I wonder if it would be appropriate 

Senator Capenart. I read that. I have got to leave here in just a 
moment. One other question: Would you recommend going to 35 
years? 

Mr. Camp. No, sir. 

Senator CapeHArT. You would not recommend that. 

Mr. Camp. No, sir. 

Senator Capruart. My third question is this: Is there a real short- 
age of money or is it that there is such a great demand for money 
that those with money are able to choose the best investment? 

Mr. Camp. Well, I would say there is a shortage if we are con- 
sidering our whole economy. 

Senator CapEHART. We must consider the whole economy. 

Mr. Camp. There is not quite enough money to go around. But 
thinking particularly about the housing field, we have a table attached 
to our full statement, which you may have an opportunity to see. 
But in 1956, for example, the amount of money directed into resi- 
dential mortgages was $11.9 billion. And the nearest competitor—- 
let’s compare that with corporate bonds, for example, $5.2 billion. 

Senator CaprHART. What was the total of loans by all the insurance 
companies? 

Mr. Camp. The total loans? 

Senator Capenart. For every purpose. 

Mr. Camp. We showed FHA was some $800 million, VA was $1.6 
billion—that is, $2.4 billion 

Dr. O’Leary. May I interject to say this figure of $11.9 billion 
Mr. Camp just presented is the figure on the net increase in residential 
debt outstanding. The figures we gave are gross figures in the sense 
that they represent the total mortgage loans we made during the year. 
We did not present them in terms of the net increase in our holdings 
of VA mortgage loans, you see. So that, actually, this figure of $11.9 
billion is simply the net increase in residential debt. If you had a 
gross figure in terms of the gross volume of residential mortgage loans 
made, it would be much larger than that $11.9 billion. 

Senator CaprEHArt. Is there a shortage of money at the moment in 
life-insurance companies for loan purposes? Are you pretty well 
loaned up? 

Dr. O’Leary. We are very well loaned up. We are very heavily 
committed. 

Mr. Camp. We direct money not only into mortgages, but into all 
investment fields. 

Senator Caprenart. I understand. 

Mir. Camp. I would say this: We always stay committed up. We 
have to invest our money. 

Senator CapnHartr. Would you say that one of our problems in the 
United States today is that we are running short of working capital? 
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You know what IT mean when I say that an individual or a company 
runs short of working capital. Are we, as 170 million people, running 
short of working capital? 

Mr. Camp. I think that would depend upon how fast we want our 
economy to go and run at any particular time. 

Senator CappHarr. Of course, every businessman in the United 
States, every builder, wants to go real fast, as far as he is personally 
concerned. He wants to increase his business every vear. He wants 
to do more business. My question is, Are we, at the rate we are going 
at the moment, the rate that we would like to go, running short of 
working capital? 

Mr. Camp. I wonder if Dr. O’Leary would bear this out, to answer 
the Senator’s question. In the last 11 vears, in 9 of those years the 
commercial banking system has had to feed capital in to meet our 
demands. So to carry our economy at the present level, we are run- 
ning short, because the commercial banking system is having to feed 
money into it. 

Senator Cappxuart. I think it is a tribute to our industry and our- 
selves as a whole, 170 million people, that we have all got sufficient 
money and we are buying things and selling to each other and produc- 
ing, that we are possibly running short of working capital. I mean 
that the only way we can maintain full employment, is to have a lot of 
business. But the point is are we running short of working capital, 
and if so, how can we acquire more wor king capital without inflation? 
Of course that is one of the things that I hoped we would be able to 
discover as a result of our study of the credit situation in the United 
States. We have a bill before our committee to do this. 

Senator SpaARKMAN. I think that is the answer the Federal Reserve 
Board would like to know right now. 

Mr. Camp. That would come back, Senator, to the basic question 
of supply and demand of money. It is the question of getting the two 
in balance, as you say. 

Senator Carenart. If there is a shortage in working capital, it is a 
shortage in long-term working capital rather than short-term working 
capital; is that correct? There is no particular shortgage of working 
capital for somebody that wants to borrow for 60 days or 90 days or a 
year. 

Dr. O’Leary. There is a shortage throughout the entire credit field, 
whether it be in long term or short term. And you see that, for 
example, today, where FNMA, in selling its debentures, early this 
year, had to pay 4%. 

Senator CaprHart. But it is more pronounced in the long run. 

Dr. O'Leary. I would say the difficulty is this, Senator Capehart. 
The intermingling of short-term with long-term credit is so great 
that it is quite artificial in many regards to distinguish between 
short-term credit and long-term eredit. The entire area of credit is 
tight today. Now, itis tight j in thisregard. I think that your question 
deserves a rather careful answer. And if I understand your thinking 
on it, | would heartily agree with you. 

Our problem today is that in the desire of the American people 
to improve their living standards and to progress, which we all want 
very, very much—we want better schools, more schools, we want 
better housing, more housing, we want more plant and equipment, and 
we are trying to get them. We are in a period in which, in our efforts 
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to progress and reach higher living standards, which is a wonderful 
objective—we are pressing upon the financial resources of the country. 
The only way we can do all those thiags is out of the savings of the 
people. And as this chart, in the back of our testimony, will show, in 
the last several years, in more years than we would like, in order to 
meet that excessive demand for long-term funds and capital funds 
over the supply from savings, we have had to to go into the banking 
system. And it is the concern of the life-insurance business that 
going into the banking system and getting newly created money from 
the banks has been inflationary. And basically we, as representatives 
of the life-insurance business, having such a tremendous interest in the 
stable dollar, because it is the foundation stone of the life-insurance 
business, are deeply disturbed about that. 

Senator Capenart. Then if there is a shortage of working capital, it 
would not help too much to increase the interest rate, would it? 

Dr. O’Leary. To increase the interest rate? One of the things 
that will happen is that if the interest rate in the VA mortgage field 
is increased, it will tend to take the money from someplace else. But 
there isn’t any doubt that the VA mortgage will get a larger share, 

Senator Capenart. In other words, if there is a shortage of work- 
ing capital and you increase the interest rates on houses, you get 
money that now may be going into something else, get it back into 
housing. But you do not help the overall picture of a shortage of 
working capital in the United States. 

My next question to you three experts is how can we, without creat- 
ing inflation, get more working capital? 

Dr. O’Leary. By stimulating saving. 

Mr. Camp. There are only two ways to get capital. One is to save 
it and one is for the Government to create it some way. We feel, as 
Dr. O’Leary points out, that to do anything inflationary hurts our 
policyholders. Therefore, we feel like the main way to do this job is 
to stimulate savings. 

Senator CapEHART. The only way to do that is to pay the people 
more interest on their savings. 

Mr. Camp. As we point out, when we have higher interest rates and 
somebody is paying higher rates of interest, the same people, as a life- 
insurance policyholder or savings bank depositor, they get that higher 
rate of interest back in some form. So it is a matter of swapping 
dollars. 

Senator CapeHart. Aren’t we as a nation suffering the same grow- 
ing pains that an individual or a company suffers when they are able 
to do more business than their working capital will supply? Isn’t 
that what is happening to us? 

Mr. Jewett. I think you could say, Senator, that we are possibly 
suffering from a shortage of working capital for expansion. It 1s 
here for our present business. We have the working capital for our 
existing business. 

Senator CaPpEHART. You mean to goas we are. But if we are going 
to increase our national income and national product by 5 or 10 per- 
cent, we have a shortage. 

Mr. Jewett. We have gone ahead so rapidly, we have now reached 
a level where we may have to sit for a year or two. 

Senator Capenart. The thing that has broken more companies 
than any other one thing is trying to do more business than their 
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working capital would permit. Anybody that knows anything about 
credit will tell you that has broken more individual people and com- 
panies, trying to do more business than their working capital will 
permit. Is that not the problem possibly of the Government now—to 
make sure that as a nation we do not try to do more business than our 
working capital will permit, and either throw us into a great inflation 
or throw us into a deflation? Isn’t that what the Federal Reserve is 
trying to do? 

Dr. O’Leary. That is right. 

Senator Capenart. A lot of people disagree as to whether they are 
doing a good job, but that is what they are trying to do. 

Mr. Camp. When you think about it, there are so many nice things 
in this world we could have if there were some way to get them all at 
one time. Our highway system, new schools. But we cannot get 
them all at one time. And I think that is the problem. And the 
concern of the life-insurance business is if we try to get them all at 
one time, and thereby inflate our economy, you have reduced the 
purchasing power of the dollars we are going to pay back to our 
policyholders or their beneficiaries. 

Dr. O’Leary. This is true not only in the life-insurance business, 
but pension funds and the whole social-security area. 

Senator Capenart. | think it is a question of a shortage of what 
I call working capital. I don’t know how you are going to solve it 
particularly. If you increase the interest rates, it will increase 
housing, but you will do it at the expense of something over here, and 
vice versa. But I think you have got to channel it as best you can 
into those things that possibly create the most employment. Housing 
creates a lot of employment—not only people building the houses, 
but building the things that go into the houses. So it may well be 
that it is smart on the part of the Federal Reserve and the Government 
to channel more money into housing because it creates more employ- 
ment, than some other things that money might go into. 

Mr. Camp. Since the particular concern of your committee at the 
moment is housing, what we are urging you to do is to make it com- 
petitive with the other markets. At the moment, as far as I know, I 
believe we say in here that the VA loan rate is the only pegged rate 
in our market today. 

Senator CapEHART. In other words, your recommendation is, as 
that of the others, make the interest rate on VA and FHA competitive 
with other interest rates, on other securities. 

Mr. Camp, And then those two fields will get their share of what 
capital is available. At the moment they are not getting their share. 

Senator CapEHART. Because the interest rate is too low. 

Mr. Camp. We have testified here in the part I have already read 
that we did put a lot of money into these fields when the rates were 
competitive, and now we have to stop, and we do not like that. It 
has been a very good field for us. And also because housing means 
so much to our type of economy in this country. 

Senator CaPpEHART. How serious would it be if we did increase 
the payments by 5 years. It is 30 years now. How serious would 
it be if we did that, in order to reduce the monthly payments. [am 
not recommending it, but I just wondered how serious it would be. 

Mr. Camp. I wonder if I could read here a statement we made 
back in 1956 before this same committee on that point. 
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We were talking in terms of a 40-year loan there, but the same 
principle would apply. We said, “This longer amortization period 
will make these mortgages much less acceptable to private financing 
institutions and will be of doubtful help to the mortgagor. To 
illustrate, if we assume a $7,000 mortgage at 4% percent rate, amor- 
tizable in 40 years, at the end of 5 years, only $353 would have been 
paid in amortization; at the end of 10 years, only $794; and at the 
end of 20 years, which would be half of the term, only $2,038, with 
$4,962 of initial loan still outstanding. As is obvious, the rate of 
amortization is exceedingly slow—in fact, so slow that the physical 
deterioration and obsolescence of the property would undoubtedly 
be greater than the amortization.’ 

Senator Capenarr. In other Diode the extension of the term and 
the reducing of the downpayment are certainly not in common with 
each other. 

Mr. Camp. That is right. 

Senator CapEeHarT. You increase the downpayment, then you 
might extend the term. 

Mr. Camp. Another thing that disturbs us is that when the owner 
is increasing his equity so slowly, somewhere along the line he may 
become discouraged and say “Really I am not buying this house after 
all.” And that makes us wonder whether we would have a sound 
investment and whether the Government would be right in insuring 
that type of investment. So we are disturbed about increasing the 
amortization period. 

Senator Capenart. Notwithstanding the fact that the average 
mortgage is paid off in 11 or 12 years. 

Mr. Camp. No matter whether it is paid off in 12 years, the rate 
of amortization in that 12 years is very slow, on any of the mortgages 
that remain outstanding. 

Dr. O’Leary. There would be no equity in there, and if there was 
a downturn, it would be so easy for the fellow who bought the house 
just to let the thing go. It is a rather dangerous situation, with so 
little equity being paid in in the first 5 years or so of that mortgage. 
It is a rather lengthy period of time. The irvestor would have to 
look at that along with the fact that these mortgages have only been 
60 percent guaranteed. As Senator Douglas said this morning, you 
cannot assume that the rain is not going to come. 

Senator CAPEHART. One more question then I certainly must go. 
How about your collections? To me that is the best sign of prosperity. 
In running a business, always watch that closer than any other one 
thing—the collections. If they are good, you are all right. 

Mr. Jewett. I have the figures for the Prudential, which is very 
large in the FHA-GI field. 

Senator CaPpEenart. Is it good? 

Mr. Jewerr. It is extremely good. 

Senator Capenart. Would you say that is true of all life insurance 
companies? 

Dr. O’Leary. Senator Capehart, we have figures that we obtain 
quarterly on mortgage loan delinquencies and foreclosures for the 
various types of mortgages to supply to this committee which would 
show the rate is very, very low. 

Senator Capenart. Are your collections good on all types and kinds 
of your loans—all your investments? 
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Dr. O’Leary. The foreclosure and delinquency rates generally are 
very, very low. They are somewhat higher on VA loans than they 
are on some of the others. But that is particularly because of the 
section 608’s. Generally speaking, they are all very low. None of 
the delinquency or foreclosure rates would disturb anyone. But as 
you will see, the VA rates——— 

Senator SPARKMAN. Don’t you mean FHA? 

Dr. O’Leary. That is right. As a matter of fact, we do have that 
breakdown. ‘The delinquency and foreclosure rates on the section 
608’s are in this table. 

Senator Caprnart. Then collections on all types of your invest- 
ments and mortgages and loans are good. 

Dr. O’Leary. That is right. 

Senator CaprHart. No bad signs in the last 30 or 60 or 90 days? 

Dr. O’Leary. No, sir. 

Mr. Camp. Senator, may I make this observation. I do not know 
what bearing it might have on your thinking. While we have had 
extremely vood collections and are proud of it and proud of what the 
borrowers have done, we cannot forget the fact that we have been 
in a continually rising economy. 

Senator Caprnarr. It will always be rising as long as collections 
are good. At least that is my observation as a businessman over the 
years. I remember in 1929, if I had been smart at all in 1929, I 
could have foreseen the great depression coming, even in my own 
business, because the collections went right down. 

Mr. Camp. So far we have not had any sign of that. You are 
absolutely right. 

Senator SPARKMAN. I think it would be helpful if you would submit 
those figures, Doctor, that you suggested, that you might have. Let 
me ask this question. This is a question that Senator Clark partic- 
ularly wanted to be asked. Unfortunately, he had to leave. 

A couple of days ago, Senator Javits, testifying before this com- 
mittee, brought out a suggestion that the mortgages that are held 
by FNMA, that there be set up a plan whereby these mortgages 
could be certificated and the certificates sold. I presume it would 
be a part ownership. The mortgages would be pooled and certificates 
sold as against those mortgages. 

Mr. Camp. You mean sold to insurance companies and other 
investors? 

Senator SpaARKMAN. Yes. 

Senator CAPEHART. He means exactly like you handle a finance 
company’s paper. I presume that is what he means. 

Senator SPARKMAN. I presume so. I was not here when Senator 
Javits testified. 1 just read it. But Senator Clark wanted to ask, 
would such a certificate of mortgage ownership be attractive to large 
insurance Companies and investors? 

Mr. Jewerr. It would not, [don’t believe. But it might have some 
sale to the public. 

Senator SPARKMAN. When you buy, you buy the mortgage outright. 

Mr. Jewerr. Service it, take care of it, watch it. 

Senator SPARKMAN. You do your own servicing. Is that true 
generally? 

Mr. Camp. We feel like insurance companies have had as much 
experience in this field, as demonstrated by the fact that we own 
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one-third of the FHA and one-fourth of the VA loans—why should 
we turn this over to somebody else to do the job for us? We think 
we can do a better job than they can. 

Senator SPARKMAN. I want to ask a question or two about the sav- 
ings. I understand our savings are not down, are they? Savings 
are up, are they not? 

Mr. Camp. It is the demand that is up. 

Senator SPARKMAN. In other words, increased savings are not go- 
ing to do any good as long as we have the increased demand which is 
beyond what the savings are capable of taking care of. My under- 
standing is that that is primarily the trouble in the housing field 
today. We have had such a tremendous expansion of industrial con- 
struction, and that coupled with the housing construction has simply 
been too big a burden for the savings to take care of. 

(The following was received for the record:) 


MortGaGE Loan DELINQUENCY AND FORECLOSURE EXPERIENCE OF LIFE 
INSURANCE COMPANIES, SEPTEMBER 30, 1956 


TaBLe 1.— Mortgage loan delinquency and foreclosure experience 


DEL Tre ENT LOANS 


Percent of total amount | Percent of total number 
| outstanding outstanding 
Type of loan 


} 


| Sept. 30, | June 30, | Sept. 30, | Sept. 30, | June 30, | Sept. 30, 
1955 | 1956 1956 | 5s | 1956 | 1956 


i 
City loans—total . 5g 0. 53 0. 58 | . 
FH A-insured imei a ee ada 57 . 65 y " 54 
Sec. 608___._- -& . 94 85 : . 25 
Other. . 56 . 0 .61 | ‘ . 55 
Vi-gontemieed . .....-...........2. : . 79 85 . 8 81 | 
Sec. ! y . 76 | .79 85 | . 78 .79 
Sec. 505 Sn ce 01 | 89 05 96 | . 87 | 
GENES 3 oo onc eee a ke 9 . 59 . 25 & 58 
POIIRIONEL |. J... dca narkndeiern’ ean . . 37 38 76 i7 
Farm loans—total__- fonbpiaine . & . 69 52 
FHA-insured sch tbe th i hewebthsl.Gdesnch 
V A-guaranteed ee . 96 | .09 | . 51 
Other-____- . & . 69 | . 2 | 
Total loans snehcced . 5g . 54 . 57 
DEP ooo ccacccenacbicesacusne By . 57 . 65 
V A-guaranteed ‘ Po . 79 | . 85 
Canadian NHA-......----.- ie . . 59 . 25 
Other Sees 4! . 42 | . 40 | 


Y FORECLOSURE 


City Senta FGe iis oa dd Sd -2t 06 | . 05 
FHA insured__---- ene ahaa -13 | . 04 
Gestion 606. ................ | . 48 Ol : 
Other__- r \ctteesanal . 05 | . 05 . OF ) 05 
VA guaranteed --- coh aa .07 . 08 : 07 08 
Became Le. ok J .07 | .09 | 
Section 505.........-- . 08 | .07 . 06 07 07 
Canadian NHA..---- cn wien . 04 | . 06 ‘ . 05 . 06 
Conventional. 5 canis aod . 03 | . 03 . 0 . 05 
Farm loans—total __- \ . 06 | . 04 . 05 05 .04 
FHA insured. ‘ pea if i . 
VA guaranteed...........-..- 22 . 04 15 | . 25 05 
Other__- ei ee eS Js - 06 | . 04 . 05 . 05 . 04 
Total loans. -. , a3 . 06 05 | 05 06 . 06 . 06 
FHA insured __- 13 | . 04 04 06 05 05 
VA guaranteed... ..._._-- E : .07 . 08 . 08 .07 . 08 O8 
Canadian NHA..-- . 04 ll . 05 . 06 ll 
SRS ‘ . 03 . 03 . 03 04 05 | . 04 


Note.— Percentages are computed from unrounded figures. Data are for between 68 and 70 life-insurance 
companies holding from 77 to 80 percent of the total assets of all United States life companies. 
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TABLE 2.— Mortgage loan delinquency and foreclosure epxerience of 69 life-insurance 
companies, quarter ended Sept. 30, 1956 


[Dollars in thousands] 







































































| (1) (2) (3) (4) 
| Loans outstanding | Delinquent loans ! Loans in fore- | Loans foreclosed 
| closure | since Jan. 1 
Type of loan i t le i el - I - 
j 
| Principal | Num- | Principal |Num-| Principal |Num-) Principal 
Number | outstand- ber outstand- | ber | outstand- ber | outstand- 
ing ing ing ing 
—— | | a -— | — — —_ 
| 
City loans, total___- 2, 010, 878 |$22, 223, 391 15, 059 $127, 815 |1, 144 I $10, 229 889 $16, 068 
| ——— ————— —_ |— = {= 
FHA insured... -.--} “632, 622 | ry 111, 70, 4, 001 | 33, 220 292 | 2, 031 259 10, 342 
ogee. pein des itee a ae 
Sec. 608_.....-.- 2, 199 | 785, 511 9 6, 684 | 1 | 76 y 8, 724 
Other... ..4-s.- | 630,423 | 4,326, 168 | 3,992 26, 536 | 201 | 1,955 | 250 | 1, 618 
——>= | >—_——=— — =] =) — = ] = 
VA guaranteed____| 737,198 | 5,890, 246 6, 488 50, 247 559 4, 891 537 4, 590 
Sec. 501__-- | 628, 117 5, 786, 512 5, 356 49, 165° | 498 4, 826 485 | 4, 509 
See. 505___- | 109,081 | 108, 734 | 1, 131 1,073 | 61 | 65 52 81 
——s} at Seas tet ees | \= | | 
Canadian NHA._-| 23, O76 | 164, 748 283 2, 054 | 25 | 180 2 adie headin. Cad alte 
Conventional.__. 617, 982 | 11,056, 718 4, 287 | 42,294 | 268 | 3, 127 93 | 1, 135 
Farm loans, total....._| “164,102 | 1, 772, m4 | 729] 9,279] a 891 | 39 338 
Piette ol Fees La LOZ: foe maetisbolt ed deskondethnerhe dab 
FHA insured_--._-| 15 | 58 —— oe casa elie hth ot salen ees dchiet tetas 
VA guaranteed. ___! 1,813 | 10, 728 8 | 54 | 3 16 |}. es ed pee 
Ghee FL i 5.2.2: | 152, 274 | 1, 761, 687 721 9,224 | 68 | 875 39 338 
Total loans. ___..--- 2, 164, 980 | | 28, 995, 865 | 15,788 | _137,0 094 |1,215| 11,121 | 928 | 16, 406 
| en - a Paes a ae? eae oe 
FHA insured_._---| 632, 637 5, 111,737 | 4,001 33, 220, 292 | v 2, 031 259 | 10, 342 
VA guaranteed. | 739,011 | 5,900,975 6, 496 50,301 | 560 4, 907 537 | 4, 590 
Canadian NHA...| 23,076 | 164,748 | 283 2,054 | 25 | 180 |_ nica eelibis 
Other 2___- _..| 770,256 | 12,818,405 | 5,008 51,518 | 336 | 4,002 | 132 | 1, 473 


wlrroet te lune obese ROR tA set sent wale eee ee 





! A delinquent loan is a city mortgage with 2 or more nokia interest payments past due or a farm loan 
with interest in arrears more than 90 days. 

2 Includes 2,474 Farmers Home Administration insured loans with $21,263,000 principal outstanding. 
‘There are no delinquencies or foreclosures in this category. 


Mr. Camp. Senator, you say that is the primary reason. Don’t 
you think also that the housing industry has been further penalized, 
because it has not been able to compete on competitive terms for 
what money is available. So there are two factors. There is the 
overall shortage and then the faet——— 

Senator SpARKMAN. I could ask a lot of questions about that— 
what. kind of rates, for instance, are these people paying for their con- 
struction loans. They are not paying as high as the FHA and the 
VA rates; are they? 

Mr. Camp. Well, I don’t think many of the life-insurance com- 
panies handle construction loans. I doubt that we would know too 
much about that. The commercial banks would handle those. 

Senator CaprHart. Of course they are tremendous loans, too. 
Short-term paper. 

Mr. Camp. I don’t know what the rate is. 

Senator SpaARKMAN. There is another question | want to ask you 
about savings. As a matter of fact, isn’t it true that one of the best 
ways to encourage savings is to have a person buy a home on a 
mortgage plan and meet those monthly payments? Isn’t that one 
form of. savings? 

Dr. O'Leary. That is a form of savings. 

Senator SpaRKMAN. Isn’t that one of the best? 





392 HOUSING AMENDMENTS OF 1957 


Dr. O’Leary. The difficulty here is that this type of suggestion is 
like the suggestion that Mr. Levitt made this morning of permitting 
housing to be increased in volume because if you did, you could sell 
the houses at lower prices, and therefore it would be deflationary. 
It is a case of which came first, the chicken or the egg. Our basic 
problem here today is one of scarce resources to do all the things we 
want to do. And it is true that if you push hard on those resources 
and cause inflation to occur immediately, that some time later, be- 
cause you produced more stuff, you may cause prices to go down. 
But this is a moving picture. If you keep doing that, as we have been 
doing in the last 10 years, you never get to the point where prices go 
down because of the fact that you have got your increased produc tion. 

Senator SPARKMAN. I want to ask about this. I note vour reference 
to our doing all of the things we want to do. Isn’t there a difference 
between doing the things we want to do and doing the things that are 
essential to be done. And isn’t housing an essential? 

Mr. Camp. That is the reason we are so anxious that the Congress 
do something to let the housing market compete for its fair share of 
the funds. We feel like we have been penalized, those who build 
houses and those who lend money on them, in that the share of the 
total funds, they cannot compete for it in the housing market. 

Senator SPARKMAN. There are a great many more questions | 
would like to ask, but I think that is a quorum call, and I rather sus- 
pect we are getting pretty close to a vote. So if you want to move 
along with vour statement. This has been a most ‘helpful discussion. 

Mr. Camp. We enjoy it and we appreciate your giving us this time. 

Senator SPARKMAN. I want to say this with re ference to Mr. C amp’s 
company: It has been one of the greatest stimulative factors for 
housing down in our section of the country that we have had. His 
company was one of the pioneers—I don’t mean by that to carry it 
back so far, but it went into the field earlv in the purchase of these 
mortgages, and they have done a tremendous job. 

I remember the last time I talked to the president of the company. 
They had a mortgage in every county in Alabama except one. You 
have put that one in now; haven't you? 

Mr. Camp. We made it in that one county. But in 1956, in another 
county, I think it was Wilcox, they paid off the only loan we had. 
So we are right back where we started. 

But, Senator Capehart, I think that remark by Senator Sparkman 
gives me the opportunity to make a little personal remark which I 
think you would understand, and a country boy from Alabama would 
be somewhat excited and thrilled, but this is a peculiar privilege for 
me today because the chairman of this subcommittee is my own 
Senator—not from my own town. I wish I could claim that. 

Senator CapeHart. I wish you would move up to Indiana. | 
don’t want Senator Sparkman to move up there because he might run 
against me. 

Mr. Camp. We are mighty proud of Senator Sparkman and the 
fact he was a nominee for the office of Vice President of the United 
States, and I personally have appreciated the keen interest he has 
taken in this whole field of housing because it is a subject so important 
to every citizen of the country and ever y segment of the country. We 
in all are mighty proud of him, and I hoped I would have the oppor- 
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tunity to say that. If that doesn’t meet with the rules of procedure, 
I am sorry. 

Senator CapEHART. Just simply say the same thing about me, and 
it will be wonderful. 

You said rush on with the statement—— 

Senator SpaRKMAN. The only reason I am suggesting that is 
there was a warning bell. 

Senator CapEeHART. Senator Sparkman and I work, I as the ranking 
minority member of this committee and Senator Sparkman as the 
Chairman of the subcommittee, we work well together. We disagree 
once in a while. 

Mr. Camp. We appreciate both of you. 

Now some of this may be repetitious, but to get through it hurriedly, 
I think I will read it just as written. 

The second point we want to make is life-insurance companies are 
trustees of the savings of 106 million policyholders. These policy- 
holders are in the main people of modest means whose savings, though 
small, provide an important bulwark for the security of themselves 
and their families. As trustees of the savings of these many millions 
of policyholders, life-insurance companies have the obligation to invest 
their funds in a diversified way at the highest possible rate of return 
without incurring undue risks. The higher the rate of return realized 
on life company investments, the greater the amount of insurance 
protection which the companies can provide to the American people 
without increasing the premium cost. 

Because of the compulsion as trustees in the interest of their policy- 
holders to earn the highest possible rate of return, the investment of 
life-insurance company funds is highly sensitive to change in market 
rates of interest. It is perfectly natural, therefore, that in a period 
of rising interest rates life-insurance funds would automatically be 
channeled into investment outlets providing the higher rates of 
return. This is in accordance with our duty as trustees for policy- 
holders. The VA mortgage has fallen behind in its ability to compete 
for capital funds because the interest rate on VA loans has not been 
allowed to respond to demand and supply forces in the capital market. 
This is not true, of course, in the case of the FHA mortgage rate which 
has responded to competitive forces in the capital market. 

Senator SpARKMAN. By the way, you heard me remark earlier that 
this committee does not have jurisdic tion on the question of VA rates. 
That is in the Labor Committee. 

Mr. Camp. Yes; we understand. The only reason we brought it 
into the discussion is because of the overall picture and some of the 
questions asked, and what you think of NSLI funds, it has to be 
brought in the discussion. 

Point (3): During most of the past decade, and particularly in the 
last 2 years, the demand for capital funds for all uses has outstripped 
the aggregate private savings of the people and, therefore, the supply 
of loanable funds provided by investors other than commercial banks. 
In the face of this demand-supply relationship in the capital market 
as a whole, it has been a perfectly natural development for mterest 
rates to rise. The basic cause for rising interest rates has, therefore, 
been a roaring demand for funds in excess of the supply from nonbank 
sources. 
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As interest rates have risen in response to the enormous demands 
for credit outrunning the supply of capital funds, life insurance com- 
anies have placed greater emphasis upon investing in new issues of 
1igh-grade corporate bonds and in conventional mortgages where the 
rate of return has been highly responsive to market forces and now 
ranges around 5 to 5% percent. 

Now my personal testimony a moment ago was 5% to 5%. In the 
face of this, the 4% percent rate on VA mortgages is far out of touch 
with competitive forces. This is especially true because the net rate 
of return after servicing and other costs on VA mortgages is about 
three-fourths of 1 percent lower than the gross rate, whereas high- 
grade corporate bonds which can be purchased in large blocks are 
much less expensive to administer. 

(4) We believe that the fundamental solution to the problem of 
reduced availability of VA mortgage financing is to make the interest 
rate on VA mortgage loans sensitive and responsive to demand and 
supply forces in the capital market. The VA rate, and to a lesser 
extent the rate on FHA mortgages, is the sole remaining pegged 
interest rate in the capital markets. Unless some means is found to 
permit this rate to move in response to market forces, we shall in our 
dynamic economy continue to have difficulties in the VA mortgage 
field. The effectiveness of a mortgage yield responsive to market 
forces was illustrated in the summer of 1953. Shortly after the rate 
on VA loans was raised to 4% percent, the new commitments by life 
insurance companies increased sharply, and outstanding VA com- 
mitments of life companies rose $500 million or around 360 percent in 
the ensuing year. 

And I think we would like to ask permission to send to you and 
insert in the record a chart we have prepared here which shows the 
commitments of the life insurance companies in the three types of 
mortgage loans: FHA, VA, and conventional. This is 1953, and it 
shows what our commitments in VA mortgages did following the 
increase from 4 to 4% percent. 

We don’t have time to discuss it now. 

Senator SpaARKMAN. If it is received in time it will appear in the 
record. 

(The following was received for the record:) 
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New commitments of life-insurance companies for nonfarm residential mortgages 


[Millions of dollars] 




















































| 
Total | FHA | VA guar- | Conven- 
| | insured | anteed | tional 

1951: 4th quarter_.....22202--20022222222..----- $379.9 | $120.3 | $56.0 | $203. 6 
1952: | | | | 

J eS ESS Se eee eee 401. 5 | 126. 5 92.6 | 182.3 

et ot chinssksendacsnccs | 426. 5 | 139. 4 65. 2 | 221.8 

ED inci ah nase ecinencdanscnnn| 380. 1 | 102. 1 44.6 | 33.3 

fe ee See eae 4 485. 8 154.7 | 48.1 | 
1953: | | | 

Ist quarter.........- eapuebasectnes ; | 444.0 125. 5 | 39. 4 | 279. 1 

NO eae ee eee eee eee — 547.3 | 118.2 47.5 381.6 

Sameer > = tt ae. | 478. 6 | 105. 5 105.0 | 268. 1 

GEE. Ra nchnacwucubescodihoasooes | 644.6 145. 3 225.0 | 274.3 
1954: 

EN, Bl cnaccahucctiteats aaaeee 583. 2 | 141.3 | 230. 6 | 311.3 

Tee Me hs el cle Eddensonn | 142.6 | 381.8 335. 8 

2 ee eee eee saree ae rea 1,050.3 | 124.1 | 580. 8 345.4 

ae ee eee ee eb cna 1, 037. 176.0 | 478.0 | 383. 2 
1955: 

PN SE ocd downass cchetcsenndihe«ees 816.5 | 161. 5 | 314.0 340.9 

8 ee eae eee jan ducees | 820.0 | 162.7 | 264. 2 | 393. 2 

3d quarter-..- Robi teks anita ans Seal 728. 4 | 153. 4 | 240. 5 334. 5 

Sea. 5. oo. nl ccadcns ia 737.7 | 174.3 | 218.7 344.8 
1956: 

PERU 4 Shcb Mecgecbetachccoeencden ae 733. 6 | 120.9 | 244. 1 6 

, Cae ioe oe es aoe 774. 7 108. 1 203. 5 | 9 

sod Mn nebecéhecnenncdodae = al 568.8 | 84.8 149.0 | 335. 0 

CET cnt ana ccccsapasenuccscus i 544. 3 | 68.5 140.1 | 335. 8 


| | 














Note.—Components may not add to totals due to rounding. Data are for a sample of companies repre- 
senting approximately 65 percent of the total assets of all United States life-insurance companies. The 
increase in outstanding Veterans’ Administration commitments of life companies cited in the statement 
represents an estimate for all United States life-insurance companies based on the sample data. 








New commitments of life-insurance companies for nonfarm residential mortgages 


{Index numbers] 












Total FHA insured | VA insured | Conventional 


























1951: 4th quarter_._____- Fo mts Bins Bee 100 | 100 100 100 
1952: | 
lst quarter. __--- 106 105 165 90 
2d quarter oda 112 116 116 109 
ee | 100 85 80 115 
4th quarter......-- 118 121 74 128 
1953 | 
MIG RIIIUIED Bo cncindnncginadscade , 105 96 56 124 
2d quarter. .- Ee eal ; 132 90 74 173 
3d quarter. -- kd aici dani | 115 82 168 120 
4th quarter__- ; 4 160 114 3381 126 
1954 
ist quarter eae eS ‘ 164 108 368 141 
2d quarter. _. | 205 105 621 149 
3d quarter. -_- i | 251 RQ O48 155 
4th quarter-_. 248 124 786 173 
1955 
Ist quarter. ? te 189 108 495 152 
2d quarter 189 109 408 177 
3d quarter i ‘ 166 100 376 148 
4th quarter ‘ — 175 27 358 154 
1956 
ist quarter eal ies ‘ 174 S4 393 167 
2d quarter 188 78 328 214 
3d quarter ileal 136 59 239 14 
4th quarter ‘ ‘ 134 18 230 158 





Note.—Components may not add to totals due to rounding. Data are for a sample of companies represent 
ing approximately 65 percent of the total assets of all United States life-insurance companie The increase 
in outstanding Veterans’ Administration commitments of life companies cited in the statement repre- 


sents an estimate for all United States life-insurance companies based on the sample data 
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Mr. Camp. Even if it is considered not feasible to free the interest 
rate on Government insured and guaranteed interest rates at this 
time, the question still remains as to whether an increase in the VA 
rate to 5 percent will help to expand the flow of mortgage money to 
veterans. ‘The VA mortgage has been a satisfactory investment for 
life insurance companies provided the rate of return on such mortgages 
is competitive with other interest rates. A rate of 5 percent on VA 
mortgages would largely restore their competitive position, so that we 
would expect an appreciable i increase in life insurance company invest- 
ments in VA mortgages at that rate. 

Point No. 5: As a means of rapidly expanding the availability of 
VA mortgage loans, the main legislative proposals which are being 
considered as alternatives to permitting the VA interest rate to move 
responsively to market forces are the following: (a) an extension and 
liberalization of direct loans by the Veterans’ ‘Administration; (6) the 
use of national service life insurance funds to purchase VA mortgages; 
and (c) an expansion of FNMA purchases of VA mortgages. 

We believe that none of these alternatives offers any real solution 
because they run up against the hard fact of an overall shortage of 
capital funds relative to the huge demand. ‘The basic question in 
all three alternatives is how the money will be obtained to finance 
Government purchases of VA mortgages. If the funds are to be 
secured by means of an increase in the Federal budget, it is doubtful 
that such additional expenditure can be justified economically in a 
period in which inflationary pressures are so strong. If the money 
is to be raised through the issuance of Federal securities—or FNMA 
debentures—which is highly likely under current Federal budgetary 
conditions, the question arises as to which investors will purchase the 
securities offered by the Government. To the extent they are pur- 
chased by investors other than commercial banks, the shortage of 
capital funds will be reflected in some other part of the market, for 
example in the market for State and local government obligations to 
finance schools and other public improvements. Because the market 
for Government securities with nonbank investors is very thin, it is 
highly likely that Government securities offered in the market for 
this purpose would move into the commercial banks. Whether the 
banks could create the deposits for pay for these Government secur- 
ities would depend on their reserve position, and as a result pressure 
would be placed upon the Federal Reserve authorities to supply the 
reserves. If they did so, the funds obtained to finance the Govern- 
ment purchases of mortgages would come from an expansion of the 
money supply and would clearly be inflationary. Thus, we recom- 
mend against these proposals because they provide no real solution 
and constitute a threat of further inflation. 

And finally, although we appreciate that this committee does not 
have a bill before it dealing with the voluntary home mortgage credit 
program, we would like to comment briefly on it. 

Senator SparkMAN. That matter is before us. It is included 
in the administration bill. It is definitely a recommendation. 

Mr. Camp. Well, fine, that makes our statement even more per- 
tinent. 

We believe that the VHCMP has been constructive and we recom- 
mend that it be extended for 3 years. Over $240 million of Govern- 
ment-insured and guaranteed loans have been placed through VHMCP 
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in remote areas, small communities and with minority groups. Beyond 
this, VHMCP ‘has induced many mortgage lenders to expand their 
regular mortgage lending into small communities and remote areas 
not heretofore adequately supplied with mortgage funds. However, 
two difficulties now best the program: (a) The rate of return which 
investors receive on VA mortgages has not been permitted to respond 
to demand and supply conditions in the capital market, and (6) 
VHMCP has continually faced competition from Government lending 
programs on unfair terms. So we say that two conditions must exist 
in order for the program to operate and to attract private funds: (a) The 
Government lending programs should be on unsubsidized terms and 
conditions which enable private investors to compete, and (6) The 
rate of return on VHMCP mortgages should be allowed to respond 
to demand and supply conditions in the capital market. 

Senator SPARKMAN. How many companies are there participating 
in VHMCP, do you know? 

Dr. O’Leary. Over the history of the program, Senator Sparkman, 
we have had at various times as many as 100 life-insurance companies 
participating. That is a generalization—95, 100,102. At the present 
time, the number of companies actively participating has been nar- 
rowed down very substantially. I would say that today there are no 
more than maybe 15 companies actively participating. 

The basic difficulty is the attractiveness of VA mortgages po 
the limits that we can obtain them under this program. And, as 
result, in this situation in which funds have been very much in ae 
mand, many of the companies which have been participating in the 
program have found it necessary to withdraw from the program. 

The program is a purely voluntary one, and we have no means of 
exerting any compulsion. That is why we say that if the program is 
to have real support, continuing support over a period of time, from 
a large number of investors, it must be on an unsubsidized basis where 
the interest rate is realistic. 

Mr. Camp. May I make this comment as a citizen of Alabama. 
I feel that in the VHMCP program we have found something. For- 
getting this present situation of interest rates and supply and demand 
and so forth, we have found a mechanism which will help throughout 
the years channel funds from the money centers of the country to 
those centers that do not have as much. 

I heard a savings banker from Boston make the statement the other 
day that prior to VHMCP he had practically never heard of the State 
of Mississippi, but he now has loans in 17 towns in Mississippi. Prior 
to VHMCP he said he made loans in only six Texas cities, the larger 
cities. He now has loans in 161 Texas cities. 

Now, I wish I had some similar statement about Alabama. But [ 
know that the areas of our country that are not in the money centers, 
that in the long run, if we can support this program, we will benefit 
by channeling that money from the money centers. I hope you will 
give us your support. 

Senator SPARKMAN. | have felt very strongly from the beginning 
that it held a great deal of promise. And, personally, I would like to 
see it go ahead and do a real job. 

Mr. Camp. How long we can keep the investors making VA mort- 
gages through this program at an unrealistic interest rate; as Dr. 
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O’Leary says, they are dropping out. We can continue to make FHA 
Joans through it. 

But I would hope in your consideration of this whole program you 
will keep VHMCP in mind, because that is one way we in Alabama, 
Mississippi, and Georgia can get some money from the other centers 
J do not think we can get ordinarily. 

Dr. O’LEary. Senator Sparkman, over the 2-year history of this 
program, it has been very difficult, the execution of the program. 
The national committee has worked awfully hard to try to get a sub- 
stantial participation in the program from other lenders than the life- 
insurance companies. Up to fairly recently we were all rather dis- 
couraged about that. But in recent months, there is very great 
interest being displayed in the program by the savings and loan 
associations. And we are at a very critical juncture. I think they 
could come into this program in a very big way if some correctives 
can be taken with regard to the interest rate, because they have 
finally been coming around to seeing the importance of it, and being 
small, local institutions, they can help tremendously in this program 
if we can just get them in it on an active basis. And we are on the 
verge of getting them in. But it is a rather critical situation as to 
whether they will stay interested in this situation. 

Mr. Jewett. In our own case, Senator, we are running about a 
million dollars a week in this VHMCP, and that is $50 million a year, 
which we could get a much better interest rate on if we channeled it 
into some other segment of the economy at the moment. The 
question is how long can you afford to do that at the expense of the 
policyholders. 

Mr. Camp. Most of the life-insurance companies participating have 
felt that since the Congress was considering the matter, we should 
keep on, until we see what you are going to do, and we hope you will 
keep this program in mind. 

Senator SpaRKMAN. Thank you very much You gentlemen have 
given us a very helpful presentation, and we shall be interested in 
receiving the different materials that you said you would send us. 

(The prepared statement of Mr. Camp follows: ) 


STATEMENT OF THE AMERICAN LIFE CONVENTION AND THE LIFE INSURANCE 
ASSOCIATION OF AMERICA 


My name is Ehney A. Camp, Jr. I am vice president and treasurer of the 
Liberty National Life Insurance Co., Birmingham, Ala. My colleague is John 
G. Jewett, vice president of the Prudential Insurance Company of America, 
Newark, N. J. We are appearing here today as representatives of the American 
Life Convention and the Life Insurance Association of America, two associations 
of life-insurance companies with a combined membership of 244 companies, 
holding an estimated 98 percent of the assets of all United States legal reserve 
companies. We are both members of the Joint ALC-LIAA committee on housing 
and mortgage lending. 


THE RECORD OF LIFE-INSURANCE COMPANIES AS MORTGAGE LENDERS 


Throughout the years the life-insurance companies of the country have con- 
sistently provided an important and growing source of real estate mortgage 
financing. At the end of 1946 the life companies had a little over $7 billion 
invested in mortgages, or about 15 percent of their total assets. By the end of 
1956, total real estate mortgage loans held by life insurance companies had risen 
to over $35 billion, or about 34 percent of all life-insurance assets. Of this total, 
an estimated $24 billion were residential mortgages. 
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The life-insurance companies have for many years been one of the principal 
suppliers of Government insured and guaranteed mortgage financing. At the 
end of 1956 their holdings of FHA-insured mortgages amounted to $6.7 billion, 
or 35 percent of the total FHA mortgages outstanding at that time. Since 1946 
life companies have purchased $10 billion of FHA nonfarm mortgages, or an aver- 
age of $912 million per annum. Last year their purchases of FHA mortgages 
amounted to $857 million. 

Similarly, the life-insurance companies have found the VA-guaranteed mortgage 
loan to be a satisfactory outlet for their funds, At the end of 1956 life-insurance 
company holdings of VA mortgage loans amounted to $7.3 billion, or nearly 26 
percent of the total VA mortgage debt outstanding at that time. During the 
postwar period the life-insurance companies have made $9.3 billion of VA mortgage 
loans, or an average amount of $845 million per annum. Last year they pur- 
chased $1.6 billion of VA mortgages, just short of the $1.9 billion acquired in 1955, 
which was the peak year. 

The record shows, therefore, the acceptability which Government insured and 
guaranteed mortgage loans have gained as an investment for life-insurance com- 
panies. Despite this fact, during the past several months life-insurance com- 
panies have reduced their new commitments to make VA mortgage loans. The 
reason is, of course, that as interest rates have risen generally throughout the 
economy, the rate of return on VA mortgages has failed to maintain its competitive 
position in the market. Before analyzing this situation, as well as the reaction 
of life-insurance companies to the increased FH A rate, it will be helpful to consider 
the principles governing life-insurance company investments. 


THE PRINCIPLES GOVERNING LIFE-INSURANCE INVESTMENTS 


Life-insurance companies are trustees of the savings of 106 million policyholders: 
These policyholders are in the main people of modest means whose savings, though 
small, provide an important bulwark for the security of themselves and their 
families. As trustees of the savings of these many millions of policvholders. life- 
insurance companies have the obligation to invest their funds at the highest 
possible rate of return without incurring undue risks. The latter explains why 
companies strive for a balanced portfolio of many different types of investment. 
The higher the rate of return realized on life company investments, the greater 
the amount of insurance protection which the companies can provide to the 
American people without increasing the premium cost. In addition, competition 
within the life insurance business between individual companies is exceedingly 
keen, and one of the areas in which competition is greatest is with regard to invest- 
ment return because of the important effect which increased investment yield has 
toward a greater amount of insurance protection for the premium payments 
made. Not only are the life insurance companies in competition with one another 
with regard to investment return, but they are also, of course, in competition with 
other types of savings institutions. 

Emphasis upon rate of return should not be interpreted to mean that life 
companies are unmindful of their public responsibility to direct policyholders’ 
funds to the points of greatest economic need. Indeed, by the very act of respond- 
ing to changes in interest rates they are employing the best means under our 
economic system of determining economic needs. Their sense of social respon- 
sibility is illustrated by the leadership they have shown in the voluntary home 
mortgage credit program with which you are familiar. 

In view of these principles, it is not surprising that in order to maximize their 
investment return, and to achieve a balance of risk, life insurance companies 
direct their funds into a wide variety of investment outlets, such as industrial, 
publie utility, and railroad bonds and stocks, Federal, State, and local government 
obligations, industrial and commercial mortgages, direct investment in real 
estate, as well as residential mortgages. Thus, housing is not the only field in 
which life company investments are important to our national economy; their 
investments in the facilities of industry and business help to create jobs for 
veterans as well as everyone else and contribute to increased production which 
in turn helps to hold down the price level. Because of the compulsion as trustees 
in the interest of their policyholders to earn the highest possible rate of return, 
and in view of the wide variety of outlets, the investment of life insurance company 
funds is highly sensitive to changes in market rates of interest. It is perfectly 
natural, therefore, that in a period of rising interest rates, life insurance funds 
would automatically be channeled into outlets providing the higher rates of 
return. This is in accordance with our duty as trustees for policyholders. The 
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VA mortgage has fallen behind in its ability to compete for capital funds because 
the interest rate on VA loans has not been allowed to respond to demand-and- 
supply forces in the capital market. This is not true, of course, in the case of 
the FHA mortgage rate which has responded to competitive forces in the capital 
market. 

VA-GUARANTEED MORTGAGES IN THE CAPITAL MARKET 


During most of the past decade, and particularly in the last 2 years, the demand 
for capital funds for all uses has been so great that it has outstripped the aggregate 
private savings of the people and therefore the supply of loanable funds provided 
by investors other than commercial banks. Attached to this statement is a 
table showing sources and uses of funds in the capital market from 1946 through 
1956 bearing out this statement. As will be apparent from the table, the total 
demand for capital funds to finance residential housing, industrial plant and 
equipment expansion, commercial development, consumer credit, Federal, State 
and local expenditures, and for other uses has been so enormous that much of the 
time commercial bank credit has had to be expanded to supplement the supply 
of funds from savings sources. In the face of this demand-supply relationship 
in the capital market as a whole, it has been a perfectly natural development 
for interest rates to rise. The basic cause for rising interest rates has, therefore, 
been a roaring demand for funds in excess of the supply from nonbank sources. 
The Federal Reserve could have permitted this excess of demand to be satisfied 
by a large expansion of commercial bank credit, but this course would have fed 
the fires of price inflation. In the interest of maintaining economic stability 
and a sound dollar, it has been salutary for the Federal Reserve authorities to 
act to restrain an excessive increase in the money supply. We in the life insur- 
ance business believe strongly that the Federal Reserve has acted intelligently 
and courageously in the public interest in its efforts to restrain inflation. We 
believe that the life insurance business has the duty to lend strong support to 
efforts by the Federal Reserve to combat inflation because of the devastating effect 
which inflation has on the beneficiaries of life insurance, who are living on fixed 
incomes provided by policy proceeds. These are the most pitiable victims of 
inflation, and we have a great duty and obligation to help protect their interest in 
a sound dollar. 

As interest rates have risen in response to the enormous demands for credit 
outrunning the supply of capital funds, life insurance companies have placed 
greater emphasis upon investing in new issues of high-grade corporate bonds and 
in conventional mortgages where the rate of return has been highly responsive to 
market forces and now ranges between 5 and 5% percent. In the face of this, 
the 444 percent rate on VA mortgages is far out of touch with competitive forces. 
This is especially true because the net rate of return after servicing and other 
costs on VA mortgages is about three-fourths of 1 percent lower than the gross 
rate whereas high-grade corporate bonds which ean be purchased in large blocks 
are much less expensive to administer. Moreover, most of the corporate bonds 
in which insurance companies are currently investing their funds have provisions 
guarding against an early redemption in a period of declining interest rates. 
This protection against an early and unpredictable repayment of the loan is 
highly valued by investors and is characteristic of most industrial loans today; 
this is in contrast to the Government insured and guaranteed mortgage loan where 
the investor is exposed to redemption on short notice. 

Some of the recent offerings of securities have dramatized the degree to which 
the VA rate is not competitive in today’s capital market. Consolidated Edison 
of New York recently sold $55 million of long-term debentures at a yield of 
46 percent, and a smaller issue of 30-year bonds of the Minnesota Power & Light 
Co. came on the market with a return to investors of 4.58 percent. Both of 
these issues were of high-grade securities comparable in quality with VA mortgages 
but require virtually no costs of administration, in contrast to the three-fourths 
of 1 percent cost of servicing and handling mortgage investments. The extent 
to which market conditions have changed in the past several months, even for 
security issues of United States Government agencies, is illustrated by the flotation 
in late February of $250 million of FNMA debentures which carried a rate of 4 
percent, compared with 34 percent on a similar issue by FNMA in February of 
last year. During this period, of course, the maximum rate on VA mortgages 
has remained unchanged. 


{ 
: 
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THE BASIC SOLUTION REGARDING THE VA INTEREST RATE 


We believe that the fundamental solution to the problem of reduced availability 
of VA mortgage financing is to make the interest rate on VA mortgage loans 
sensitive and responsive to demand and supply forces in the capital market, 
The VA rate (and to a lesser extent the rate on FHA mortgages) is the sole remain- 
ing pegged interest rate in the capital markets. Unless some means is found to 
permit this rate to move in response to market forces, we shall in our dynamic 
economy continue to have difficulties in the VA mortgage field. 

In our economic system market demand and supply forces determine prices, 
and prices exercise the important function of rationing scarce goods. It is often 
overlooked that the interest rate is nothing more than the price paid for borrowed 
funds. It is at the same time the incentive necessary to bring forth the volume 
of savings required to finance our great economic growth. We are living in a 
period in which an increase in saving is sorely needed to finance our economic 
growth. It is also forgotten sometimes that although interest is a cost to home- 
owners and other borrowers, it is also a source of income to millions and millions 
of small savers through life insurance, savings and loan associations, savings 
banks, pension trusts, and other channels of personal saving. These savers who 
will get the benefit of this additional interest are in the aggregate the same body 
of people who are the homeowners of the country. 

Our recommendation today, regarding the VA interest rate is best expressed 
by quoting a passage from the policy statement drafted by our life insurance 
committee on housing and mortgage lending in the spring of 1953 when conditions 
in the VA mortgage market were similar to the present situation. At that time, 
also recommending that the VA home-mortgage program be merged with FHA, 
we stated: 

“The basie solution to the problems which we have experienced in recent years 
in the mortgage market is to make the insured and guaranteed rate flexible so that 
it can reflect and adjust fully to free market forces. This ean be accomplished in 
the following way. The FHA Commissioner should set a maximum permissible 
rate which can be charged on insured and guaranteed mortgage loans, but this 
rate should be substantially above the current going market rate. Under the 
ceiling of the maximum, the actual contract rates on individual insured and guar- 
anteed mortgages would be set as a result of competitive market forces. The 
rates would move up or down depending on market competition and would also 
be allowed to reflect geographical differences in the market, as well as the addi- 
tional expense involved in handling a small volume of loans in smaller towns and 
rural areas.”’ 

This has been the position which we have taken consistently in the past 2 years 
before congressional hearings, and we believe it to be the basic solution regarding 
the Government insured and guaranteed rate. The effectiveness of a mortgage 
yield responsive to market forces was illustrated in the summer of 1953. Shortly 
after the rate on VA loans was raised to 4% percent, the new commitments by life 
insurance companies increased sharply, and outstanding VA commitments of life 
companies rose $500 million or around 360 percent in the ensuing year. 

If it is considered not feasible to free the interest rate on Government insured 
and guaranteed mortgages at this time, the question still remains as to whether 
an increase in the VA rate to 5 percent will help to expand the flow of mortgage 
money to veterans. As indicated earlier, the VA mortgage has been a satisfactory 
investment for life insurance companies provided the rate of return on such mort- 
gages is competitive with other interest rates. A rate of 5 percent on VA mort- 
gages would largely restore their competitive position in the capital market under 
present conditions, so that we would expect an appreciable increase in life insur- 
ance company investments in VA mortgages at that rate. This view is supported 
by a recent poll we have made of a large number of life insurance companies. We 
believe, therefore, that so far as life insurance companies are concerned, new com- 
mitments to make VA loans would increase appreciably if the rate is raised to 
5 percent. 


WHAT ARE THE ALTERNATIVES TO A VA RATE RESPONSIVE TO MARKET FORCES? 


As a means of rapidly expanding the availability of VA mortgage loans, the 
main legislative proposals which are being considered as alternatives to permitting 
the VA interest rate to move responsibely to market forces are the following: 
(1) an extension and liberalization of direct loans by the Veterans’ Administra- 
tion, as exemplified by S. 726; (2) the use of national service life insurance funds 
to purchase VA mortgages, for example, 8. 88 and 8S. 726; and (3) an expansion of 
FN MA purchases of VA mortgages, for example, 8. 88 and 8. 912. 
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Examining the first alternative, the question immediately arises as to how the 
money will be obtained to finance an expansion of VA direct loans. If the funds 
are to be secured by means of an increase in the Federal budget, it is doubtful that 
such additional expenditure can be justified economically in a period in which 
inflationary pressures are so strong. If the money is to be raised by the Govern- 
ment through the issuance of Federal securities, which is highly likely under cur- 
rent Federal budgetary conditions, the question arises as to which investors will 
purchase the securities offered by the Government. To the extent they are pur- 
chased by investors other than commercial banks, the shortage of capital funds 
will be reflected in some other part of the market, for example in the market for 
State and local government obligations. Because the market for Federal secu- 
rities with nonbank investors is very thin, it is highly likely that Government 
securities offered in the market to finance direct VA mortgage loans would gravi- 
tate to the commercial banking system. Whether the banks could create the 
deposits to pay for these Government securities would depend on their reserve 
position, and as a result pressure would be placed upon the Federal Reserve 
authorities to supply the reserves. If they did so, the funds obtained for direct 
VA loans through this route would be obtained from an expansion of the money 
supply and would clearly be inflationary. Thus, we believe an expansion of direct 
VA loans would be the threat to general economic stability, and we therefore 
recommend against the bills providing for an increase in direct VA loans. 

If the alternative of using NSLI funds is followed, it is evident that to provide 
the money needed to permit NSLI to purchase VA mortgages the Treasury would 
be required to redeem the appropriate amount of United States Government securi- 
ties now held by NSLI. To obtain the funds necessary for this purpose, the 
Treasury would have to borrow in the general capital markets. Here again we 
face the question of which investor or group of investors would absorb these 
Government securities. The experience of the Government securities market in 
the past several months indicates that liquidation of Government bonds by NSLI 
in sizable amounts would exert a depressing effect on the prices of Government 
securities. This is because there are relatively few purchasers of Governments 
today; indeed, most investors, because of the relatively low yield on Government 
bonds, are reducing their holdings to acquire other investments. Actually, in 
recent years the Government trust funds such as NSLI have become a more and 
more important repository of the Federal debt as nonbank investors generally 
have reduced their holdings to satisfy the enormous appetite for Government- 
insured and guaranteed loans and industrial capital. Since 1946 Government 
trust funds have increased their holdings of Government securities by $23 billion. 
If one of the important Government trust funds (NSLI) should now embark on a 
program of liquidating Government debt, the already difficult task of the Treasury 
to obtain financing from other than commercial banks would be further compli- 
cated. Moreover, as NSLI liquidated United States Governments and depressed 
the prices of Federal securities, this very development, through causing higher 
yields on Governments, would push up all interest rates throughout the capital 
market. In addition, if NSLI liquidates Government securities, to the degree 
that new Treasury offerings to permit this liquidation are absorbed by nonbank 
investors, a shortage of funds will be reflected elsewhere. For example, if the new 
Treasury offerings were purchased by State and local government pension funds, 
they would tend to reduce the availability of funds for State and local government 
improvements such as schools, roads and so forth. Actually, the strongest possi- 
bility is that if NSLI liquidates United States Government securities strong pres- 
sure would be placed upon the Federal Reserve authorities to enable the new 
offerings of Government securities to be absorbed by the commercial banking 
system. Here again the threat of an inflationary increase in the money supply is 
clear. We therefore recommend against the various bills providing for NSLI pur- 
chases of VA mortgages because they all lead ultimately to further inflationary 
pressures. 

Likewise, the alternative of expanding FN MA’s purchase of VA mortgages alse 
raises the question of where FNMA would obtain the additional funds. The 
experience of the past indicates that debentures issued by FNMA have found 
their way largely into the commercial banking system with implications for an 
inflationary increase in the money supply. Moreover, with FNMA required to 
pay from 4 to 4% percent for short-term debentures, it would actually sustain a 
loss if it attempted to support the 444 percent VA rate because servicing and other 
costs on these mortgages absorb about three-fourths of 1 percent of the gross 
return. In view of the inevitable inflationary consequences of an expansion of 
FN MA purchases of VA mortgages, we therefore do not believe such an expansion 





404 HOUSING AMENDMENTS OF 1957 


is in the public interest at this time. However, if FNMA should in any event be 
voted additional funds, we believe that it should continue to purchase mortgages 
as a true secondary market operation—namely, it should purchase and sell mort- 
gages at the current market prices, and it should not make advance commitments. 
Otherwise it is merely a direct dumping ground for these mortgages and is nothing 
more than a subsidized direct Government lending program. 

All of these alternatives, therefore, run up against the hard fact of an overall 
shortage of capital funds relative to the huge demand, and they illustrate the 
difficulties which arise when the free pricing system is abandoned. They all 
involve pressure ultimately on the Federal Reserve authorities for an increase in 
the supply of money to supplement capital funds received from nonbank sources. 
The experience of the past decade shows clearly that this is the road to price 
inflation. Nowhere has this inflation been more clearly evident that in the home- 
building field. General inflation has been serious enough, but the rise in housing 
prices has been particularly severe. Since 1946 the consumers price index has 
risen 41 percent and the wholesale price index has risen 48 percent. During this 
same period the average estimated construction cost per unit of privately owned 
homes (Boeckh index of dwelling unit construction cost) has risen 75 percent. 
There is a serious question whether the veteran or the smal! home owner is being 
done anv real service by easy and excessive credit if the primary effect is to increase 
sharply the price of the house he buys. 

It is sometimes thought that the cost of rising prices to the veteran or the small 
homeowner is measured simply by the higher price he must pay for his home. 
This’ increased initial cost is bad enough, but it does not measure the full toll 
exacted by inflation. We have prepared a chart to illustrate the real cost of rising 
prices to the average homebuyer in the period 1946—55. 

Assuming the rise of 75 percent in the Boeckh index accurately reflects the rise 
in price of a standard home in the United States, the rise in the average home loan, 
due solely to this inflation, was from approximately $6,000 in 1946 to approxi- 
mately $10,500 in 1955. 

The chart shows that, in addition to having to pay back an extra $4,500 of 
principal on his loan, the homebuyer on a 30 year 434 percent loan would have to 
pay $3,715.20 extra interest cost because of the larger loan. The rise in the total 
cost to the average homebuyer, due solely to rising home prices in the period 
1946-55, therefore amounts to $8,215.20. Inflation in the postwar period has 
thus exacted a heavy toll from the veteran and small home owner. More inflation 
would exact a heavier toll and upon no segment of the population would it bear 
more burdensomely than on the veteran who has to pay inflated prices for a modest 
home in which to live. Moreover, we cannot ignore the threat that pouring newly 
created money into the mortgage market to support an artificially low interest 
rate will not only drive up the price of new houses, but by leading to an eventual 
boom-bust pattern in the housing field and in the economy generally, it also 
threatens the value of the 10 million homes now owned by veterans. 


THE VOLUNTARY HOME MORTGAGE CREDIT PROGRAM 


Although we appreciate that this committee does not have a bill before it dealing 
with the voluntary home mortgage credit program, we would like to comment 
briefly on it. As is generally recognized, the life insurance business took the lead 
in urging and supporting the VHMCP. We believe that in the 2 years it has 
been functioning the program has proved successful. Over $240 million of 
Government-insured and guaranteed loans have been placed through VHMCP 
in remote areas, small communities and with minority groups. Above and beyond 
this, and perhaps more important, the program has induced many mortgage 
lenders to, expand their regular mortgage lending into remote areas and small 
communities not heretofore adequately supplied with mortgage funds. We be- 
lieve that the program has been constructive, and we recommend that it be ex- 
tended for a period of 3 years. At the same time, we would like to make it 
clear that difficulties now beset VH MCP which will prevent it from being effective 
in the future. If these difficulties, to be outlined presently, are corrected the 
program can be fully effective. 

Before describing the difficulties currently hampering VHMCP, it will be 
helpful to recall the basic legislative intent of the program as it was originally 
conceived in the Housing Act of 1954. The purpose was to increase the avail- 
ability of mortgage funds for FHA-insured and VA-guaranteed loans through 
private lenders in remote areas and small communities where such funds were in 
inadequate supply under normal capital market conditions, and for the financing 
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of properties for minority groups. The legislation provided a means to encourage 
private investors to expand their lending into new territories under conditions 
similar to those existing in their normal lending territories. It was intended that 
private lenders would engage in financing operations in these new areas under 
conditions no less acceptable investmentwise than those experienced in their 
normal operation. It was also intended that VH MCP operate within the frame- 
work of competitive supply and demand conditions in the mortgage market. 

As VHMCP began to function two basic difficulties developed which have 
hindered the full effectiveness of the program. (1) Through an administrative 
ruling of the Veterans’ Administration, the rate of return which private lenders 
receive under VHMCP on VA mortgages was virtually frozen shortly after the 
program got underway. In the last year, as the overall demand for capital funds 
has outrun the supply, and all interest rates have consequently moved upward, 
this frozen interest rate has become more and more uneconomic for private 
lenders. In spite of this, private lenders have continued to make VHMCP loans 
in substantial volume in an effort to supply Government insured and guaranteed 
mortgage credit to remote areas, small communities, and for minority groups. 
This uneconomic rate of return is becoming more and more a matter of concern 
for institutions, like life-insurance companies, which as we explained earlier have 
an obligation as trustees to earn the best rate of return available in the market. 
(2) The program has continually faced competition from Government-lending 
programs on unfair terms. For example, direct VA loans have been made in 
competition with VH MCP, where the cost of processing the loans were subsidized 
by the VA. 

Accordingly, we are convinced that two conditions must exist in order for the 
program to operate and to attract private funds. (1) The Government-lending 
programs should be on terms and conditions which enable private investors to 
compete. Private enterprise cannot compete with a Government-subsidized pro- 
gram. (2) To encourage private savings to flow into remote areas and small 
communities, as well as to the mortgage market as a whole, the return from 
mortgage investment should be competitive with similar forms of investment. 
In order to make this possible, the return should be responsive to changing market 
conditions. 

We believe that if these changes are made, VH MCP can more than redouble 
its effectiveness and can solve completely the problem of making Government 
insured and guaranteed mortgage credit generally available in remote areas, 
small communities and for minority groups. 


YOZ00— 57 -—— 27 
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Sources and uses of funds in the capital market 


[Billions of dollars} 
ELD a 
| 1946 1947 | 1948 | 1949 | 1950 | 195) | 1952 | 1953 1954) 1955 | 1056 


| | 


SOURCES 


Life-insurance companies L--h¢@ 3.0 3.4 3.7 at Anaad 4.5 4.8 5.1 5.4 5.0 
Savings and loan associations 1.4 1.5 1,2 1.3 2.1 2.0 3.0 3.7 4.3 5.8 1.9 
Mutual savings banks ys 4 1.0 1.0 1s}! 8 1.7 18] 2.0 2.1 2.0 
Corporation pension funds 4 6 .7 8 OA /1.84, LOL HSA -2.84528 2.3 
Fire and casualty companies .2 ee nan 1.1 a2, ae 1.2 1.1 1,2 oe 7 
U. 8. Government funds. 3.5 3.3 2.9 2.6 sa 3.8 4.2 2.9 1.4 2.6 3 4 
State and local funds - —.7 1.1 7 .7 1.3 13) 20/22) 26 1.9 2.0 
Foreigners ‘ —.8 |—1.1 3] .2 12) () 1.0 6 4 1.3 S 
Corporations. -- a. —5. 8 1.9 3.6 3.1 8.2 3.4 3.6 2.2 1.0 9.1 1.2 
All others 1.7 5.4 4.1 3.0 2.1 1.6 4.9 5.5 ive 8.5 6.4 

Total nonbank funds 4.6 | 17.5 | 18.8 | 17.4 | 21.5} 18.5 | 27.5 | 26.5 | 21.2 | 39.7 28.9 
Commercial banks i -0.9) 21 |j—1.4 6.0) 66) 63) 91 4 10.3 5.4 
Federal Reserve.._-_. -1.0!) —.7 7 |-4.4 1.9 .0 u 12j}-1.0;) —.1 

Total banking system. —10.9 14) —.7 1.6 85) 9.3 | 10.0 5.5 9.3 5.3 2 

Total sources —6.3 | 18.9 | 18.1 | 19.0 | 30.0 | 27.8 | 37.5 | 32.0 | 30.5 45.0 34.1 

USES 

Residential mortgages 4.8 5.7 5.9 5.3 8.7 7.8 7.8 8.2} 10.2! 13.3 11.9 
Commercial mortgages. - - 1.3 ] 1,2 9 9 1.1 1.0 1.2 1.8 2.0 21 
Farm mortgages . l 2 .2 - 5 5 .6 5 ) s s 

Total mortgages _ 6.2 7.2) 7.3) 65] 10.1 94; 90) 99/125 16.1 14.8 
Corporate bonds . 11); 30) 47) 33! 20) 36) 49) 48) 3.8 $ 5.2 
Corporate stocks 1.1 1.2 1.1 1.3 15) 2.4 2.4 1.9 1.8 2.0 2.0 
United States governments —19.2 —2.5 |—4.1 4.3) —.5 2.8 7.9 7.8 3.6 2.0 -4.] 
State and local securities —.3 1.6 2.3 2.6 3.2 2.2 2.9 3. 6 1.4 6 4.2 
Consumer credit. 2.7 3,2 28 2.9 4.1 1.2 4.8 8 1.0 6.4 3.4 
Business credit 1.8 5.2 3.8 |—-1.7 9,2 6.1 5.5 2 5 8.8 8.7 
Other uses ?_. 3 1 .3 —.] 4 we l ( l ) 

Total uses__.._- —6.3 | 18.9 | 18.1 | 19.0 | 30.0 | 27.8) 37.5 | 32.0 | 30.5 | 45.0 34. 1 

Rough estimates on basis of preliminary data available at this date 
? Under $50 million. 
Consists primarily of nonguaranteed Federal debt. 
Note.—Components may not add to totals due to rounding. 
Additional cost to average home buyer caused by risiny home prices, 1946-54 
Year in which home purchased Maturity of loan Rate of loar Amount of Tota 
loan repaid 

1955__. 30 years. 446 percent $10, 500 $19, 166. 40 
1946 do do 6, 000 10, 951. 20 

Total... a 4, 500 8, 215. 20 


Senator SPpARKMAN. The committee will stand in recess until 10 
o’clock tomorrow morning. At that time we will hear the National 
Association of Home Builders, the Mutual Savings Banks, the 
National Savings and Loan League, and the Michigan Mortgage 
Co. 

(Whereupon, at 12:55 p. m., the committee recessed until 10 a. m. 
Friday, March 22, 1957.) 
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FRIDAY, MARCH 22, 1957 


Unirep Srares SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
SUBCOMMITTEE ON HouvusIna, 
Washington, D. C. 

The subcommittee met, pursuant to recess, in Room 301, Senate 
Office Building, at 10:10 a. m., Senator John Sparkman, chairman of 
the subcommittee, presiding. 

Present: Senators Sparkman and Douglas. 

Also present: Senator Long. 

Senator SPARKMAN. Let the subcommittee come to order. 

I hope that some other members of the subcommittee will be in 
shortly, but under the circumstances [ think we had better get started. 

Senator Long spoke to me yesterday about a problem that was 
rather pressing. He said he would take a very short time, so I asked 
him to be here the first thing this morning, and we would hear from 
him. 

Senator Long, we are glad to have you and you may proceed as you 
see fit. 


STATEMENT OF RUSSELL B. LONG, A UNITED STATES SENATOR 
FROM THE STATE OF LOUISIANA 


Senator Lone. Yesterday, on behalf of myself, Senator Butler, and 
Senator Beall, | introduced S. 1679, which in my judgment should be 
regarded as an emergency measure. It relates to the necessity of 
additional funds for military housing under the so-called Capehart 
section. 

At Fort Polk, La., we have probably the most desperately needed 
housing situation as far as military housing is concerned, in America. 
That base was reactivated some time ago, because the Army found it 
was the only way they could obtain enough maneuver rights in order 
that the Army could have adequate training and practice for the type 
of warfare you would expect in an atomic age. 

Prior to that, the base had been closed on two occasions after World 
War II, and also after the Korean war. The result was that the 
housing had been cut up into sections and moved away, so that very, 
very little family housing is available for anyone in that area. People 
are living under very adverse circumstances there, and in some cases 
families are living perhaps 40 or 50 miles away, with the boys com- 
muting back and forth to the base. 

The Army realizes the extreme necessity of providing this housing, 
but they have had all sorts of difficulties in negotiating their con- 
tracts and handling mortgage paper and working out the details. It 
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just happens they got in with their application for Capehart housing 
money 1 day too late. If they had gotten in there a day earlier, the 
funds would have been available. They need $33 million for 2,000 
housing units at this point. At Fort Meade they need 1,000 housing 
units. 

As far as the purposes of our bill are concerned, it could perhaps be 
satisfied with $33 million of additional Capehart housing money, 
provided that FNMA would make this $33 million available. How- 
ever, the Army also has a large number of smaller projects, perhaps 
most of them in about the 100-unit size, that they would also like to 
have considered as they get those projects ready, and the Navy and 
the Air Force will undoubtedly have additional projects that those 
Services need. 

Therefore, it would seem, rather than just make it exclusively for 
the Army, it would be better to provide $100 million, so that the 
Navy and Air Force could have consideration on all of thei most 
vilally needed projects. 

We hope very much this could be handled on an emergency basis 
as a bill to be considered on its own merits as quickly as possible. 
We hope we might be able to get action on this bill in the next 2 weeks, 
while the contract is still in effect. Weare afraid to delay this matter, 
since it would mean negotiations would have to be commenced all over 
egain, and new bids opened. We are convinced it would cost more 
money to do that than to go ahead with present bids and negotiations, 
and it also would mean a considerable delay of perhaps 6 months in 
order to close the deal which has already been negotiated. 

As I have mentioned, Mr. Chairman, I have discussed this matter 
with Senator Capehart, and I will be glad to discuss it with other 
members of the committee. 

The Congressmen from Louisiana on the House side are working on 
this same problem. 

The Army is strongly in favor of this bill, and they will be here 
today, or whenever you want them, to provide vou with all of the 
details they have to back up my presentation here. 

Senator SpaARKMAN. I may say to you, Secretary Finucane is on 
his way here now. We had a representative of the Department of 
Defense a few days ago here, and the question of the Fort Meade 
housing was discussed briefly at that time. My impression was, or 
my recollection is, that there was no urgency there. 

Senator Lona. The Fort Meade project does not have the urgency 
that the Fort Polk project has. 

Senator SpARKMAN. Yours is nearing the run-out date of the con- 
tract. Is that correct? 

Senator Lona. That is correct. 

Furthermore, Fort Meade has been a permanent base for many, 
many years; whereas Fort Polk was just made a permanent base 
about 18 months ago, or perhaps even a shorter time ago than that. 

Prior to the time it had been made a permanent base, when it was 
closed after World War I) and the Korean war, the housing in that 
area was declared surplus to our Army’s needs and cut up and hauled 

to the rapidly developing industrial areas of the State, where it. was 
needed more at that time, and it was done on a bid basis. So Fort 
Polk had no family housing, practically, while Fort Meade has been 
developing over a period of time. 
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Senator SpARKMAN. Are you familiar with section 809? 

Senator Lone. No, I am not, Mr. Chairman. 

Senator SpARKMAN. That provides for a special provision for hous- 
ing under a bill L sponsored last year to take care of some urgent needs 
that might develop, which at that time were in existeace at 3 places, 
namely, Redstone Arsenal and 2 others. There may be other loca- 
tions in addition. I am not sure. 

I had a telephone call yesterday from my own home town saying 
that this applied to the housing at Redstone Arsenal also, Not 
Capehart housing, but section 809 housing. 

I take it your amendment would cover ‘that too? 

Senator Lona. Yes. These funds would be available for use by all 
three services. I would have no objection, certainly, to the amend- 
ment being perfected, to be sure it could be used for such purposes as 
section 809, although I am not familiar with it, Mr. Chairman. 

Senator SPARKMAN. One problem we have run into in connection 
with military housing, and particularly in connection with section 809, 
has been the difficulty that the contractor, the builder, has in getting 
construction money—not the finally insured mortgage, but the con- 
struction money. 

Mr. Cash, one of our staff members, tells me that he understands 
that that really is the difficulty down at Fort Polk. Do you know? 

I may say this with reference to Redstone Arsenal housing. That 
the people there formed a mortgage company that has been handling 
the construction money, and has been doing it very nicely. So at 
least they are no longer troubled with obtaining construction money. 

Senator Lone. The contractor would have preferred to have taken 
the mortgage money in increments, rather than take it all at one 
time, which may relate to the same proble m; but the Army felt it 
was necessary to do it in a package deal. Therefore, the Army tells 
us this is the answer. 

Senator SpaARKMAN. Here is the information that has come to us. 
The bid was let and the bidder got the assurance of FNMA for 
permanent money. FNMA gave assurance that the agency would 
buy the mortgage and handle the mortgage, but the bidder cannot 
get construction money. Finally, he sold his contract to another 
builder. 

Do you know about it having gone through those various steps? 

Senator Lona. No, I do not, Mr. Chairman. 

Senator SparKMAN. I will say this: If it is a question 

Senator Lone. I know they finally got to FNMA and after this 
vear and a half of working on the thing they finally got to FNMA 
with the paper. At that point they got there 1 day late. 

Senator SpaRKMAN. Secretary Finucane is here now, and I am 
sure he or someone on his staff can give us information on that. 

I will say this, Senator Long: If it is a question of construction 
money vou have another hurdle to get over. 

Secretary Finucane, can you come around? 

Senator Lone. Perhaps he can give us the information we are 
seeking here, Mr. Chairman. 

Senator Sparkman. If you want any of your staff members to 
accompany you, we will be very glad to have them come around too. 

Senator Lona. ] might explain to the Secretary that the Senator 
asked a question 
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Senator SparKMAN. First, Senator Long, let me explain the back- 
ground on this, as we are calling Secretary Finucane in quite cold on 
this, and it may have come to him as a little surprise, although we 
have had some urgent calls within the last few days on it. 

Mr. Arrington was here the other day and we examined him briefly 
on this question as to the fact that FNMA was practically out of 
funds for military housing. I do not believe we got the sense of 
urgency which has been stressed in the last 2 or 3 days. We want to 
find out just what the situation is. 

Senator Long just described to us the situation down at Fort Polk. 
I have raised this question: Information has come to our committee 
that FNMA had given assurance that the mortgages would be taken 
up, but that the bidder could not get construction money, and the 
original bidder finally sold the contract to another builder. I was 
just asking Senator Long whether or not he knew the problem of 
construction money had been solved yet at Fort Polk. 


STATEMENT OF CHARLES C. FINUCANE, UNDER SECRETARY OF 
THE ARMY; ACCOMPANIED BY MAJ. GEN. K. R. BARNEY, DIREC- 
TOR OF INSTALLATIONS, OFFICE, DEPUTY CHIEF OF STAFF FOR 
LOGISTICS, UNITED STATES ARMY 


Mr. Finucane. I understand the contractor has the money for the 
construction. 

General BARNEY. It is long-term financing. 

Senator SPARKMAN. So you are out of military housing funds. Is 
that right? 

Mr. FInucANE. Yes, sir. 

Senator SPARKMAN. Senator Long introduced a_ bill yesterday, 
cosponsored by some three other Senators. Are you familiar with 
his bill? 

Senator Lone. To increase by $100 million the Capehart housing. 

Senator SPARKMAN. It simply raises the amount from $200 million 
to $300 million. 

Mr. Finucann. Yes, sir. 

May | tell you some of our problems, Senator Sparkman? 

Senator SPARKMAN. We should be very glad to hear from you. 

Mr. Finucant. The Congress, in its wisdom, 2 vears ago, to help 
our most pressing problem in the military, developed this method of 
building familv houses, which was popularly known as the Capehart 
housing bill. When we started to work on it and gave it every bit of 
emphasis and effort that we could possibly put behind it, we found in 
any new project it was a very slow procedure. We had to develop 
ways and means and designs. We had to decide where units were to 
be constructed. We had to have the projects approved by the Defense 
Department, and coordinate them with the FHA. We had them sur- 
veyed and resurveyed, so we would not make a mistake. 

After we had completed that work—and it seemed very tedious 
and slow to us because we were so anxious to have the housing—-we 
found that in the interim the rates for private financing had gone so 
high we were virtually out of the market as far as private money Is 
concerned, 

The Congress, when they passed the act, relied upon the private 
money market and gave us $200 million out of a $1,300 million pro- 
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gram, Which is a sort of a nest egg to take care of margina) units 
which might not be too attractive to an insurance company. 

As time went by, we found out our nest egg was virtually our only 
source of funds. It is correct that in the entire program in the early 
days we did financing privately in the Army to the extent of, I believe, 
$25 million worth. But then our private financing dried up. 

With all of the difficulty in getting this work done, it so happens 
we are just arrived now at the threshold where we can see some real 
progress in our program. Very rapidly we have used up the FNMA 
money. 

At Fort Polk, which is our biggest and most urgent station, I would 
think, in the whole Army, that has not been to date financed, we have 
worked very hard with the people down there in various ways for get- 
ting this together. We finally got the letter of acceptance and all of 
the} private financing for the interim construction and the material upon 
which to base a request for the money—$33 million. It so happened 
that at that time the fund dropped below the required amount, and 
subsequently down to $20 milion. We made a very serious effort to 
use the $20 million and raise outside money to get this one at least 
over the line. 

I have been told by the people in Louisiana that it is impossible to 
do. Now, we have issued letters of acceptance, which I understand 
implies some obligation on the part of the Government to go ahead 
with $75 million worth of housing, of which the major project is Fort 
Polk. 

Senator SparKMAN. Is that all branches of the Service? 

Mr. Frnucane. This is only the Army. 

Senator SpARKMAN. I thought you said Army, but I was not sure. 

Mr. Finucane. I am not in a position to say what the problems 
of the Navy and Air Force are, because I am unaware of them, Senator 
Sparkman. We feel that after this 2 years of hard work in Louisiana— 
and, likewise, we have a problem in Maryland which we had to rebid 
three times, and we had interminable problems at Honolulu—now 
when we are really ready to go we are afraid we are going to lose the 
interest of our contractor, and we are afraid our whole program will 
fall down if there is a material amount of delay. 

We are ready to go today. In 60 or 90 days the contractors obliga- 
tions to us will have expired, and maybe prices will go up, and maybe 
a lot of things will happen. If we had to redo all of this prodigious 
amount of work, I am afraid it would put us back 2 vears. 

Fort Polk itself, as you know, is an armored center, where we do 
our training, and is a very large one, It is a very satisfactory one, but 
we have only been there 2 years at this time—although, I believe we 
used it during the war—and have not had an opportunity to build 
houses for our people down there. It is a very critical situation and | 
only hope that we will do everything we can so as not to lose this 
contractor who is ready to sign. 

What obligation we incur when we issue a letter of intent to go 
ahead to one of these contractors I do not know definitively. I under- 
stand there is an obligation of the Federal Government in the form 
of a contract. That is it. 

Senator SpARKMAN. I should think what it does is give the con- 
tractor the right to start doing certain preparatory work for which 
he would be entitled to his compensation. 
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Mr. Finucane. I would think so, Senator Sparkman. 

Senator SpARKMAN. The $75 million then, so far as the Army is 
concerned, would take care of the immediate urgency? 

Mr. Finucane. It takes care of all the contracts we have finished 
the negotiations on with the contractors, and issued letters of accept- 
ance on. Yes, Senator. 

| believe, General Barney, we have another $25 million which is 
far enough along so we will close them any day, but we have not 
incurred any obligation on the other $25 million. 

Senator SPARKMAN. Do you handle housing under section 809? 

Mr. Finucane. Yes, Senator. I understand we have some at 
Redstone Arsenal. 

Senator SpaRKMAN. I[ had a call from there vesterday regarding, 
I think they said, one-hundred-and-twenty-some-odd units which they 
were ready to proceed with down there, but they had a shortage with 

em too. 

Mr. Finucane. Yes. Redstone Arsenal, as you well know, has 

en our No. 1 priority setup by the executive department for every- 
ing. We do have our housing under way at Redstone. [ believe 
the first two increments. 

Senator SpARKMAN. Yes. That is under construction already. 

Mr. Finucane. Yes, sir. 

Senator SPARKMAN. Senator Long, did vou want to ask any further 
questions? 

Senator Lone. No. I think that makes the situation clear, Mr. 
Chairman. I certainly hope so, and | want to thank you for giving 
us this opportunity to come here this morning and make this presenta- 
tion. | know you have other witnesses and | hope I have not delaved 
those witnesses too much. I appreciate your courtesy. 

Senator SPARKMAN. Mr. Secretary, just looking at one thing in the 

report here from FHA, under a list of projects that have been success- 
fully bid, with the final contract awards made, Fort Polk is listed at 
2,000 units with G. L. Christian & Associates of Texas as the contrac- 
tor. In the next part it says— 
Following is a list of projects approved by FHA and the Assistant Secretary of 
Defense for Properties and Installations, for development under title VIII of the 
National Housing Act as amended by Public Laws 325 and 1020, 84th Congress. 
Again it lists Fort Polk, La., 2,000 units. 

Are those the same units? 

Mr. Finucane. Yes; they are, Senator. 

Senator SPARKMAN. In other words, one represents what you have 
cleared through the negotiations you described? 

Mr. Finucane. Yes, sir. 

Senator SpARKMAN. And the other represents the next step, which 
is to put them under contract? 

General BARNEY. We have substantially no family housing at 
Fort Polk, and this is the first real attempt at it. 

Senator SPARKMAN. Yes. 

Senator Lona. Mr. Chairman, it might well be appropriate for the 
Army to put in the record the list of all these projects that are presently 
being held up for lack of funds under FNMA. Fort Polk, as the Army 
planned, is probably 50 percent of all of it. Nevertheless, | am sure 
vou can appreciate our situation there, where there is no family housing 
at a large base. Our need is more desperate than many of these bases 
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which have a substantial amount of family housing already, and where 
they are asking for increments of 100 or 200 units to add to the 
thousands they already have. 

We do not have any. People are living in trailers and tourist 
cabins, or anything else they can find, in a 45- to 50-mile radius of that 
area. 

Senator SpaRKMAN. I think it would be very good. Mr. Secretary, 
if it would not be too burdensome, I think it would be well if we might 
have a memorandum, just a brief one, regarding the nature of the 
obligation that the Government incurs by reason of the letter of 
acceptance. 

Mr. Finucane. | think that would be very interesting to us, 
Senator Sparkman. We will have our Legal Department give the 
committee such an opinion. 

Senator SparRKMAN. | will say this: As far as | am concerned, I 
think I can see the need of it and the urgency of it, and I personally 
would be very glad to support it; but as you know, we must have 
facts and figures with which to justify this when we ask the Senate, 
and on the House side when the House is asked to move along hur- 
riedly with an urgent program of this kind. In fact, we have really 
stopped the hearings in the midst of our overall housing hearing in 
order to take this up, but if we can get that, and get it right away, 
it would be most helpful. 

I would like to have Mr. Semer speak with some of you outside the 
door, as you leave. 

Senator Lona. Mr. Chairman, if you will take care of my bill, I 
will go to the Finance Committee and try to take care of your bill. 

Senator SPARKMAN. Good. It needs some taking care of. 

Mr. Finucane. May I thank you for your courtesy. 

Senator SparKMAN. Thank you, Mr. Secretary. We appreciate 
very much you gentlemen coming up here on such short call. 

(The following was received from the Department of the Army:) 

DEPARTMENT OF THE ARMY, 
OFFICE OF THE SECRETARY OF THE ARMY, 
Washington, D. C., March 22, 1957. 
Hon. Joun J. SPARKMAN, 
Chairman, Subcommittee on Housing, 
Committee on Banking and Currency, 
United States Senate. 

Dear Mr. CHAIRMAN: Reference is made to your request to Under Secretary 
of the Army Charles C. Finucane for certain information to supplement his 
testimony this date on the Department of the Army title VIII housing prograr. 
The information is forwarded herewith at the direction of Under Secretary 
Finucane. 

The committee requested: 

(a) A statement pertaining to the requirement for housing at Fort Polk, La., 
and indicating whether the proposed housing project for this installation is con- 
sistent with Department of Defense priorities. 

(b) An opinion as to the liability incurred by the United States on issuance of 
a letter of acceptability to the lowest acceptable bidder for a construction contract. 

(ec) A list of the installations for which letters of acceptability have been issued 
and a further list of installations for which the Army is prepared to issue letters 
of acceptability. 

With respect to the re quest noted in (a) above: There is a housing requirement 
at Fort Polk, La., of approximately 5,000 units for military personnel authorized 
publie housing. There are no publie family quarters at this installation and little 
adequate housing is available in surrounding communities. The title VIII 
project for 2,000 units at Fort Polk, La., is in aecord with Department of Defense 
priorities. 
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Attached as inclosure 1 hereto is an opinion prepared for the Secretary of the 
Army by the General Counsel on March 14, 1957, on the subject “Government 
Liability Resulting from Issuance of Letter of Acceptability, Capehart Housing.”’ 
The requested list of installations is attached as inclosure 2. 

I am hopeful that the information furnished herewith will be of assistance to you. 

Sincerely, 
ALBERT BARKIN, 
Colonel, GS, 
Office of the Chief of Legislative Liaison. 


Marcu 14, 1957. 
Memorandum for: The Secretary of the Army. 
Subject: Government liability resulting from issuance of letter of acceptability, 
Capehart housing. 

1. Reference is made to your request for an opinion of this office as to whether 
any liability attaches to the Government if, after issuance of a letter of accept- 
ability to the lowest acceptable bidder for construction of Capehart housing, the 
Department of the Army determines not to proceed with the housing project. 

2. The bid form used in advertising for the construction of Capehart housing 
contains in paragraph 3, a statement to the effect that if a particular bid is deter- 
mined to be the lowest acceptable bid, the Department of the Army will issue to 
that bidder a letter of acceptability. The bidder agrees that upon issuance of 
such a letter he becomes obligated to carry out its terms within the times therein 
stated at his own expense within the conditions of his bid security and without 
further acceptance, award, advice, or other action by the Department of the Army. 

3. The letter of acceptability advises the bidder that it has been determined 
by the Department of the Army, after consultation with the Federal Housing Com- 
missioner, that his bid is the lowest acceptable bid and that it obligates him, at 
his own expense and within the condition of his bid security, to perform certain 
preliminary steps and if he completes these and is ready for closing the construc- 
tion contract will be executed at the closing. The purpose of this arrangement 
is to give the Government the protection of the bid security during the period 
from bid opening to final execution of the construction contract. 

4. The letter of acceptability commits the Department to execute a lease for 
the lands involved, to enter into negotiations with the bidder for any utility service 
to be furnished by the Department during the construction period, and to make an 
award of the construction contract when the low bidder has completed the re- 
quired acts. The letter of acceptability obligates the bidder to perform certain 
necessary acts prior to the formal closing, and his failure to perform all such obli- 
gations prior to the time prescribed for closing will be just cause for canceling all 
commitments in connection with the housing projects and for recovery under the 
bid security for liquidated damages. The letter also states that the contracting 
officer may extend the date of closing upon written proof that the delay was caused 
by conditions beyond the bidder’s control and that any dispute concerning such 
an extension will be settled in accordance with paragraph 3 of the letter of ac- 
ceptability. 

5. In view of the acts which must be performed by both the recipient of the 
letter of acceptability and the Department of the Army, it must be concluded 
that the letter of acceptability is in fact a contractual agreement. It is for deter- 
mination whether if the Government were to breach this agreement, or terminate 
the proceeding for the benefit of the Government, the recipient of the letter of 
acceptability would be entitled to damages, and the possible measure of such 
damages. It appears that several different situations might arise, depending 
on whether the bidder meets certain obligations imposed on him by the letter of 
acceptability. The situations are described below. 

(a) The Government decides not to proceed with a project and available 
information to the contracting officer indicates that the bidder will be in a posi- 
tion to meet the scheduled closing date. The contracting officer is directed to 
terminate proceedings for the convenience of the Government. It is concluded 
that in such a case the Department of the Army would be liable for damages. It 
is likely that the bidder would be permitted to recover the profits expected to 
accrue to him from the construction contract and the expenses he incurred in 
preparing for the closing. 

(6) The facts are the same as in paragraph (a) above, except that the Depart- 
ment of the Army does not desire to terminate or breach the agreement but 
prefers to postpone the closing date to comply with a priority listing. In such a 
case it is considered that the bidder would have two alternatives: (1) Accept a 
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delayed closing date with the possibility of future completion of the housing 
project. It is to be pointed out that if the delay is for an extended period of 
time, the bidder is not likely to agree to the postponement since construction 
costs may rise during such a period to a point where the venture would be unprofit- 
able. It is also possible that an extended delay would cause the bidder to lose 
his financing commitments and thereby make him un: ible. to proceed to a closing. 
(2) Refuse to accept a delayed closing date. In this situation the bidder would 
have a right to recover from the Government any losses occasioned by the delay. 
If the delay is extensive, it is likely that he would be entitled to refuse to perform, 
and to recover damages as described in paragraph (a) above. 

(c) The Government decides not to proceed with a project and available 
information to the contracting officer indicates that the bidder will not be in a 
position to meet the scheduled closing date. Therefore, the contracting officer 
is directed not to extend the date of closing. The bidder, in accordance with 
instructions in paragraph six of the letter of acceptability, offers written proof 
that the delay was caused by conditions beyond his control. If such proof is 
considered by the contracting officer to be sufficient, it is believed that in this 
case, in accordance with the terms of the agreement, the Department of the 
Army would be liable for damages. Here also the damages awarded would be 
the bidder’s expected profits and his out-of-pocket expenses. 

(d) The same facts as in (c) above, except that the bidder does not submit 
written proof in accordance with paragraph 6 of the letter of acceptability that the 
delay was caused by conditions beyond his control, or the proof if submitted is 
determined not to be sufficient. In this case under the terms of the agreement, 
the Department of the Army would not be subjected to damages, but on the 
contrary would be entitled to recover from the bid security the amount of lia- 
uidated damages as set forth in the letter of acceptability. 

6. In view of the losses to the Government which might result from the termina- 
tion of a project in which a letter of acceptability has been issued, consideration 
should be given to the postponement of a project where possible, rather than 
termination. 

There are attached for your information a copy of the bid form, tab A and 
a copy of the letter of acceptability, tab B. Paragraphs la through n include the 
requirements upon the low acceptable bidder. 


(Signed) Frank G. MILiarp, General Counsel. 


Status of certain Army title VIII projects 


1. BIDS OPENED, CONTRACTS AWARDABLE, LETTER OF ACCEPTABILITY ISSUED 
TO THE LOW BIDDER 








Num- | | | Num- 
Station ber of | Amount || Station ber of | Amount 
units | units | 
Devt ciethmnen lami iceman ciaiasestpaiteaienaas nercoaballienatgverteaennibdekaaetaaaee waeereieesaetad aie 
| | 
Boston defense area 120 |$1, 953, 832 || Pine Bluff Arsenal _--_---- | 34 | $560, 277 
Bridgeport defense area 60 | 959,696 || Fort Polk. 2,000 |32, 753, 617 
Bridgeport defense area (2) - | 32 | 525,672 || Providence defense area___.-- 76 1, 052, 942 
D/A receiver station. .--- 12| 183,390 || Fort Rucker | 480 | 7,376, 153 
Hartford defense area (1) --- 48 | 682,417 || Seattle defense area | 108 | 1,754, 186 
Hartford defense area (3). 64 | 949,000 || Schofield barracks ty A 326 22, 000, 000 
Fort Leavenworth.__. 100 1, 616, 000 pom | a ee 
Loring defense area_.- 64 | 1,030, 296 | 15 projects ig 644 |75, 158, 478 
Fort Monmouth..__. 120 | 1, 755,000 || 





2. BIDS OPENED, CONTRACTS AWARDABLE, LETTER OF ACCEPTABILITY NOT 
ISSUED TO THE LOW BIDDER 








New Cumberland _. | 91 $1, 394, 800 |. Fort Ritchie ; | $1, 118, 450 
White Sands eR, Grounds 134 | 2,210. 300 | —_———| —__-—_— 
Fort Meade. 1,000 |16, 457, 872 5 projects | 1,495 rig 424, 222 
Fort Leavenworth ___-- 200 | 3, 242, 800 || | 


Senator SPARKMAN. We have the National Association of Home 
Builders, Mr. George Goodyear, president. 

Will you come around, Mr. Goodyear, with such associates as you 
may care to have around the table with you? 
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STATEMENT OF GEORGE S. GOODYEAR, PRESIDENT; ACCOM. 
PANIED BY HERBERT S. COLTON, GENERAL COUNSEL, NATIONAL 
ASSOCIATION OF HOME BUILDERS 


Mr. Goopyrar. Thank you. 

Mr. Chairman, in the interests of time I am going to summarize 
my testimony rather than read the entire printed copy that we dis- 
tributed yesterday. 

Senator SPARKMAN. May I say your full statement will be printed 
in the record at the conclusion of your remarks. 

Mr. Goopynar. Thank you. 

I have with me Mr. Herbert Colton, our general counsel. 

For the record, my name is George 5S. Goodyear. When I testified 
about 6 weeks ago I stressed the concern of the home building industry 
over the serious conditions which confronted us. We have seen noth- 
ing since I gave that testimony to cause us to reverse our extremely 
grave view of the prospect which we are convinced faces home buyers, 
home builders, and consequently the entire economy. 

The latest statistics for February confirm the repeated warnings we 
have voiced in recent months. In February, private housing starts 
were 62,500. This is at an annual rate of 910,000—the lowest since 
May 1949—and the trend of the VA is still going down. 

On an annual basis, the February starts at 910,000 are 217,000 less 
than in the corresponding month a year ago. What the loss of 217,000 
starts means to the national economy is illustrated by exhibit 1, 
which is attached to our statement, and which you referred to yester- 
day in our Washington letter. I would like to call your attention to 
the fact that— 

Senator SpARKMAN. By the way, I thought that should go into the 
printed record. Are you offering it as an exhibit? 

Mr. Goopywar. Yes, sir. It was attached to our statement. 

Senator SPARKMAN. Good. 

Mr. Goopyrar. I would like to call to your attention that is only 
100,000. If you multiply those figures by five it will give you ap- 
proximately what our loss is in this production. We are losing about 
500,000 housing units from the high down to the present starts. 

When I appeared before you last, I submitted a sampling of our 
membership on today’s home building picture. That was incorpo- 
rated at that time in the record of the hes aring, and it showed clearly 
the widespread scarcity of mortgage credit. 

I would like to submit now as exhibit 2 a summary and copies of 
replies to a further telegraphic survey we have made within the last 
4 or 5 days to bring our information down to date. It shows a dis- 
tinct worsening in the supply of mortgage credit, particularly for VA 
financing. 

We sent out 140 telegrams to that many metropolitan areas, and 
this represents the situation for about 15,000 builders in this country. 
[t shows that the situation is worse than it was when we made our 
survey several weeks ago. 

This association has taken pride in the fact that since 1955 it has 
objectively and correctly forecast the current situation we are now 
involved in. Our forecasts were issued only after a very careful 
analysis by our economics department of all available data, frequent 
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field reports from our builder members, and telegraphic surveys 
from time to time. 

We do not believe that a further serious decline, clearly fore- 
shadowed by the statistical data and by reports of builders’ inten- 
tions, should be risked through unjustified optimism that relief is 
just around the corner. 

As I testified a few weeks ago, congressional action on three fronts 
is needed quickly. 

We think that the GI interest rate should be placed on an equal 
footing with the current 5 percent FHA rate. 

We think $250 million of additional FNMA preferred stock, 
including the $50 million already authorized, should be authorized 
to provide a potential $2.5 billion for support of the mortgage market 
through FNMA secondary market operations; and FNMA’s special 
assistance function should be activated for the purchase of VA and 
FHA home mortgages generally in geographic areas and price ranges 
where there is an acute shortage of mortgage money. 

Third, we think that existing FHA mortgage credit terms should 
be modernized to reduce downpayments, so that American famies 
can buy homes on terms they can afford. 

I realize that the GI interest rate subject has been referred to the 
Committee on Labor and Public Welfare. That is S. 1443, intro- 
duced by Senator Smathers. We have always advocated the funda- 
mental principle that home buyers, whether or not veterans, are 
entitled to the lowest feasible interest rate available in the market 
at any particular time. It is obvious, however, that the 4% percent 
statutory limit on GI loans is no longer competitively attractive to 
lenders. 

Either GI joans must be allowed to compete in the capital market 
through higher interest, or the GI program will die. 

We do not recommend that the FHA interest rate be increased to 
5% percent. As builders, we recognize that even at the 5 percent 
rate there will be probably a small discount on FHA loans. However, 
we also realize that every time vou raise the interest rate a half a 
percent you eliminate from the market a certain potential number of 
buvers. We feel that it is incumbent on us to probably help to 
absorb some of this cost of financing for the time being by paying 
some kind of a small discount that we can live with until maybe the 
money market will right itself, and the 5 percent rate will be a going 
rate. 

As I testified a few weeks ago, we believe an increase in FNMA 
preferred stock of $100 million is inadequate. Sufficient authority 
should be provided to avoid any possibility that FNMA may be 
forced to reduce its prices or limit the conditions of purchase in an 
attempt to trim its buying volume to a limited fund. 

It should be borne in mind that this is not an expenditure, but 
rather an investment. The funds received in exchange for FNMA 
preferred stock are invested in mortgage holdings which, on the past 
record of FNMA, will return a profit to the Government. 

I testified at some length on this subject several weeks ago, and 
I am sure that the committee understood our position on this. How- 
ever, we reiterate the proposal that the Congress amend section 305(a) 
of the National Housing Act to activate FNMA’s special assistance 
function on an emergency basis immediately, under administrative 
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rules to be prescribed by the agency to provide emergency relief in 
the lower price ranges and in geographic areas where mortgage credit 
is least available. 

We think that the FHA downpayment schedule, which originally 
provided a practical financing plan for families of modest means, is 
now obsolete. Purchase of the median FHA $11,700 house today 
requires a $1,200 downpayment, plus approximately $450 or more 
for typical closing costs and prepaid carrying charges. 

Senator SpPARKMAN. May I ask you there, was the $11,700 house the 
median house last year? 

Mr. Goopyrar. In 1955 that was. 

Senator SPARKMAN. 1955? 

Mr. Goopyrar. Yes. 

Senator SPARKMAN. | was under the impression that FHA testified 
their median mortgage, or they may have said their average mortgage 
is $13,400. Do you remember that? 

Mr. Goopyrar. The FHA figures on median valuation for 1956 
will probably come out at approximately $13,000 or a little over. 

Senator SPARKMAN. So that is about the same? 

Mr. Goopyrar. Yes. To buy a home selling for approximately 
$15,000 requires about $2,400 in downpayments. That is $1,950 
downpayment plus $450 carrying charges or closing charges. All 
closing charges and prepaid charges have risen substantially in recent 
vears, along with other costs. 

There are few prospective purchasers of homes of $15,000 and even 
higher that can accumulate that much free cash, but experience has 
shown these potential home buyers could be excellent credit risks on 
loans patterned on their ability to repay. 

We believe it is the processing of the Toan itself which is important 
the future burden which the borrower assumes in relation to his income 
prospects—and not the amount paid at the time of closing. 

We have an attached chart to our statement, No. 3, which compares 
the present statute downpayment with the revised FHA downpay- 
ments proposed in 8, 1609 and H. R. 3602 and H. R. 2854. We feel 
ell of these move in the right direction. However, we do not feel 
S. 1609 goes far enough or fast enough to counteract the slump in 
home building. 

There is no evidence to indicate low downpayment loans are signifi- 
cantly less sound than those in which the mortgege is low in relation 
to sales price. The figures will show that the Federal Housing Admin- 
istration has insured 3,400,000 loans in 22 vears of operation. Of this 
total, 1,500,000 have bee nm repaid, and only 12,400 have been foreclosed. 
That is about four-tenths of 1 percent of the loans that they have 
insured. The actual loss has been even less. 

In the 12 vears of its operation, the Veterans’ Administration has 
guaranteed nearly 4,800,000 home loans. Of these, nearly 1 million 
already beep repaid, and the Veterans’ Administration has oe en called 
on to pav claims on only 29,000, which is about six-tenths of 1 percent 
of the loans guaranteed. 

We have an exhibit attached which shows a representation of this 
repayment experience. 

I would like to comment, if I may, on some of the testimony that 
was Offered vesterday that the FHA insurance premium was too high 
and should be lowered to a half or a quarter or an eighth. 
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Senator SPARKMAN. Before you get away from that chart, I was 
interested in something you mentioned a while ago. You also have 
the FHA comparative figur e there? 

Mr. Goopybar. Yes, sir. 

Senator SPARKMAN. It is a very, very low foreclosure figure. 

Mr. Goopynar. Yes. 

Senator SPARKMAN. Did you figure that out to the percentage? 

Mr. Goopyrar. Yes, sir. On the FHA it is four-tenths of 1 
percent. 

Senator SPARKMAN, It is six-tenths of 1 percent in the case of VA, 
and four-tenths of 1 percent for FHA? 

Myr. Goopynar. Yes. The reason for the higher figure in VA is 
because they have insured more loans. It is not that they have less. 

Senator SPARKMAN. No. Thisisa percentage. That is the reason 
why I asked for the percentage. Six-tenths of 1 percent in VA and 
four-tenths of 1 percent in FHA. They are very close together. 

Mr. Goopyear. That is right. 

In the committee's questioning yesterday, there was a statement 
mace that the FHA premium should be redue ed from a half toa quarter 
to an eighth. We have not seen any figures which show that the 
FHA premium is too high. We feel that those figures reflect the 
huge reserve that FHA has accumulated, and the small loss. We 
feel those figures reflect that the FHA perhaps is not taking as big 
a risk in the insuring of the loans as they should, and perhaps they 
should take a new look at the amount of the loan they are taking, and 
their credit requirements on purchases should not be quite so high. 
We have suggested that, and the FHA is in the process of making a 
study of that. 

Senator SPARKMAN. I wonder if you would agree with me that cer- 
tainly before we change the rate the whole matter should receive 
the most careful and thorough study? 

Mr. Goopyrar. There is no question about it. I do not think 
anybody can say a half a percent is too high. 

Senator SPARKMAN. The whole setup is quite complicated, 

Mr. Goopyrar. Of course, it is. It 1s very complicated. Of 
course, we have not been through a downhill period. We do not even 
know if these reserves are enough. However, I do think whatever 
downpayment schedule the Congress approves should go into effect 
automatically upon enactment and should not await the further deci- 
sion of the Federal Housing Commissioner on its necessity. It is 
vitally important to provide higher FHA ratios as mortgage finaneing 
readjustment devices as the Gi loan rights of World War II veterans 
terminate. They will be even more badly needed if the interest rate 
on GI loans is not soon adjusted by congressional action. 

As you know, if Congress were to enact the FHA downpayment 
modernization proposal within the next 60 days, it would have no 
significant effect prior to that time, because of the time required for the 
hecessary tooling-up process on new legislation—the development of 
regulations, the printing of forms, the instruction of the local FHA 
field offic ‘es, and finally the 6 to 9 months minimum time necessary to 
initiate a building project. 

We have heard it said that legislation to modernize FHA downpay- 
ments would be inflationary. We can see no possible inflation in the 
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home building. We see only severe deflation and possible disaster 
if the present situation be permitted to continue. 

I was very interested to read a summary of the recent study just 
completed by the Federal Reserve Board in respect to consumer 
credit. This was a five-volume report and it was interesting to note 
that they would not make a direct statement that consumer credit was 
inflationary. If we were in an inflationary period it might help to 
increase the spiral, and in a deflationary period it might help to 
withdraw the spiral, but it seems in all the statements made by Mr. 
Martin that anything we do for housing is inflationary. I do not see 
the parallel. 

For all of these reasons we urge that vou favorably report a revision 
of the FHA ratios of loan to value to reduce downpayments, and that 
you consider the amounts proposed by H. R. 3602 as shown in the 
attached exhibit 3. 

We have an appendix to our statement, Mr. Chairman, concerning 
a suggestion for military housing which I will not go into, but which I 
would like to file for the record. 

Senator SPARKMAN. We will be very glad to have it. 

Mr. Goopyrar. If you have any questions, that completes my 
statement. 

Senator SPARKMAN. I appreciate your statement, and I think it is 
very well prepared and carefully thought out. I do not know that | 
agree with you in all that you said, but I would be rather surprised 
if that should develop at any time. However, I do want to express 
the appreciation of myself and of the committee for the very fine 
statement which you have given. 

Mr. Goopyrar. Thank you. 

Senator SPARKMAN. I want to ask you a few questions. I want to 
ask vou about the money supply. Mr. Cole the other day said this: 

If the legislative measures which the administration proposes are enacted, 
sufficient mortgage funds will be forthcoming to sustain » high level of housing 
production. 

I wonder if you would agree with that statement on the part of 
Mr. Cole, or if you accept the opinion, somewhat different from that, 
which was expressed by Mr. William Martin, Chairman of the Federal 
Reserve Board, when he was before the committee, to the effect that 
there is not—as I remember the substance of his testimony—that 
there is not sufficient evidence of easing of the mortgage market in 
the foreseeable future upon which to base such an opinion. 

Mr. Goopyrar. Mr. Chairman, I have been trying to find an ally. 
First I take the side of Mr. Cole and then I have to switch over to 
Mr. Martin. 

There are no straws in the wind, as Mr. Cole said, that money is 
easing. This telegraphic survey we have made conclusively proves 
the money market conditions in the 140 metropolitan areas are worse 
today than they were 4 weeks ago. That is why we strongly urge 
sufficient funds be put into FNMA to back up the mortgage market. 

Senator SPARKMAN. When vou say that, you mean both in the 
we md operations and special assistance program? 

Mr. Goopyrar. Yes, sir. For instance, at Boston, Mass., which is 
considered a very easy money area, and where there has always his- 
torically been plenty of money available, one of our telegrams stated 
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that in Boston one of the lenders just instituted a 3 percent discount 
on FHA and GI loans. 

Senator SpARKMAN. By the way, following you we are going to 
have testimony from Mr. Morgan, the vice president of the Boston 
Five-Cent Saving Bank of Boston, Mass. We might ask him to 
comment. on that statement. 

Mr. Goodyear, you talk about no straws in the wind. A couple of 
months ago I rather felt that there were some signs developiag, at 
least that we might base predictions on, and that was it seemed there 
was going to be a cutback in beavy industrial construction. In fact, 
there was some testimony before another committee of which I am 
a member, the Joint Economic Committee, to that effect. Yet I 
noticed in reports in the last few days that we are having even 
stepped-up expenditures in that field. Have you noticed that? 

Mr. Goopyrar. Yes, sir. We noted that the Department of Com- 
merce states there will be $2 billion more expended this year than last 
vear. However, they say it is at a less rapid rate. I do not under- 
stand what that means. If they are going to spend $2 billion more, | 
cannot understand it. 

Senator SPARKMAN. I presume it means future expansion plans. 
Probably there’ will be lessening of future plans. But is it not 
generally conceded that that is one of the great difficulties in finding 
home mortgage money? 

Mr. Goopyrar. That is the main reason. 

Senator SPARKMAN. That is, that savings have been taken up and 
they go to the construction field generally, and that heavy industrial 
construction has received more than it normally receives? 

Mr. Goopyrar. Not only heavy construction, but tankers and 
freighters too. 

Senator SPARKMAN. Oh, ves. 

Mr. Goopyfar. And general business. 

Senator SPARKMAN. Industrial construction generally. 

Mr. Goopyrar. Yes. Of course, Mr. Chairman, those companies 
who are expanding their plants are in a position to pay almost any 
price for the money they need because of the fast tax writeoffs that 
they receive in 5-year amortizations. | suppose you know that if 
the Federal Government paid for every house built in this country in 
the past 3 vears, that it would be considerably less than the tax sub- 
sidy to industry. The tax subsidy to industry in the past 3 years 
was about $27 billion. 

Senator SPARKMAN. How much? 

Mr. Goopyerar. $27 billion in fast tax writeofis. 

Senator SpARKMAN. I do not know. I have not checked your 
figures, but $27 billion would not pay for all the houses built in 3 years. 

Mr. Goopyrear. I mean just the new FHA and VA houses. Also, 
my figure on tax writeoffs should be corrected to $23 billion instead of 
$27 billion. 

Senator SpaARKMAN. All right. That is an interesting figure. 

Mr. Goopyrar. Regardless of what interest rate we pay, they are 
always in a position to pay them off. That is why we are somewhat 
opposed to more than a 5 percent rate on FHA loans, because if we 
go to 5 and they do not get the money they need they will go higher. 
It will be a continuous pressure to force up interest rates. 


90300—357—— 28 
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Senator SpARKMAN. I believe most of the testimony before this 
committee in these hearings and in the recent ones on FNMA has 
been to the effect that the interest rates ought to be raised to 5 percent. 
It is true, I think practically all of them have suggested we make it 
flexible, but they have suggested that 5 percent is the rate to which 
interest ought to be raised at the present time. I believe that was 
the testimony of the life insurance company representativ es vesterday. 

Were you here when Mr. Levitt testified yesterday? 

Mr. Goopyegar. Yes. 

Senator SparKMAN. I believe he suggested it would require 5% per- 
cent money. However, you will recall he did provide for some adjust- 
ments, for instance, the reduction in the insurance premium. 

Do you think that 5 percent is a more realistic level than 5's percent? 

Mr. Goopysar. It would probably take a 5% percent rate to bring 
FHA and VA loans to a par basis, but as I stated, the builders fee! 
that rates should be held to 5 percent, and that we are willing to absorb 
a small discount in order to hold that rate to 5 percent. It is true 
conventional lending around the country is pretty much available on 
a 5% percent rate at par. 

Senator Sparkman. By the way, in your statement here you said 
something about Mr. Martin referring to housing and home produc- 
tion as being inflationary. I asked this question of the insurance 
company representatives yesterday, and I wonder what your answer 
to it would be: When we speak of the desirability of stepping up 
savings, is not the process of buying a home under a defe rred payment 
plan or mortgage plan, one of the best forms of savings? 

Mr. Goopynar. It is a means of enforced savings. because every 
month they make a payment on the mortgage, and that is forced 
savings. We cannot see anything inflationary about it, Mr. Chair- 
man. The manufacturing companies of this country expanded their 
plants in 1955 to produce materials for 1,300,000 or 1,400,000 houses, 
and we are building privately at the rate of today about 910,000 
houses. So there certainly would be no pressure to raise prices based 
on an increased production of housing to use the materials. 

There are plenty of materials available and there are plenty of 
facilities available for producing 300,000 to 400,000 more houses than 
we are building today. 

Senator SPARKMAN. Did you give a predic tion as to the number of 
units that will be constructed this year? 

Mr. Goopyear. I did not give one in my statement. However, 
we feel, under present conditions, if there is no new mortgage money 
available on the market, that we cannot exceed 850,000 units. 

Senator SpARKMAN. You cannot exceed 850,000 units? 

Mr. Goopyear. Yes. 

Senator SPARKMAN. What would be the effect on the housing citua- 
tion generally? Would it tend to build up the backlog of demand? 

Mr. Goopyrar. Your vacancy figures now are way down, based 
on the figures just released. It will tend to drive up the price of 
existing housing. It will also tend to drive up the price of new hous- 
ing, because if you produce at a lower volume it costs more for the 
operation. There is more overhead going into fewer houses than on a 
larger operation where your overhead is split. You have to make the 
overhead. So we think that is inflationary in the new-housing field. 
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Senator SPARKMAN. By the way, you spoke of vacancy rates. Do 
you have any figures on the rate of vacancy in rental properties? 

Mr. Goopyear. In the fourth quarter of 1956 it was a total of 
about 2% percent nationwide. 

Senator SPARKMAN. Rental property? 

Mr. Goopyrar. Including rental property. Yes. 

Senator SPARKMAN. If you have any figures on that and on owner- 
ship property, too, as far as that is concerned, we would be very glad 
to have them. We have been trying to get up the best figures we 
could, particularly on rental property. 

Mr. Goopyear. I will be glad to do so. (See p. 452.) 

Senator SPARKMAN. We will certainly appreciate it. Now let me 
ask you something about discounts. I was interested in what you 
had to say in your statement regarding discounts. I think I must 
agree with you that passing legislation is almost hopeless in controlling 
discounts. As you know, we have wrestled with it in this committee 
on several different occasions and yet to me it is a practice that ought 
to be frowned upon and controlled as much as it can be. Do you 
believe that? I wonder if you will agree with me on that. 

Mr. Goopyear. Senator, those discounts come right out of our 
pockets, and we certainly do not like it, but I think if you pass legis- 
lation prohibiting discounts the same thing will happen to mortgage 
money as happened right now on VA loans. 

Senator SPARKMAN. You remember I said I thought legislation was 
futile, but I am talking about the practice generally. 

Mr. GoopyEear. We oppose it very, very much. We dislike it very 
much because we are paying it, but I do not see how you can pass 
legislation to prohibit it, beeause if you prohibit it and the 5-percent 
rate, or the 4\-percent rate, is not realistic, then your discounts will 
not make the loans and you will not have any mortgage money. 

Senator SparKMAN. Did you see any appreciable effect, on the 
increase of the FHA rate to 5 percent, in the availability of mortgage 
money? 

Mr. Goopyrar. Yes. The number of applications to FHA were 
up for January and February more than seasonally, and we think 
that is a reflection of the increased rate in December. 

Senator SpARKMAN. Up from where? 

Mr. Goopyrar. From previous months. They were still way 
under the vear before. However, they were up above the preceding 
months. 

Senator SpPARKMAN. Up from the previous month, did you say? 

Mr. Goopyrar. Yes. 

Senator SPARKMAN. That previous month was a very low base, was 
it not? 

Mr. Goopykar. Yes; it was. 

Senator SPARKMAN. It is still far below a normal year, is it not? 

Mr. Goopynar. Oh, ves. But we feel that slight increase reflects 
the interest rate increase in December. 

Senator SPARKMAN. Were those original applications with FHA or 


did they represent transfers over from VA? 


Mr. Goopyrear. | would be inclined to think the majority of them 
would be probably transfers over from VA. 
Senator SpaRKMAN. And VA applications in turn went down 


sharply? 
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Mr. Goopyrar. Yes, and they are still going down. The VA 
appraisal requests in February ran 20,000 for the month of February. 
There was a slight increase in requests for VA appraisals. 

Senator SPARKMAN. By the way, Mr. Goodyear, I am sure you have 
these figures, but I think they would be interesting. From January 
1956 the number of applications in 1957 was down 32.7 percent. 

Mr. Goopyrar. Yes, sir. 

Senator SparKMAN. And in February it was down 34.6 percent. 
So, even though there may have been a lift from the preceding month, 
you see, they are down terribly even from 1956. Those are 1 to 4 
family. Multifamily increased, but single families were down even 
more. 

Mr. Goopyear. Senator, I would like to call attention to the fact 
that we have those figures in our testimony. 

Senator SPARKMAN. Was that included in your full statement? 

Mr. Goopygar. Yes, sir. 

Senator SPARKMAN. Very good. Now back to this question of 
discounts, particularly as they become a part of the policy of FNMA 
in the market. Do you believe that FNMA should pure hase mort- 
gages at the high discount rate that they have been following? 

Mr. Goopyrar. Naturally, they have to—— 

Senator SpaRKMAN. The law says they must make purchases 
within the range of the market, does it not? 

Mr. Goopyear. They have to raise their money in the open 
market. However, that is not the only reason why FNMA has 
dropped its price so low. We feel FNMA is undercapitalize ‘d, and 
I think that the manner in which they are operating that office 
clearly indicates that. They have set up barriers to sales to the 
FNMA in the form -of very high property standards and very high 
credit standards. I would say about 50 percent of the mortgages 
sent to FNMA for commitment are rejected, even though the FHA 
and VA approved the credit. They have simply done that as a means 
of shutting off sales in order to stretch out their available funds. 

Senator SpARKMAN. In other words, they have used it as a self- 
imposed control? 

Mr. Goopyrar. That is exactly right. And they have dropped 
their price as a_ self-imposed control, and increased their stock 
requirement. 

Senator SPARKMAN. To that extent have they not led the market 
in discounts rather than followed the market? 

Mr. Goopyrar. We think they have, because, in any area of the 
country you go into, FNMA is the primary market. Right at the 
present time you will find the private market is just a half a point o1 
a point below the FNMA price. In fact, on loans over $15,000, 
which loans are not salable to FNMA, the price probably varies as 
much as 3 to 5 points. 

Senator SPARKMAN. By the way, testimony has come to the com- 
mittee from time to time with reference to the increase in the cost of 
housing over the last several years, and I think it is a real problem 
and one with which we are greatly concerned. What has caused that 
increase in the cost of housing? 

Mr. Goopyrar. Of course, lending money and building materials 
have gone up, and so have wages. However, in many of the published 
figures they are using today, in comparing the cost of a house in 1946 
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with the cost of a house in 1956, those figures are somewhat mis- 
leading. They take a mythical house. 

Senator SpARKMAN. You mean by that we are building better 
houses? 

Mr. Goopyrar. That is right. They compare the 1946 house 
with the 1956 house when there is no comparison. The 1946 house 
probably had 850 square feet. The house today probably has 1,050 
or 1,100. It is probably brick instead of frame, and is probably on 
a paved street, and on a 60- to 70-foot lot instead of a 40-foot lot, 
and probably has a tile bath where the house of 1946 did not. It 
probably has full heat where the other house did not. 

So those costs are represented by a better house and represent a 
higher standard of living for our people today. 

Senator SPARKMAN. | wonder if you could give us some Opinion as 
to what part of the increase in cost might be attributed to the improve- 
ment of the house itself, as vou have described, and what part has been 
a result of the rise in the cost of labor and materials? 

Mr. Goopyrnar. Rather than make an offhand statement I would 
much rather give it consideration and prepare a statement for you 
that will actually show those figures. 

Senator SPARKMAN. I think it would be very helpful to the com- 
mittee to have that, and if vou will do it I shall appreciate it. 

Mr. Goopynar. I will. (See p. 452.) 

Senator SPARKMAN. Senator ee 

Senator DovGias. Mr. Goodvear I must apologize at being late 
this morning and in not being able to hear vour full testimony. ‘T had 
a Meeting of the Finance Committee which I had to attend so I hope 
vou will not think me impolite in not coming. 

Mr. Goopynar. I understand, Senator. 

Senator Dovetas. I noticed vou submitted the results of a tele- 
graphic survey as of the middle of March. 

Mr. Goopyrar. Yes, sir. 

Senator Dovaias. Have you analyzed those answers sufficiently 
to make an estimate as to what the rate of construction is at present? 
February was at an annual rate of 910,000. Do vou have any estimate 
as to the rate for March? 

Mr. Goopysar. No, sir; not as vet. 

Senator Douaias. You see, we have to move on the basis of current 
information. 

Mr. Goopyrkar. That is right. 

Senator Douaias. And the situation changes rapidly. I was 
somewhat struck by the fact that the Administrator of the FHA could 
not recall, offhand at least, the figure for February which had been 
published by the Bureau of Labor Statistics. I notice vou have con- 
sulted with your economist. Does he have an estimate? 

Mr. Goopyear. On the basis of FHA applications it is still going 
down. It will stay approximately the same, or a little bit less for 
March. 

Senator Douatas. At a rate lower than 910,000? 

Mr. Goopyrnar. Yes, sir; slightly less. 

Senator Douaias. Do you think it has reached the 800,000 mark 
vet? 

Mr. Goopyrar. I would not be able to comment on that, Senator. 

do not think our information is sufficiently current to make that 
estimate. 
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Senator Dova.ias. In times past there have been rumors that the 
Federal Reserve regarded 800,000 as a critical figure. I do not believe 
that has been a matter of record, but it has been handed down by 
the grapevine. 

Mr. Goopyear. Of course, a drop from 920,000 to 800,000 in 1 
month would be a terrific drop, and it would not show quite that fast. 

Senator Doue.as. Spring is the ordinary period of building. 

Mr. Goopyear. That is right. 

Senator Dovetas. I suppose next month, April, and May and 
June, will be periods of intense activity. 

Mr. Goopyear. That is right, sir. 

Senator Dovaias. What has happened to the so-called conventional 
market on ordinary home financing outside of VA and FHA? 

Mr. Goopygar. It is up about 2 percent. 

Senator Dovetas. In other words that is relatively steady, or 
increasing? 

Mr. Goopygar. Yes, sir. 

Senator Dovetas. The fall is almost entirely, or is entirely in VA 
and FHA? 

Mr. Goopyear. The loss is entirely for VA nad FHA. For 
February the conventional starts were up about 2 percent. 

Senator Doveias. Do your March telegrams give you any infor- 
mation as to that? 

Mr. Goopyear. On conventional lending? 

Senator Douaetas. Yes. 

Mr. Goopyear. Yes. It is available at a price of 5% to 6 percent 
in most areas of the country. 

Senator Dovetas. Then you feel apparently very strongly that 
the VA loan rate should go up to 5 percent? 

Mr. Goopyear. Yes, sir. If we are going to have a VA program 
then the 4% percent is just not a realistic rate in the money market 
today. 

Senator Dovatas. I notice the bill of Senator Smathers is not 
before this committee, but was referred to the Committee on Labor 
and Public Welfare, which has jurisdiction over veterans’ affairs. 

Senator SpARKMAN. That is right, and over the Readjustment Act 
of 1944. This committee has jurisdiction in veterans’ housing over 
direct loans only. 

Senator Dovetas. I notice you recommend a decrease in down- 
payments? 

Mr. Goopyerar. Yes, sir. 

Senator Dove.ias. Under FHA. 

Mr. Goopyzar. Yes, sir. 

Senator Doucias. Am I correct in my understanding that the FHA 
authorities and Administrator Cole could reduce downpayments by 
2 percent if they so wished? 

Mr. Goopyrar. Under existing law they have the authority to take 
off that 2-percent credit. 

Senator Dougias. Have you made representations to them asking 
for the reduction of 2 percent? 

Mr. Goopyear. Yes, sir; we have. 

Senator Doveias. What has been their attitude? 

Mr. Goopyrar. Well, Senator Douglas, I do not think that th: 
housing agencies in this administration are dictating housing polic 
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I think that the fiscal agencies of this administration are setting hous- 
ing policy. 

Senator DouGias. Who is dictating it? 

Mr. Goopyear. The fiscal agencies—the Treasury and the Federal 
Reserve Board. And they will positively not agree to taking off the 
2 percent credit control because they say it is inflationary. 

Senator Dovetas. But the housing agencies come up here and ask 
Congress to reduce the downpayments when they have the power to 
reduce downpayments by 2 percent? 

Senator SPARKMAN. This is not the only field in which that happens. 

Senator Dovatas. I understand, but it is one field, and the only 
field we are considering this morning. Mr. Goodyear what do you 
say about those tactics? Here they have the power to reduce it by 
2 percent. You have asked them to do it and what have they said 
to you? Have they refused you? 

Mr. Goopyrar. They have not done it yet. 

Senator Dovatas. Have they replied to your letters? 

Mr. Goopyrar. They said they have it under consideration. 

Senator Dovuauias. They have it under consideration. And what 
have they said verbally to you? 

Mr. Goopyear. That they are giving it consideration. 

Senator Douaias. When did you ask them? 

Mr. Goopyrar. About 2 weeks ago. 

Senator Douvatas. They are still considering it? 

Mr. Goopyear. Yes, sir. 

Senator Dovatas. But they come up here in the meantime and 
ask us to reduce the rate when they have the power to do it? 

Mr. Goopyear. They have the permissive power 

Senator Dovatas. Certainly they have the per missive power. 
They can move without any further authorization by Congress. 
Why do they come up here and ask us to do this when they have the 
power to do it themselves? 

Mr. Goopyrar. I guess they want to keep their job. 

Senator Douaias. Do you mean to say if they did it themselves 
they would be fired? 

Mr. Goopyear. I think they would. 

Senator Dovatas. I always thought being a public servant meant 
you should testify to the truth even though it meant your job. Do 
you»mean they have public servants down there who sacrifice what 
they think is the best interests of the Nation in order to hold their 
jobs? 

Mr. Goopyrar. I think they have perhaps been convinced against 
their will it is not the thing to do at the time. 

Senator Dovetas. They evidently are not convinced against their 
will because they come up here and ask us to do it. If you ask some- 
one else to do it, should you not be willing to do it yourself? 

Mr. Goopyrar. They are carrying out the Administration policy. 
The Administration asked for the downpayment reduction. 

Senator Doveias. Then the Administration is asking Congress 
to do something which it has the power to do itself and will not do? 

Mr. GoopyeEar. Senator, I am not sure that anybody is administer- 
ing the enactments on housing policy as intended by the Congress. 

Senator DouGLas. Somebody is obviously administering the Admin- 
istration policy on housing and I am trying to find out what you 
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think of a group of men who, when they have the power to reduce 
the downpayments, refuse to do it and then come up and ask Congress 
to do it. Is that not hypocrisy? 

Mr. Goopyear. I am afraid I cannot comment on that Senator, 

Senator Dovetas. What is that? 

Mr. Goopyekar. : am afraid | cannot comment on that. 

Senator Dovetas. Why can’t you? 

Mr. Goopykar. T would like to keep my friendly relations, too. 

Senator Doucuas. We have reached a strange pass of affairs where 
no one will testify to the truth. 

Senator SPARKMAN. You have. 

Senator Dovetas. Is there any representative from the Housing 
and Home Finance Agency, or FHA who wishes to testify in defense 
of their organization? I believe everyone should be allowed his day 
in court. 

Senator SPARKMAN. May I say, Senator Douglas, you may recall 
I asked Mr. Mason this question when he was on the stand, and you 
were here by the way. You might be interested in being refreshed 
in your recollection as to his reply. 

Senator Doucias. We are always so gentle, Senator Sparkman, 
that it is hard for me to remember what happened. 

Senator SPARKMAN. He said: 

As you know, we added 2 percent to the downpayment straight across the 
board. Last summer we took off the 2 percent on low income, that is, the low-cost 
housing, $9,000 and under, but we did not take it off from the so-called middle- 
income housing. 


He said: 

At the present rate of starts we are considering very seriously this action at the 
present time, but we have not yet come to a decision. 

Senator Dovatas. Do you intend to continue your east to the 
Housing and Home Finance Agency and to FHA, Mr. Goodyear? 

Mr. Goopyeak. No, sir. We have carried our request to the 
White House, to Dr. Saulnier and to Mr. Humphrey. 

Senator Dovaias. Are you going to keep on in your efforts? 

Mr. Goopyear. Yes, sir. 

Senator Dovatas. Will you report to us what success vou have? 

Mr. Goopyrar. I think it will be in the newspapers but we will 
be glad to make a report to you. 

Senator Dovetas. You will let us know? 

Mr. Goopyrar. Yes, sir. 

Senator Dovatas. Because Senators are sometimes accused of not 
reading the newspapers. 

Senator SPARKMAN. May I interrupt? 

Senator Dova.ias. Yes. Surely. 

Senator SpaRKMAN. Mr. Goodyear, I was interested to inquire, 
why did this problem head up at the White House? I thought this 
could be handled administratively in the Housing Agency? Is the 
White aoe the one to decide every single de tail of the programs? 

Mr. Goopyrar. Senator, it seems to us that the fiscal agencies 
of the country are dominating all housing policy and they are the 
spokesmen primarily on the housing industry and whether they are 
going to decontrol the industry. So we feel if they are the people 
administering the housing policy, they are the people we should 


talk to. 
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Senator Doua.tas. So you have given up talking to FHA and 
Housing and Home Finance Agency on the ground that they do not 
have authority, and now are going to Secretary Humphrey and who- 
ever the Presidential assistant is, who deals with these matters. Is 
that right? 

Mr. Goopyrar. That is where we are going. Yes, sir. 

Senator Douaias. Would it be penetrating the recesses of admin- 
istrative secrecy if I ask how cordially were you received by the 
Secretary of the Treasury? 

Mr. Goopyrar. Well, | was received very cordially—and dismissed 
the same way. 

Senator Doveras. | can remember 4 or 5 years ago the bitter 
complaints of vour organization against the then Administration, 
conducted by my party. I wonder if you feel very happy about the 
change which has occurred? 

Senator SpaARKMAN. Is there anything more? 

Senator Dovatas. The witness does not have to answer that. 

Mr. GoopyBar. Senator, we do not like to see good men replaced. 

Senator DouG.ias. You seemed to be quite anxious to replace the 
appointees of the Democratic Party. All over the country the mem- 
bers of your association were extremely anxious to put the present 
group in power, and I hope that vou enjoy it very much. 

Mr. Goopynar. Well, Senator, I think I should say that I think 
there are just as many good Democrats in the association now as there 
are Republicans. 

Senator Dovauas. I have never seen any. 

Senator SPARKMAN. I want you to bear witness to the fact that 
I] have. 

Senator Doveuas. I think perhaps in the South they may be 
Democrats, but in the North they are 99.44 percent ‘“blown-in-the- 
bottle’? Republicans, and I do not mean modern ones. 

Mr. Goopyear. At this point I should like to comment upon the 
Time magazine article which was introduced in yesterday’s testimony. 
This article stated that some builders inflate the cost of houses to 
veterans making them pay for the discounts charged by lenders 
on 4%-percent VA loans. 

This is reckless slander of thousands of home builders who have been 
absorbing these discounts to the point where they are being forced 
out of business. 

The plain fact is that if the builders were able to pass on to their 
veteran buyers the discounts charged by the lenders the GI program 
would not be at the low point—almost a standstill—it is today. 

These discounts are coming right out of the builders’ pockets—not 
the veterans’ and not the lender’s. The law says that in VA appraisals, 
discounts cannot be included in the cost of a house. Builders abide 
by the law. 

The cure for this situation and a revival of the dying GI program 
lies in a realistic interest rate—one that would put the VA rate on par 
with the FHA rate—and introduction of more funds into the mortgage 
market. 

The most practical and speedy method of eliminating discounts by 
lenders would be to use Federal National Mortgage Association special 
assistance funds to buy mortgages at a fixed high price in areas of the 
most acute shortages and where discounts are the highest. 





430 HOUSING AMENDMENTS OF 1957 


We do agree with one point in the Time article—its conclusion that a 
5 percent VA mortgage loan rate is essential if veterans are to be housed 
under the GI program. 

Senator SparKMAN. Thank you very much, Mr. Goodyear 

Mr. Goopygear. Thank you, Mr. Chairmen. 

(The prepared statement of Mr. Goodyear and the exhibits attached 
thereto follow:) 


STATEMENT OF GEORGE S. GoopDYEAR, PRESIDENT, NATIONAL ASSOCIATION OF 


Home BuILpERs 


Mr. Chairman and members of the committee, my name is George S. Goodyear 
{ am delighted at this opportunity to appear again before you as president of the 
National Association of Home Builders. 

About 6 weeks ago I testified on Senate Joint Resolution 38 which authorized 
and directed the Secretary of the Treasury to purchase an additional $50 million 
of preferred stock in the Federal National Mortgage Association, thereby enabling 
FNMA to borrow $500 million with which to continue its vitally important 
secondary mortgage operation. 

On that occasion, I stressed the concern of the home-building industry over 
the serious conditions which confront us. [ told you then that we were seriously 
disturbed at the trend away from FHA and VA financing; that a large and steady 
market for homes in the middle and lower prices range continues; that this demand 
cannot be met without the type of mass financing provided by FH A-insured and 
GlI-guaranteed loans; that we are being forced to revert to a mortgage-financing 
pattern which history has proven to be an insecure foundation for this great ins 
dustry; and, finally, that the inability of the average American family to buy it- 
own home, as a result of lack of GI and FHA financing, will inevitably have pro- 
found repercussions upon the American economic and social system. 

I presented to you at that time charts showing graphically two facts: 

One, GI and FHA financing in 1955 (the last year that type of credit was freely 
available) produced the overwhelming majority of all new homes in the moderate- 
priced brackets, and 

Two, virtually all of the 200,000-unit loss in 1956 home production was in the 
FHA and GI financed segment of the market—in other words, the decline in 
home building has been in housing for families of modest means. 

We have seen nothing, since I gave that testimony, to cause us to reverse our 
extremely grave view of the prospect which we are convinced faces home buvers 
home builders, and consequently the entire economy. 

On the contrary, the latest statistics on new starts and on VA appraisal requests 
and FHA applications on new homes confirm the repeated warnings we have 
voiced in recent months. In February, private housing starts were 62,500. 
This is at an annual rate of 910,000—the lowest since May 1949. 

But, whereas in 1949 we passed the 900,000-unit rate in a climb upward toward 
higher levels of production, now we are passing that level in what is fast becoming 
a headlong descent. 

The February start figures represent a drop of 17 percent below February 1956; 
and, in contrast to a normal seasonal increase of 11 percent, the gain over January 
this year is a mere one-half percent. 

The statistics on new applications indicate clearly that starts are headed even 
lower and that we are continuing to suffer losses in that portion of our productior 
suitable for families of modest means: 

(1) VA appraisal requests for proposed homes accelerated their rate of 
decline, dropping 24 percent in December; 35 percent in January; and 45 
percent in February as compared to the same months a year ago. This 
comes at a time of year when financing applications usually increase sharply 
in contemplation of spring construction. 

(2) FHA applications on new homes are a slightly more hopeful note 
(probably reflecting the interest rate increase of early December). Although 
still 33 percent under February 1956 and 57 percent under February 1955, 
FHA new home applications rose more than seasonally over January 

(3) Meanwhile, conventional lending increases, rising 2 percent to 43,100 
for February. 

On an annual basis, the February starts at 910,000 are 217,000 less than in the 
corresponding month a year ago. At this rate, in 1957, 217,000 American fam- 


hey 


ilies of modest income will not be able to acquire homes on financing terms th 
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ean afford—-217,000 homes (for the most part selling for less than $15,000) will 
not be offered on the market. 

Serious in itself, as is this loss of needed moderately priced homes, the human 
and social considerations implicit in this reversal of the progress this industry 
has striven so long and so hard to attain is not the sole cause for concern. The 
jobs, the living standards, and the economic security of every American family 
is threatened if this trend continues. The condition of the home-building industry 
is of widespread importance. What the loss of 217,000 starts means to the na- 
tional economy is illustrated by exhibit [ attached. 

When I appeared before you last I submitted a sampling of our membership on 
today’s home-building picture. This is now incorporated as part of your record 
of that hearing. It shows clearly the widespread scarcity of mortgage credit and 
the demoralizing effect on builders’ plans for 1957. I now submit (as exhibit IT) 
a summary and copies of replies to a further telegraphic survey made within the 
last 4 or 5 days to bring our information down to date. This shows a distinct 
worsening in the supply of mortgage credit particularly for VA financing. In 
fact, in response to our inquiry whether conditions had improved one builder 
tersely replied, ‘‘Dear George, are you serious?”’ 

This association takes pride in the fact that starting in 1955 it has objectively— 
and correctly—forecast the current situation. Our forecasts were issued only 
after careful analysis by our economics department of all available data, frequent 
field reports from our builder members, and telegraphic surveys from time to time. 

We do not believe a further serious decline—clearly foreshadowed by the 
statistical data and by reports of builders’ intentions—should be risked through 
unjustified optimism that relief is “just around the corner.”’ 

As I testified a few weeks ago, congressional action on three fronts is needed 
quickly— 

(1) The GI interest rate should be placed on an equal footing with the 
current 5 percent FHA rate; : 

(2) $250 million of additional FNMA preferred stock (including the 
%50 million already authorized in Senate Joint Resolution 38) should be 
authorized to provide a potential $2.5 billion for support of the mortgage 
market through FN MA secondary market operation; and FN M/A’s special 
assistance function should be activated for the purchase of VA and FHA 
home mortgages generally in geographic areas and price ranges where there 
is an acute shortage of mortgage credit; 

(3) Existing FHA mortgage credit terms should be modernized to reduce 
downpayments so that American families can buy homes on terms they can 
afford. 

I. GI INTEREST RATE 


We understand that a bill to raise the GI rate to 5 percent has been referred to 
the Committee on Labor and Public Welfare (8S. 1443 introduced by Senator 
Smathers). We have always advocated the fundamental principle that home 
buyers, whether or not veterans, are entitled to the lowest feasible interest rate 
available in the market at any particular time. It is obvious, however, that the 
115 percent statutory limit on GI loans is no longer competitively attractive to 
lenders. An interest rate cannot be fixed by fiat or decree. Although we are 
skeptical of the wisdom of a credit policy which denies homeownership to in- 
creasing numbers of credit-worthy American families—while credit continues to 
flow in recordbreaking amounts into industrial expansion; into higher yielding 
consumer loans; and into the financing of such laudable, but certainly nonessential, 
activities as Caribbean cruises—we must recognize that, while such policy exists, 
either GI loans must be allowed to compete in the capital market through higher 
interest or the GI program will continue its plunge toward extinction. 

The more than seasonal rise in FHA applications which I have mentioned and 
the fact that FHA starts in February rose in contrast to the sharp drop in GI 
starts strikingly illustrates the effect of the December increase in the FHA interest 
rate. 

II. FEDERAL NATIONAL MORTGAGE ASSOCIATION 


A Secondary market 

As I testified a few weeks ago, we believe an increase in F NMA preferred stock 
of $100 million is inadequate. Sufficient authority should be provided to avoid 
any possibility that FNMA may be forced to discontinue its secondary market 
purchasing or may find it necessary to reduce its prices or limit the conditions of 
purchase in an attempt to trim its buying volume to a limited fund. 
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The proposal contained in 8. 1609 is, in our opinion, not sufficient to accomplish 
its purpose. We repeat our recommendation that $250 million to provide a 
potential $2.5 billion borrowing authorization is necessary if FN MA is to function 
asitshould. It should be borne in mind that this is not an expenditure but rather 
an investment. The funds received in exchange for FN MA preferred stock are 
invested in mortgage holdings which, on the past record of FN MA, will return a 
profit to the Government. By its borrowing power FN MA can funnel into the 
mortgage market $10 in private funds for each $1 of Government money. 

(B) Special assistance 

The proposal in S. 1609 to increase FN MA’s special assistance funds would 
authorize purchase of special selected types of residential mortgage at the discre- 
tion of the President. While some special provisions of this sort are necessary, 
this type of assistance would be of little use in solving the basic problems which | 
have outlined. 

The bill to amend section 221, offered yesterday by Senator Sparkman (S. 1663) 
appears to us too to be of limited value. It does not come to grips with the prob- 
lem of building for moderate income families generally—those families who, under 
today’s conditions have been, and in increasing numbers are being, frozen out of 
the home-buying market. These bills will provide relief for only a small part of 
the 200,000 modest income families for whom homes would have been built in 
1956 had suitable financing been available. In 1957, last year’s figure will swell 
to 400,000 or more. These are the families who seek moderately priced homes 
but in price brackets higher than permitted under section 221. A $10,000 
home—the limit under that section even in high-cost areas—is minimum shelter 
in most areas today. 

We know of no way by which this lost production of moderately priced homes 
can be quickly regained except by bold and sweeping use of the special assistance 
fund already provided by the Congress for general use in a mortgage emergency. 

We reiterate our proposal that the Congress amend section 305 (a) of the 
National Housing Act to activate FNMA’s special assistance function on ar 
emergency basis immediately (without awaiting the Presidential determination 
required by the act) and that such amendment provide for the purchase of home 
mortgages generally, under administrative rules to be prescribed by the Agency 
to provide emergency relief in the lower price ranges and in geographic areas 
where mortgage credit is least available. For this purpose, FNMA should be 
authorized to issue up to $2 billion in obligations to the Secretary of the Treasury 
to be used to buy mortgages not exceeding $12,500 in those areas in which 5 
percent loans sell generally at less than 98. Immediate use of substantial amounts 
under such regulations will have a strong uplifting effect on the entire mortgag: 
market and, consequently, on home building. We recommend that the present 
statutory floor or the price at which loans can be purchased in the special assist- 
ance operation should be continued. 


(c) Discounts 

I believe it pertinent to comment on the proposals we have heard that so-called 
‘unreasonable and abusive’’ discounts be limited. As the group from whose 
pockets these discounts come, we wish this problem could be solved by passage 
of a prohibition law. We regret that legislation is not the answer. Some mem- 
bers of this committee may remember the attempt to control discounts by law 
in 1953 resulted in such an almost complete stoppage of GI and FHA lending as 
to impel the Congress then to repeal the limitation. Reinstitution of a limit on 
discounts—without action on the interest rate—would only serve to worsen 
present trends; would place impossible administrative burdens on FHA and 
VA; and would create complicated business problems for builders and lenders 
because of the complex regulations and interpretations involved. 

The cure.for the present highivy unsatisfactory situation lies rather in a realist 
interest rate and in the attraction of additional funds into the mortgage market 
not in an attempt artificially to fix lender’s yields by attempting to control dis- 
counts. The most practical and speedy method of eliminating discounts would 
be to use FN MA special assistance funds to buy mortgages at a fixed high pric 
in areas of the most acute shortages, as we have suggested. 


Ill. FHA DOWNPAYMENT REVISION 
The FHA downpayment schedule, which originally provided a_ practical 


financing plan for families of modest means is now obsolete. In 1950, the 
typical new home valuation under FHA financing was $8,200. In 1955 
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FHA median had risen to $11,700. It will probably go to around $12,000 for 
1956. This rise is attributable to two factors: (1) Higher land, labor, and 
material costs in home building (as in all other types of construction) and (2) the 
market demand for large, better equipped homes to keep pace. with the rising 
American standard of living. 

Purchase of the median $11,700 house today requires a $1,200 downpayment 
plus approximately $450 or more for typical closing costs and prepaid carrying 
charges for the first year. To buy a home selling for approximately $15,000— 
a man must have in cash approximately $2,400 (to cover the downpayment of 
$1,950 plus approximately $450 for closing costs and prepaid carrying charges). 
Closing costs and prepaid charges have risen substantially in recent years, in 
common with all costs. 

Few prospective purchasers of homes at around $15,000—and even higher— 
can accumulate that much free cash, although experience shows that these 
potential home buyers could be excellent credit risks on loans patterned to their 
ability to repay. Prior to the creation of FHA—as in conventional lending 
today—the gap between the cost of a home and the mortgage loan plus whatever 
cash downpayment the purchaser could provide was bridged by a high-cost 
second mortgage. It was the amount of the first mortgage that lenders were 
concerned about—not the ameunt of eash downpayment. Frequently the 
buyer’s cash payment on a conventional loan did not (nor does it now) greatly 
exceed the amount now required under the FHA system. The remainder was 
in the form of secondary financing. 

We believe it is the processing of the loan itself which is important—the future 
burden which the borrower assumes in relation to his income prospects—and not 
the amount paid at the time of closing. 

There have been several legislative proposals which recognize the need for 
bringing downpayments under the FHA single-loan system (under which, of course, 
second mortgages are prohibited) into line with ability to pay. The attached 
chart (exhibit III) compares the present statute with the revised FHA down- 
payments proposed respectively in S. 1609 and in H. R. 3602, and H. R. 2854. 
We feel all of these move in the right direction but—and it is a big but—we do not 
feel that 5. 1609 goes far enough or fast enough to counteract the slump in home 
building. 

We believe that either of the very similar schedules contained in H. R. 3602 or 
H. R. 2854 more realistically recognizes the actual'amount of cash which the typ- 
ical home buyer has at his disposal. We are convinced that the maximum loans 
which either of these schedules would provide are thoroughly sound. There is 
no evidence to indicate that low downpayment loans are significantly less sound 
than those in which the mortgage is low in relation to sales price. The Federal 
Housing Administration has insured 3,400,000 loans under its basic home program 
(sec. 203) in 22 years of operations. Of this total, 1,520,700 have been repaid 
and only 12,400 have been foreclosed or four-tenths of 1 percent of the loans 
insured. (The actual loss to FHA, after liquidation of the foreclosed property, 
has been even more insignificant.) In the 12 years of its operations, the Veterans’ 
Administration has guaranteed nearly 4.8 million home loans. Of these, nearly 
1 million have already been repaid in full, while the VA has been called on to pay 
claims on only 29,400—only six-tenths of 1 percent of the loans guaranteed. 
Attached exhibit IV is a representation of FHA and VA repayment experience. 

Whatever downpayment schedule the Congress approves should go into effect 
automatically upon enactment and should not await the further decision of the 
Federal Housing Commissioner on its necessity. Such a provision is entirely 
unnecessary but defeats the purpose of the revision. Even without it, the 
amounts set forth in the statute are permissive only; the Federal Housing Com- 
missioner has power to insure mortgages in lesser amounts than the statutory 
maxima, A specific provision that newly enacted provisions are not to go into 
effect until the Commissioner finds them necessary automatically serves notice 
on the executive branch of the Government that the Congress does not regard 
lower downpayments as necessary now and that there need be no hurry to use 
the legislation. As I have repeatedly stressed, we believe home building needs 
this relief now. 

It is vitally important to provide higher FHA loan ratios as mortgage financing 
readjustment device as the GI loan rights of World War II veterans terminate. 
They will be even more badly needed if the interest rate on CI loans is not soon 
adjusted by congressional action. 

Even assuming that GI loans should become more freely available, the termina- 
tion in July 1958 of the benefits provided by the act for World War II veterans 
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would begin to be felt in new home starts sometime this fall. If the Congress 
were to enact the FHA downpayment modernization proposal within the next 
60 days, there could be no dignificant effect prior to that time because of the time 
required for the necessary ‘‘tooling up” process on new legislation—the develop- 
ment of regulations, the printing of forms, the instruction of the local FHA offices 
in the provisions of the new act, and finally, the 6 to 9 months minimum time 
necessary to initiate a building project. 

Modernization of the FHA downpayment schedule is not intended to, and will 
not, expand the supply of mortgage money. It will simply make it possible for 
builders to meet that part of the market which in the past has depended on GI 
terms and on terms considerably less liberal than the GI bill provided. 

We have heard it said that legislation to modernize FHA downpayments would 
be ‘“‘inflationary.’’ We can see no possible “‘inflation’’ in home building. We see 
only severe deflation, and possible disaster, if the present situation be permitted 
to continue. 

The present disorganization of the supply of mortgage credit; the selectivity of 
lenders by now conditioned to even higher yields; the disappearance of the high- 
ratio GI loan; the number of home builders who are forced out of business—all 
preclude any danger that overstimulation of home building will result from a 
modernization of the FHA ratios of loan to value. 

We do not believe that the Nation’s economic stability necessarily requires 
that housing continue to be deflated to ridiculously low levels. If it is more im- 
portant to continue the current boom in plant expansion rather than enable the 
home buyer of modest means to buy a house on terms he can afford, then this 
proposal is inflationary. 

For all these reasons, we urge that you favorably report a revision of the FHA 
ratios of loan to value to reduce downpayments and that you consider the amounts 
proposed by H. R. 3602 as set forth in column 3 of the attached exhibit ITI. 





APPENDIX 


There is one other program which I would like to discuss with you briefly, and 
that concerns housing for military personnel and their dependents. As we have 
testified before, the National Association of Home Builders firmly believes that 
the necessities of our national defense have overriding priority over any other 
consideration. As builders, we are keenly aware of the continuing problem 
of providing adequate housing for military installations. 

In order to provide this housing, the Congress has authorized two programs 
which are designed to meet these needs; one, an appropriated-fund housing 
program which is part of the Military Construction Act authorized by each 
session of Congress; the other, of course, is the title VIII Capehart program 
which provides an FHA mortgage-insurance program. 

At the present time there is no housing law under which financing can be made 
available for the construction of 1- to 4-family rental dwellings for military or 
permanent civilian personnel and their dependents connected with military 
installations in the area or community near these bases. 

We respectfully suggest that the committee consider a new program which 
would authorize the Federal Housing Administration to provide insurance on 
mortgazes for l- to 4-family, off-base rental housing under the same terms as 
provided in the basic title II rental-housing program except that the determination 
of value be based on replacement cost. We believe that the housing built under 
these provisions will prove most useful to military and other personnel if held for 
rent by sponsors. Such a program could provide that the FHA Commissioner 
require properties covered by mortgages insured by these provisions to be held for 
such period of time as he may describe. 

We feel that such a program would be a useful supplement to title VIII and 
appropriated-fund housing which will meet the task of providing housing for our 
military families. It would also afford military families an opportunity to 
participate in the community life of surrounding cities and towns. 
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ExnisitT | 


Economic Loss ror Eacu 100,000-Unir Decrease In Home Propvuction 


One. of the most effective wavs of illustrating the present situation is to trans- 
Jate the decline in housing into loss of employment and loss of a market for the 
principal items of material and equipment which go into housing. For example, 
if, during 1957, 100,000 fewer houses are produced than were produced last year, 
this means the loss of 200,000 man-years of work, half of it on site and half of 
it in materials production. Specifically, the loss of 100,009 houses means the 
loss of a market for: 

975 million board-feet of lumber. 

115 million board-feet of finish wood flooring 

104 million square-foot of softwood, plywood 

470 million bricks 

230 million pounds of cement 

1.9 million gallons of paint 

200,000 tons of steel 

156,000 water closets 

127,000 bathtubs 

73,000 warm-air fornaces (with ducts) 

11 million square-feet of ceramic tile 

10 million square-feet of linoleum floor covering 

20 million square-feet of asphalt-tile flooring 

1 million squares of asphalt roofing shingles 

150 million square feet of wall and ceiling insulation 

2.5 million convenience outlets 

1.1 million electric switches 

32,000 garbage-disposal units 

55,000 kitchen exhaust fans 

7,000 air conditioners 

1 million kitchen cabinets 

1.4 million window frames 

1.2 million doors 

27,000 single-garage doors 

32,000 double-garage doors 

10,000 double-garage 2-doors 

Interior wall gypsum board for 48,000 houses and gypsum lath for another 
40,000 or close to a half billion square feet of gypsum products in all 

The 217,000-unit drop in annual rate, February 1957 compared to February 
1956, means lost employment and loss of markets for 2.17 times the above 
figures. 





ExuipBit I] 
MorTGAGE MARKET TIGHTENS 


SUMMARY OF TELEGRAPHIC SURVEY ON MORTGAGE-MARKET CONDITIONS IN 
MID-MARCH 1957 


On March 13, 1957, President Goodvear requested that local home-builder as- 
sociations advise him by telegraph of the condition of the mortgage market in 
each area, and the changes that had taken place since the previous survey at the 
end of January. In particular, the associations were asked to report on the mar- 
ket fo. VA mortgages. Altogether, responses were received from 140 areas. 

In summary, the reports showed further tightening in the mortgage market 
since the end of January. At that time, two-thirds of the areas stated that no 
private funds were available for VA-guaranteed mortgages, and many of the re- 
maining areas reported high discounts or said that the supply was ‘“‘extremely 
limited.”’ 

The current survey again shows a little over two-thirds of the areas are with- 
out privat? funds for VA mortgages. Another 23 percent report that the situa- 
tion is worse now that at the time of the previous survey. All of the remaining 
replies say that there has been no change, usually phrased as ‘‘no improvement” 
or ‘‘still critical,’’ and not a single report said that there had been any improve- 
ment in the market for VA-guaranteed mortgages. 
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A little over 100 of the telegrams commented directly on overall trends in the 
mortgage market. Of these, one-half stated that conditions had become even 
tigher in the past 6 weeks, while only 6 percent said that there had been any:im- 
provement., The remaining 44 percent reported no change. 

Only a few offices reported on FHA mortgages specifically, with 13 noting im- 
provement since the end of January, 2 stating that the situation was worse, and 
1 reporting no funds for FHA-insured loans. 

In spite of this slight improvement in the case of FHA loans, the survey showed 
a continued deterioration in the home-mortgage market, and a critical shortage 
of funds for loans to veterans. 


Exursir III 


Comparison table—F HA downpayments 


Present i: Proposed 
FHA value | Present schedule by H, R. 3602! by H. R. 2854 Proposed 
statute ! in effect ? (Representa- | (Representa-| by S. 1609 5 


| tive Ayres)’ | tive Teague)‘ 





$5,000__. | $250 $250 $100 $100 $200 
$6,000_ | 300 300 | 120 120 240) 
$7,000 350 350 140 140 28) 
$8,000____ 400 400 | 160 160 320 
$9,000 | 450 450 180 180 360 
$10,000 700 900 200 200 400 
$11,000__. 950 1,170 280 280 550 
$12,000___ 1, 200 1, 440 360 360 700 
$13,000_. 1, 450 l, 440 440) 850 
$14,000 1, 700 1, § 520 520 1, 000 
$15,000 1, 950 2) 600 600 1, 150 
$16,000 2, 200 2, 521 850 850 1, 300 
$17,000__. 2, 450 2, 790 1, 100 1, 100 1, 600 
$18,000 2, 700 3, 060 1, 350 1, 350 1, 900 
$19,000 2, 950 3, 330 1, 600 1, 600 2, 200 
$20,000 3, 200 3, 600 1, 850 1, 850 2, 500 
$21,000 3, 450 3, 870 2, 100 2, 200 2, 800 
$22,000 3, 700 4,140 2, 350 2, 550 3, 100 
$23,000_ 3, 950 4,410 2, 600 2, 900 3, 400 
$24,000__- 4, 200 4, 680 2, 850 3, 250 4, 000 
$25,000__- 5, 000 5, 000 3, 100 3, 600 5, O00 
$26,000__ 6, 000 6, 000 3, 350 3, 950 6, 000 
$27,000 7, 000 7, 000 3, 600 4, 300 7, 000 
$28,000_ 8, 000 8, 000 3, 850 4, 650 8, 000 
$29,000__. 9, 000 9, 000 4, 000 5, 000 9, 000 
$30,000 .__ 10, 000 10, 000 5, 000 5, 350 10, 000 


195 percent of $9,000 value plus 75 percent of excess; maximum mortgage $20,000 

295 percent of value up to $9,000); »3 percent of first $9,000 plus 73 percent of excess for values over $9,000; 
maximum mortgage $20,000. 

398 percent of $10,000 value, plus 92 percent of next $5,000; plus 75 percent of excess; maximum mortgage 
$25,000. 

498 percent of $10,000 value; plus 92 percent of next $5,000; plus 75 percent of next $5,000; plus 65 percent of 
the excess; maximum mortgage $30,000. 

5 96 percent of $10,000 value; plus 85 percent of the next $6,000; plus 70 percent of excess; maximum mortgage 
$20,000. 
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EXHIBIT IV 


VA- FHA HOME BUYERS ARE GOOD MORTGAGE RISKS 


(Repayment experience under FHA and VA programs) 


Millions Millions 
‘of loans of loans 

















VA Home Loans Guaranteed FHA mortgages Insured 
under Section 203 


4,764,000 


3,395,900 


1,520,200 


Total Repaid Claims Total Repaid Foreclosed 
loans paid mortgages 
guaranteed insured 
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NATIONAL AssociIATION OF HoMrE BUILDERS 


RESULTS OF TELEGRAPHIC SURVEY OF MORTGAGE MARKET CONDITIONS, MID-MARCH 
1957 


In mid-March, President George Goodyear sent the following telegram to all 
affiliated local associations and chapters: 

“Urgent. Require by Friday March 15 updating information you sent answer- 
ing my telegram January 28. Please advise whether mortgage situation now 
better, same, or worse than at time of your earlier reply plus any other information 
on need for increasing GI rate to 5 percent in your community. Urgent.” 

Copies of the replies to these questions are attached. 


NEW ENGLAND 
Bridgeport, Conn. 
Mortgage situation worse. Lending institutions sitting tight waiting for forth- 
coming legislation. No GI money available; need 5 percent.—JAcKsON Porrer, 
executive vice president, Home Builders Association of Fairfield County. 


New Haven, Conn. 

Retel policies still the same as our telegram of January 29. However, there 
is a slight loosening of the mortgage money in this area at this time.—P. J. 
Lovett, executive secretary, Home Builders Association of Greater New Haven, 


Ind. 


Hartford, Conn. 


Mortgage situation in Hartford County about the same as reported January 28. 
Little or no money available for GI mortgages at present rate of interest.—CLay- 
TON W. JOHNSON, executive vice president, Home Builders Association of Hart- 
ford: County, Inc. 


Burlington, Vt. 

Local mortgage money available to buyers passing cautious screening at mini- 
mum 10 percent down FHA and VA, 30 percent to 40 percent down for straight 
bank loans. VA loans being discouraged. Too many higher priced speculative 
homes being built to reach non-VA, FHA market. Trouble may ensue. VA 
under appraising consistently, despite our repeated attempts toward realistic 
appraisals. Local directors meeting next week to seek Gordon Hazels assistance 
in correcting this condition. FFHA very cooperative with our new organization. 
Fewer starts locally with money situation worsening.—D. JAmsEs HI, director, 
Home Builders Association of Vermont. 


Boston, Mass. 

Large Boston lender started 3 point discount last week. Situation obviously 
worse here.—CHARLES R. BRAGG, managing director, Home Builders Association 
of Greater Boston. 


Lowell, Mass. 


Mortgage situation has grown worse. We strongly urge that the increase of 
the GI rate be made 5 percent. If increase is not granted there shall be no GI 
money in this area during 1957.—GiLsert G. CAMPBELL, president, Home Build- 
ers Association of Greater Lowell. 


Worcester, Mass. 
Housing starts down more than 30 percent. This area mostly VA mortgage 


funds for VA program at 4!$ percent being cut drastically to prevent siphoning 
off further available funds from mortgage to corporate bond field. We urge 
immediate increase to 5 percent GI rate.—EpGar J. BoNNETTE, president, Master 
Home Builders Association of Worcester County. 
Providence, R. I. 

Mortgage situation worse. Last week banks were asking 3 points for VA 
mortgages making it highest yet in this area.—Ross Daaara, executive director, 
Home Builders Association of Rhode Island, 


MIDATLANTIC 
Albany, N. Y. 

Local mortgage market getting tighter. All builders now out of VA market.— 
Joseph Biance, executive director, Home Builders Association of Albany, Ine. 
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Hempstead, N. Y. 

Re your telegram. Mortgage situation remains virtually the same as reported 
to you February 28. If anything situation is worsening.—Robert S. Hunt, execu- 
tive vice president, Long Island Home Builders Institute, Inc. 


Rockland County, N. Y. 

Mortgage picture improving slightly in this area.—Jas. Moody, executive direc- 
tor, Rockland County Home Builders Association. 
New York, N. Y. 

Situation same with delayed action. No funds available at 4% percent only 
with 10 to 13 percent discount. Lending institutions have taken GI panels 
subject to increase of interest rate 25 percent. If not builder will have to accept 
conventional mortgage at 544 percent which leaves no GI market.—B. Joseph 
DiSessa, president, Bronx Home Builders Association, Inc. 


Niagara Falls, N. Y. 

Mortgage situation same as before. No money available-—Anthony P. Soluri, 
executive secretary, Niagara Falls Home Builders, Inc. 
Rochester, N. Y. 

Re wire since our telegram of January 29. Local institutions are asking 44 per- 
cent discount on GI loans 20-year basis, 5 percent discount 30-year basis. One 
institution refusing any GI loan.—-Wm. J. Hill, Rochester Home Builders 
Association. 


Syracuse, N.Y, 


Mortgage situation not improved. Five percent would help.——James L. Fiore, 
president, Home Builders Association of Greater Syracuse, Inc, 


Schenectady, N. Y. 

Mortgage situation unimproved. Continues bleak unless interest rate increased 
to 5 percent. VA mortgages will be unobtainable here.—John J. Cassidy, exeeu- 
tive secretary, Home Builders Association of Schenectady. 

Buffalo, N. Y. 

Mortgage market has not changed in this area since our last wire of January 28, 
GI rate increase still a must for western New York.—Niagara Frontier Builders 
Association. 


Albany, N. Y. 


Retel 13th. Money getting tighter. Builder abandoning GI construction. 
Rochester reports Fairbanks just decided to require payment of 4%; 5% points for 
GI money. No points paid before.—Joseph F. Degnan, executive director, New 
York Home Builders Association. 


Johnstown, Pa. 

Mortgage situation remains same in this area as of January this year.—Wm. 
Schaefer, executive secretary, Home Builders Association of Greater Johnstown. 
Pilisburgh Pa, 

Mortgage situation worse than ever. VA mortgages not available regardless 
of points. Conventional available on a select basis as is FHA. FHA at 3 points, 
urge positive action so VA building ean resume.—Richard B. Irwin, executive 
secretary, Home Building Association of Metropolitan Pittsburgh. 

Baltimore, Md. 

As to your telegram on mortgage situation. We advise that there has been 
no improvement and the feeling is that we must have 5 percest VA to sustain 
the home builders market. We cannot continue to operate at 4% pereent rate 
for VA.—Jack B. Candler, executive secretary, Home Builders Association of 
Maryland. 


Hampton, Va. 

Mortgage situation worse. VA loans at 4%% percent nonexistent. Action 
urgently needed increasing GI rate to 5 percent. Money available for FHA 
immediate delivery. However, discounts still prevailing tough on builder all 
around.—William F. Miller, executive secretary, Home Builders Association of 
Virginia Peninsula. 
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Norfolk, Va. 

Money situation worse than month ago. Absolutely no funds available at 
4% percent. VA program dead this area, if increase to 5 percent is not granted. 
Many vets this area due to naval installation. They will be hurt—Wm., A. 
Molster, Jr., executive secretary, Tidewater Association of Home Builders. 


Roanoke, Va. 

Reurtel 13th. No GI money available at less than 8 to 10 points discount, 
hence no houses being constructed at this time in this area. Impossible for 
builders to stand discount and remain in business. It is our feeling as are indica- 
tions from some of our loan sources that there will be a market for GI loans with 
interest of 5 percent. Definite urgent need for raising interest rate to 5 percent 
or markets will be completely closed.—W. E. Long, executive secretary, Roanoke 
Valley Home Builders Association. 


Petersburg, Va. 

_ Mortgage situation worse. Housing starts down 60 percent this area. VA- 
insured housing at virtual standstill due to inability to obtain mortgage money 
except at prohibited cost to builder. Urge 5 percent VA-interest rate. If not 
increased, VA housing will cease completely this area.—Geln T, Hastings, Jr., 
secretary, Home Builders Association of Southside, Va. 

Atlantic City, N. J. 

Reply your wire March 14, VA mortgages for 12 points, GI program frozen 
in this area. Already effect of increase to 5 percent would be to restore approxi- 
mate status of 1955.—Gerald A. Carr, president, Atlantic Home Builders. 
Camden, N. J. 

Answering your wire, VA mortgage situation worse than January 28. VA 
mortgages generally not available. However, a few sources at prices of 92 and 93. 
Subcontractors are experiencing extreme financial difficulties and unemployment 
is increasing.—Harry E. Smith, executive vice president, Home Builders League 
of South Jersey. 


Newark, N. J. 

Mortgage situation not improved. Delay in the adjustment of VA rate and 
FHA downpayments making situation worse.—John S$. Wright, executive vice 
president, New Jersey Home Builders Association. 

Cranford, N. J. 

Reply your wire this day, no VA activity in this area. No increase in GI 
rate will write finish to VA building.—Haline Latawiec, executive secretary, 
Home Builders Association, metropolitan New Jersey. 


New Brunswick, N. J. 

Reference mortgage situation, situation no better than before. Money still 
tight. Increase of GI rate to 5 percent may help but to very minor degree.— 
John P. Dwyer, executive director, Home Builders Association of Raritan Valley. 


Manasquan, N. J. 

Mortgage situation no better. Of some 10,000 carpenters, masons, and other 
trades in area, about one-third laid off in past 2 to 3 months. Starts almost cut 
in half January 1, 1956, to January 1, 1957. Applications by vets dropped from 
10,000 to 6,000 in same period. Condition critical—Jack Little, executive 
secretary, New Jersey Shore Builders Association, 


SOUTH 
Charlotte, N. C. 

Overall supply of 44% care VA mortgage funds is smaller than January, There 
is still a very limited and selective supply at excessive discounts of 6 and 7 points. 
Current market price for mortgage money here is 5% percent at par and conse- 
quently VA loan program is at a standstill. Individual veteran seeking a home 
loan is receiving a flat “no’’ from local mortgage lenders. Increase to 5 percent 
would tend to increase supply and lower discount to a more usable price, making 
homes available to veterans.—Robert W. Barker, executive director, Home 
Builders Association of Charlotte. 
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Aiken, S. C. 

Impossible to secure VA financing under any circumstances in Aiken County 
unless we pay a sacrifice discount of 10 percent through broker to FNMA.— 
Aaron Gollighugh, secretary, Aiken Chapter of National Association of Home 
Builders. 


Columbia, S. C. 

Mortgage situation in Columbia critical. Need for increase of GI rate to 5 
percent immediately. Encourage this bill being passed in Congress,—Thomas 
N. Bagnal, secretary, Home Builders Association of Columbia, South Carolina. 


Atlanta, Ga. 

Mortgage situation in Georgia same as reported to you previously. Money 
available only at 8 to 10 points discount and none of that for GI loans. Situa- 
tion grave, GI bill building program at a standstill—Kinne Sutton, executive 
vice president, Home Builders Association of Georgia. 

Rome, Ga. 

As stated in my telegram January 29 no mortgage money available in this area 
for VA-guaranteed loans. Construction starts have decreased considerably, 
many layoffs. Only builders with prior commitments still building GI homes 


(very few of these commitments left). Uncertainty of finances prevents building 
activity.—S. I. Spector, secretary, Home Builders Association of Rome. 


Savannah, Ga. 

Re your wire March 13. Mortgage situation same as January 28. One of 
our twelve local savings institutions peldges $2 million in loans if VA rate goes 
to 5 percent. If rate is not increased building will be off 40 percent in Savan- 
nah,—Oliver R. Toomey, executive director, Home Builders Association, of 
Savannah. 

Atlanta, Ga. 

Local mortgage situation unchanged since earlier information was supplied. 
Feeling still persists that VA program is done for unless interest rate is increased 
to at least 5 percent. Market is off considerably from sale period last year.— 
John K. McDorman, executive vice president, Home Builders Association of 
Metropolitan Atlanta, 


Tallahassee, Fla. 

tetel mortgage brokers this area advise strong interest in 5 percent FHA 
120-day delivery. Some interest 44% percent VA immediate delivery 91 to 92. 
Also sources indicate increase to 5 percent VA will bring VA price to 97.—Frank 
Branan, Jr., executive secretary, Home Builders Association of Tallahassee. 
Pensacola, Fla. 


No such thing as VA money in this area at less than 9 percent discount.— 
Jerry L. Brown, president, Home Builders Association of West Florida. 


Tampa, Fla. 

Retel March 13. We have no present source of VA money. There has not 
been any for months and won’t be any till VA rate is made competitive. The 
situation keeps getting worse in regard to local builders and veterans who are 
now trying to buy homes. Please advise Congress everybody wants rate raised 
Congressmen who we assume are already well housed. Please advise Congress 
the VA program previously made possible almost 70 percent of Florida’s new 
housing. Please advise Congress this unscheduled shutdown of the VA program 
has played havoe with more than one builder. Bail out practices are rife.—Don 
T. DeVevoise, executive secretary., Home Builders Association. 

Orlando, Fla. 

Practically no VA program in this area at present time. Will be none unless 
there is a raise in the interest rate-—Jack Demetree, secretary, Mid-Florida 
Association of Home Builders. 


Jacksonville, Fla. 
Mortgage situation same. Urgent need for increase 5 percent GI rate.— 
Home Builders Association of Jacksonville. 
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Orlando, Fla. 

Situation concerning GI loan about same or worse than previous wire. Need 
increase to 5 percent or program dead in this area.—Ray N. Erskine, executive 
director, Home Builders Association of Florida. 


Palm Beach, Fla. 


Mortgage situation worse today with VA’s nonexistent and conventional finane- 
ing available at 60 percent of appraisal maximum term 12 years at 6 percent also 
in short supply. FHA’s improved with discounts ranging from 2 percent for 
excellent individual loans to 7 percent for proposed projects. Pratt & Whitney 
Aircraft has made survey indicating that when new employees arrive here during 
1958 that at present rate of construction a serious housing shortage will exist. 
If this shortage actually occurs, it will not be due to available land, qualified 
builders, subcontractors, material supply, or labor. It will be due to only one 
reason, lack of residential mortgage money.—R. M. McClintock, executive secre- 
rary, Home Builders Association of Palm Beach County. 


Lakeland, Fla, 

Mortgage situation worse. No market on 4% percent VA’s immediate or 
future. FHA’s quotations 5 percent discount on futures 4 percent on immediate’s, 
plenty conventional at 6 percent. Personally and a large portion of the member- 
ship favor administration bill—Ronald P. Blake, president, Polk County Home 
Builders. 


Birmingham, Ala. 

Condition unchanged as per telegram of January 29.—J. L. Baswell, Birming- 
ham, Association of Home Builders. 
Dothan, Ala. 

teference your telegram. GI mortgages are available this area with 12 percent 
discount. No builders are selling. The demand from GI purchasers is high, 
Five percent interest rate GI loans would provide immediate relief—H. P. 
Bracewell, president, Home Builders Association of Dothan, 

Mobile, Ala. 

Mortgage situation in the Mobile area indicates no improvement.—Howard 
Johnson, executive secretary, Home Builders Association of Mobile. 

San Juan, P. R. 

Mortgage situation in this area unchanged since last report. Increase in GI 
rate necessary or sales to veterans will practically cease.—Francisco Fortuno, 
executive secretary, Home Builders Association of Pucrto Rico. 

Little Rock, Ark. 

Mortgage situation has not improved. Still impossible to get 44% percent GI 
money.—Judy Dishongh, Arkansas Home Builders Association. 
Baton Rouge, La. 

State of mortgage money in Baton Rouge critical. Brokerage increased to 10 
percent in some cases beg for flexible rate. Would settle for 5 percent interest 
rate.—Mrs. Jayne Shores, executive secretary, Home Builders Association of 
Greater Baton Rouge. 

Monroe, La. 

Retel. Situation unchanged this area mainly because it couldn’t be worse.— 
Tom MacKay, executive secretary, Northeastern Louisiana Home Builders 
Association. 

New Orleans, La. 

The mortgage situation has grown even tighter, if that’s possible, since we last 
messaged you in reply to your January 28 request for a report on conditions in 
this area.—Fred J. Forstall, president, Home Builders Association of Greater 
New Orleans. 

Owensboro, Ky. 

Situation remains the same with regards to mortgage funds. Failure to raise 
rates to 5 percent will kill VA program.—John W. Beard, executive vice president, 
Home Builders Association of Owensboro. 
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Louisville, Ky. 

Mortgage money has begun to loosen up. It is primarily local savings and loan 
funds and all conventional. VA and FHA discounts are prohibitive when avail- 
able. Only VA and FHA loans are available through largest prefab firms accept- 
ance firms. Small scale builders here cannot get VA and FHA. Doubt that VA 
raise to 5 percent would be of much help.—Robert M. Johnston, secretary, 
Home Builders Association of Southern Indiana. 


Chattanooga, Tenn. 

No change in GI money situation in Chattanooga. There is a definite need for 
the one-half percent increase to make GI money competitive with FHA.— 
J. C. Gregory, executive director, Home Builders Association of Chattanooga. 
Memphis, Tenn. 

The mortgage situation in Memphis has become worse. The only funds avail- 
able for VA loans are from FN MA at an 84 percent discount. Local lenders say 
their investors would be interested in VA with a small discount if interest is raised 
to 5 percent. All of former VA commitments will soon be used. No new VA 
housing being planned.—Frank H. Berfield, executive director, Home Builders 
Association of Memphis. 


Knoxville, Tenn. 

GI loan practically nonexistent in Knoxville area due to 414 percent interest rate. 
We consider the situation beyond the critical stage. It was critical months ago.— 
David D. Dickey, executive secretary, Home Builders Association of Knoxville. 
Johnson City, Tenn. 

Supplement our previous report concerning mortgage situation, there is no 
radical change though, if anything, money is slightly tighter. VA guaranteed 
or direct loans are nil.—Went Herrin, executive director, Home Builders Associa- 
tion of Tri Cities. 

NORTH CENTRAL 
Flint, Mich 
te your telegram of March 11 on GI rate to 5 percent. GI program this area 
dead. Only previous commitments now being used for building.—Paul S. 
Coughlin, executive secretary, Flint Association of Home Builders. 
Detroit, Mich. 

If anything, situation worse with regard to GI financing. Need for increase 
most urgent.—I. H. Yackness, executive vice president and general counsel, 
Builders Association of Metropolitan Detroit. 


Lansing, Mich. 

Checked mortgage situation this morning. Positively no GI money available; 
will be some if interest rate is increased. FHA and conventional mortgage 
money is now available—Walter Neller, Home Builders Association of Lansing. 

Banks in Lansing area as well as most of Michigan and all savings and loan 
institutions in State are not accepting VA loans. Waiting rate increase.—L. M. 
Saunders, executive secretary, Home Builders Association of Michigan. 

Jackson, Mich. 

fetel. Most home builders Jackson, Mich., area laying off workmen and sub- 
contractors. No mortgage money on VA or FHA of any kind available through 
local institutions. No outside mortgage source. Builders most discouraged by 
failure of Congress to raise VA rates to a feasible level. Discounts when available 
are 12 percent on VA loans.—Benjamin Trumbull, secretary, Home Builders 
Association of Jackson. 

Saginaw, Mich. 

Answering vour wire. Mortgage situation here same as January 28 wire. GI 
points still 8 to LO with very little money available locally on low downpayments. — 
R. O. Park, executive secretary, Home Builders Association of Saginaw. 
Champaign, Ill. 

Mortgage situation same in Champaign County.—Robert 8. Hutchens, secre- 
tary, Home Builders Association of Champaign-Urbana, 








444 HOUSING AMENDMENTS OF 1957 


Chicago, Ill. 

In the Chicago area there is no new VA money and no prospects of any at 4% 
percent. This also means no low-cost housing. There would be VA money at 
5 percent, with price estimated at 96 to 98. Five percent FHA market is work- 
ing.—John R. Downs, executive vice president, Chicago Metropolitan Home 
Builders Association. 


Peoria, Ill. 

VA mortgage condition same. Increase to 5 percent will lower discounts to 
builder rather than increase supply.—Paul C. Kroeger, secretary, Home Builders 
Association of Peoria. 


Rockford, Ill. 


No change in mortgage situation this area. GI loans at complete standstill 
under 4%-percent interest rate-—Howard H. Hicks, executive secretary, Home 
Builders Association of Rockford. 


Fort Wayne, Ind. 

No change in mortgage situation in Fort Wayne area since January. Money 
still tight with no 4% percent VA loans being made. Some FHA 5-percent money 
available at 3 to 4 points discount.—Home Builders Association of Fort Wayne. 
Lafayette, Ind. 

Have checked again today with all local lending institutions in regard to VA 
rate. Hike scattered few VA loans being processed in this area. Raise will surely 
help this situation but they will still screen borrower very carefully along with 
proposed location of property. Plenty of mortgage money available to qualified 
buyers on conventional financing. Great demand for $17,000 to $20,000 homes, 
Have asked cooperation from members of local association veterans and their 
families.—Richard J. Mickle, secretary, Home Builders Association of Greater 
Lafayette. 


Crown Point, Ind. 

Northern Indiana situation worse now. GI program will stop unless 5-percent 
rate is attained.—Wayne Kurtz, president, Home Builders Association of North- 
ern Indiana. 


Duluth, Minn. 

Mortgage situation worse than previously reported January 28. No GI money 
available—Roy E. Howard, executive secretary, Home Builders Association of 
Duluth. 

Minneapolis, Minn. 

Mortgage situation has not changed here since January 28 telegram. Local 
builders are planning no VA program this year because 6-percent discount is 
prohibited in this area on account of small overhead and profit percentage allowed 
by local VA office—W. D. Coffman, president, Minneapolis Home Builders 
Association. 








Rochester, Minn. 

Mortgage situation not greatly changed since March 15. GI discount 6 points 
downpayment requirements. Increasing very few GI loans being processed 
under present conditions—D. H. Grina, secretary-treasurer, Home Builders 
Association of Rochester. 


St. Paul, Minn. 


Reur telegram regarding March 14 mortgage situation no better remain same 
as January. Increase in GI rate would not have much effect on discount rate 
in this areg, but strongly urge increase. Present time GI building at complete 
standstill—John E. Bohman, executive director, Home Builders Association of 
St. Paul. 

Rapid City, S. Dak. 

Mortgage situation no better than in January. Five-percent GI rate in com- 
munity would help.—Kenneth C. Hanna, secretary-treasurer, Home Builders 
Association of Rapid City. 
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Janesville, Wis. 


Mortgage situation for VA-financing much worse. Latest one approved that 
I know of carried an 11-point discount. Builders of this area are refunding 
veterans their money because of impossible situation. No builder I know of is 
even attempting VA financing. Unless interest rate is increased the program is 
finished in this area.— William C. Bontly, Jr., executive secretary, Rock County 
Builders Association. 


Milwaukee, Wis. 


Situation unchanged. No VA loans available. Excessive discounts make 
activities impossible; veterans at impasse in securing own home unless 5-percent 
rate effected. —Joseph J. Mollica, president, Milwaukee Builders Association. 


Ames, Iowa 


Situation is worse than on January 28. Must have 5 percent on GI rate or no 
VA loans will be made in this area. Here in Ames 40 percent of all homes built 
in 1956 were sold with GI loans. 1957 housing will be seriously hurt without 
available GI financing.—Robert Friedrich, president, Home Builders Association 
of Ames, Iowa. 


Cedar Rapids, Iowa 


Conditions the same as previously reported per wire of January 28 except 
builders are slowed to 30 percent of seasonal production even though weather 
conditions have been very favorable for spring starts—Raymond D, Orr, 
secretary, Home Builders Association of Cedar Rapids. 


Clinton, Towa 


GI mortgage situation same as you reported to House Veterans’ Affairs Com- 
mittee. No GI money available than regular lenders this locality. As home 
builder especially interested in veteran housing I am recommending all veterans 
forego hope of obtaining GI loans until interest rate increased comparable to 
FHA to attract available funds.—John Banker, Jr., secretary, Clinton Chapter 
of National Association of Home Builders. 


Davenport, Towa 


Mortgage situation in our area at this time remains about the same as January 
28, 1957. Insurance companies now accepting FHA loans. GI situation 
unchanged.—Quad City Association of Home Builders. 


Fort Dodge, Iowa 


Mortgage situation at all time low. No money available. In favor of 
increasing GI rate to 5 percent.—Albert Habhab, executive secretary, Home 
Builders Association of Fort Dodge. 


Des Moines, Iowa 


No change in mortgage situation —Ralph W. Canine, Home Builders Associa- 
tion of Des Moines. 


Waterloo, Iowa 

Answering wire March 14. Wish to advise no VA mortgage funds available 
exception of cases of discounts of 7 percent or more. Situation more desperate 
each month as to mortgage funds; 5 percent rate if approved would release fair 
supply of mortgage money. Financing here for veterans hopeless if interest rate 
is not increased. Building starts slow. More need for GI money for 57 market 
necessary in order to meet demand. Our association urge immediate increase in 
GI interest rate.—Russell Hill, treasurer, Home Builders Association of Waterloo, 
Towa. 


Kansas City, Mo. 


Retel. VA mortgage situation same and in some cases worse due to more 
giving up the program. One example is a savings and loan requiring 10 points 
and still expressing little interest in taking the loan. Action urgent to increase 
VA rate to 5 percent to salvage what remains.—Leo Mullin, executive vice presi- 
dent, Home Builders Association of Greater Kansas City. 





Springfield, Mo. 

VA loan activity remains at a standstill in this area with discounts to 15 per- 
cent being refused. Rate increase to 5 percent would relieve situation market 
here for trade in as well as new housing.—Verlene Franson, executive secretary, 
Home Builders Association of Springfield. 
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Lincoln, Nebr. 

Supply of money for conventional 5% and 5% and 5 percent FHA slightly 
better. No money for VA and 4% percent or if at all at 94. Only GI loans being 
made are ones with prior commitment or as a favor to an individual borrower.— 
Lois Hillyer, executive secretary, Home Builders Association of Lincoln. 


Omaha, Nebr. 


Typical builder answers appraisals still low and tough to find financing. Still 
6 to 10 discounts on GI. Conventional money available at 6-percent interest, 
No VA FHA cash. GI moves at 7%-percent discount. FHA mortgage money 
available but commitments difficult with delayed service. No material change 
but market opened a little FHA 96 to 98 GI 92 to 94. No change. No GI. 
Discounting FHA 97.—John Bolin, executive officer, Omaha Home Builders 
Association. 


Canton, Ohio 


Mortgage situation definitely better here. Still great need for 5 percent GI.— 
J. H. Imler, executive secretary, Home Builders Association of Stark County. 


Cincinnati, Ohio 
Situation worse. Allocated mortgage money does not include any VA money 


all FHA. If raised to 5 percent might include VA. At present, lending institu- 
tions feel discounts for VA money would be excessive-—Home Builders Associa- 


tion of Greater Cincinnati. 


Dayton, Ohio 

No material change in mortgage situation since our wire January 28. Strongly 
urge raising GI rate. Very badly needed here.—J. Everett Christiansen, Mont- 
gomery County Builders Association. 


Defiance, Ohio 

Replying to your instant request, mortgage money situation still tight. No 
GI money available at present interest rate. Five percent money for GI loans 
will not attract too much money under the present tight money situation in this 
area.—D. J. Gype, secretary, Home Builders Association of Defiance County. 


Chillicothe, Ohio 


Mortgage situation in Chillicothe, Ohio, no better. GI market is dead if 
interest rate remains at 4% percent. Builders here making no plans for GI 
housing unless rate raised to 5 percent.—F. P. Boyer, secretary, Home Builders 
Association of Ross County. 


Cleveland, Ohio 


Mortgage situation in Cleveland, Ohio, on GI loans has not changed. Builders, 
suppliers, and allied industries have been sharply hurt by lack of money and 
questionable as to how long they can continue this way. Many suppliers oper- 
ating at 50-percent production and cannot maintain overhead. Builders unable 
to provide GI homes under present point requirements. There is a lot of demand 
for GI housing in Cleveland. Local lenders state money will be available at 
reduced point requirements when GI interest rate goes to 5 percent. Urgent 
GI interest rate go to 5 percent immediately —J. B. Leibrock, executive vice 
president, Home Builders Association of Greater Cleveland. 


SOUTHWEST 


Oklahoma City, Okla. 


Mortgage situation about same as information sent on January 29 except GI 
loan situation worse.—Thomas 8. Morris, president, Oklahoma City Home 
Builders Association. 

Lawton, Okla. 

Mortgage market hasn’t improved very much. Our main market is VA. 
Therefore, we need the interest rate increased badly. We can’t take 8-percent 
discount and survive. If the FHA downpayment were lowered we could create 
FHA market.—Joe White, president, Lawton Home Builders Association. 

Ponca City, Okla. 

Loan situation much worse. No loan company will make 434-percent loans at 
any discount now poll of local home builders and local contractors shows no GI 
starts until there is an interest increase.—Charles Musser, secretary, Home 
Builders Association of Ponca City. 
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Enid, Okla. 


Mortgage situation same as in previous telegram. No GI money available 


any price. Evidence more FHA investors interested buy only on very selective 
basis.—Home Builders Association of Enid. 


Oklahoma City, Okla. 


Answering your night letter of the 13th instant. Made another check— 
mortgage situation about the same. Going discount on GI loans now 8 to 8% 
percent. About only GI’s being built are those that commitments had already 
been made and started. I appeared on the program of the State Plumbing and 
Heating Contractors of Oklahoma last Saturday at Lawton, Okla. (their State con- 
vention), and I gathered this information: ‘“The mortality rate for plumbers across 
the Nation had reached an alltime high of 87.7 percent.’”” The majority of these 
business failures were from the tight money situation and low FHA-VA appraisals 
and the dropoff in housing starts from those causes.—W. T. Jameson, president, 
Home Builders Association of Oklahoma State. 


Odessa, Tex. 

Local mortgage money availability very critical. Average discount now 8 per- 
cent.—Irving Yudin, secretary, Home Building Association of Odessa. 
Beaumont, Tex. 


Mortgage situation same. Nil at 443 pereent—Joe Trum, executive secretary, 
Home Building Association of Sabine Area. 

Abilene, Tex. 

The only market we have at present for VA housing in Abilene is FNMA. 
There are no quotations from any other source. GI housing has dropped to a 
trickle, and unless interest rate is raised VA program will definitely be over in 
another 30 to 45 days. Situation here now is definitely worse than in January.— 
Miles Fox, president, Home Building Association of Abilene. 


Lubbock, Tex. 

No funds available for GI loans at present rate. Lenders indicate more funds 
will be available at 5 percent. Situation this area worse than previously re- 
ported.—Cecil Jenning, president, Home Building Association of Lubbock. 

Waco, Tex. 

GI loan situation critical. When available, discount ranges from 7 to 10 per- 
cent. Program finished here unless interest raised on funds made available from 
some unknown source.—Board of directors, Waco Home Building Association. 


Tyler, Tex. 


No change in GI mortgage situation. Need 5 percent badly.—J. G. Powers, 
president, Home Building Association of Tyler. 
El Paso, Tez. 

Mortgage market same in E] Paso as reported in January. Local sentiment 
that GI rate increase to 5 percent would help when combined with discount. 


Our range from 91 on up depending on downpayment and location Home 
Builders Association of El Paso. 
San Antonio, Tex. 

Extreme limited supply; 44% percent VA mortgage funds available with 7 to 10 
percent discount rates prevailing with only select properties considered. Situa- 
tion growing worse with new housing starts dropping every month caused by lack 
of adequate financing. Believe if interest rate is not increased no funds will be 
available for VA loans. However, a 5 percent interest rate would create a 
limited supply of funds. Urge action immediately by Congress.—W. Seldon 
Hale, Jr., executive vice president, Home Builders Association of San Antonio, 
Amarillo, Tex. 

Mortgage situation same as in January. We need VA money but don’t antici- 
pate getting any at a reasonable rate unless interest is increased.—Lois Mc- 
Sweeney, executive secretary, Texas Panhandle Home Builders Association. 
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Houston, Tez. 


GI starts down 80 percent since fall of 1956. Less than 1 month normal supply 
of GI homes now on hand in Houston market. Reduced drastically last 60 days; 
444 percent mortgages available only at ridiculous 10 and 11 percent discounts. 
Only thing that can save GI program until comprehensive housing act adopted 
is increase interest rate to 5 percent.—Gordon Neilson, executive vice president, 
Home Builders Association of Houston. 


San Angelo, Tex. 


San Angelo, Tex. area mortgage situation worse than in January. VA loans 
virtually nonexistent for new placements. The few available cost 1 to 2 points 
more than in January this year. Present cost ranges 9 to 12 points. Interest on 
conventional and FHA increasing in cost, becoming less available. Residential 
construction this area estimated 60 percent below normal and becoming increas- 
ingly critical. VA increase to 5 percent will help, not cure-——Home Builders 
Association of San Angelo, Tex. 


Dallas, Tex. 

Reurtel. Dallas supply VA mortgages 44$ interest limited at 9214 to 93% 
on 30 years minimum downpayment. FNMA price this area approximately 
92% estimating sale of FNMA stock at 50 cents on $1. FHA commitments at 
5 interest selling at 97 to 98 with sufficient funds available this type mortgage. 
Should Congress fail increast VA to 5 interest there appears no hope any increase 
VA starts but steady decrease. Lenders and builders feel confident VA increase 
to 5 would bring money into the market at 97 to 98, particularly from savings 
and loans which are advertising money to lend. One important lender points out 
lenders becoming more disturbed at conditions forcing them to demand unreason- 
able discount of builder, tending force lender shy away because of obvious hardship 
to builder under such terms.—Herbert Deshong, executive secretary, Home Build- 
ers Association of Dallas County. 

Corpus Christi, Tex. 

VA mortgage market more critical than January 28. Mortgage lenders will 
not close GI loan without advance commitment from FNMA. FNMA price 
94 less one-half point. Purchasing marketing less 2 percent. Stock purchase 
requirement less 1 percent advance commitment fee. No GI loans being offered 
by builders on this basis. Necessary immediate relief be given—Home Builders 
Association of Corpus Christi. 

WEST 
Salt Lake City, Utah 

Retel March 13 and 14. FHA eased a little but GI still critical unless get 
5 percent increase.—Arthur Christiansen, president Home Builders Association 
of Utah. 

Billings, Mont. 

Since last informing you January 30 mortgage situation now worse. Urge 
redouble efforts to increase GI rate to 5 percent.—William J. Bowman, secretary, 
Home Builders Association of Billings. 


Boise, Idaho 

Situation slightly better due probably to increased interest on savings. Need 
still urgent for 5 percent GI.—Robert J. Hart, executive secretary, Home Builders 
Association of Southwest Idaho. 


Idaho Falls, Idaho 

Mortgage money tight. Conventional loans at 6 percent available. FHA at 
544 points discount. No GI home will be available unless interest rate increased.— 
Jack Jensen, secretary, Home Builders Association of Eastern Idaho. 


Colorado Springs, Colo. 

The VA mortgage situation about same. FNMA only market below 20 per- 
cent down. Believe increase in GI rate to 5 percent would only raise FN MA price 
to 954-9614 net. Would not create private capital loans less than 10 percent 
down. Few builders building VA here. Urgent increase to 5 or 534 absolutely 
necessary.—Richard D. Prigmore, president, Colorado Springs Home Builders 
Association. 


| 
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Denver, Colo. 

Re your wire March 14. Mortgage situation about same as in late January. 
Definitely need increase on GI rate this community.—Edward T. Rice, executive 
vice president, Home Builders Association of Metropolitan Denver. 


Pueblo, Colo. 

No improvement in money situation here. 25 year 5 percent FHA, at 5 per- 
cent discount; 444 percent FHA and VA, at 9 to 10 percent discount.—Thomas 
Downen, president, Home Builders Association of Pueblo. 








Casper, Wyo. 

Still no GI money available. Situation working hardship on qualified veterans 
in this area.—Heizer, executive secretary, Home Builders Association of Casper. 
Eugene, Oreg. 

Conditions here are worse. The only lender in VA on January 28 withdrew 
February 6. Banks still open in token to customers at 15-year amortization. 
VA mortgages at standstill. FHA picking up. Our lumber industry needs 5 
percent VA in spite of Mr. Porter’s theory.—S. Cliff Codding, secretary-treasurer, 
Home Builders Association of Eugene. 


Portland, Oreg. 

Conditions worse. Larger firms very reluctant to lend GI. Selective lending 
at 6 to 10 points VA loan applications, proposed homes February 1956, 111. Feb- 
ruary 1957, 55. Appraisal request, proposed houses February 1956, 209. Febru- 
ary 1957, 33. These figures entire State of Oregon.—Robert King, executive 
secretary, Portland Home Builders Association. 

Seattle, Wash. 

Reurtel March 13. Rapid check of financing situation this area indicates as 
follows: GI loans, very little available on minimum downpayments except at 
high discount 7 points and better. One lender offers some par at 15 percent 
down very selective purchaser. Second lender offers some financing 5 percent 
GI, 4 percent discount, housing costing in excess of 11,000, very selective purchas- 
ers. Old commitments to builders still being recognized. No new being issued, 
General consensus appears to be if 5 percent VA interest rate allowed considerable 
money will be made available in this area. FHA future looking brighter with par 
markets available at 15 to 20 percent down. High discounts required 1 to 2 
points appears to be tops. FHA minimum downpayment 25-year loans on hous- 
ing over 10,000 going at 314 to 4 points. In conclusion GI market virtually dead 
without interest increase.—J. A. Martineau, executive vice president, Home 
Builders Association of Greater Seattle. 


Spokane, Wash. 

Reurtel March 13. Mortgage situation worse than earlier. No GI money 
available this area. Summary figures ready soon.—Jim Hamilton, executive 
secretary, Home Builders Association of Spokane. 


Yakima, Wash. 

No VA mortgages available now at any price. Suggest increase to 5 percent 
on interest or allow purchasers to pay the discount. Construction down 80 
Orang in this area. Urgently need some adjustment.—Lloyd Hammerstad 
Tome Builders Association of Yakima. 


Los Angeles, Calif. 

Re your telegram March 14. Southern California mortgage situation for FHA 
and VA not improved since January. Still small amount of financing available 
for FHA 5 percent of mortgages at 92 to 94. Negligible amount of financing for 
any type GI 444 percent money nonexistent. GI situation worse than in January. 
Growing policy of local volume builders not to sell homes to vets because of in- 
determinable interest rate. Vets are turned away with explanation that until 
Congress establishes rate no sales to GI except FHA of conventional basis. Over 
$4 million GI paper purchased in January by 1 broker for 91.—George O. Prussell, 
executive vice president, Home Builders Institute. 
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San Jose, Calif. 

No improvement in mortgage finance situation. Critical housing shortage 
developing resulting in cutback of industrial development plans by key industries, 
Increase to 5 percent VA loans vital. Sensible long range financing program must 
be put into effect if industry is to survive.—William P. Nelson, executive vice 
president, Santa Clara County Contractors and Home Builders. 

San Mateo, Calif. 

Mortgage situation our area progressively worse since wire January 30. Points 
required FHA and particularly VA beyond all reason and result in no applica- 
tions.—Harry E. Smith, executive vice president, Peninsular General Contractors 
and Builders Association. 

San Diego, Calif. 

Reurtel refer our wire January 29. No change in mortgage situation still ex- 
tremely critical—Charles A. Taylor, executive vice president, San Diego Builders 
Contracting Association. 


Los Angeles, Calif. 

GI mortgage situation no better. No money available at 44%. Considerable 
conventional money available at rates too high for buyers of lower or medium- 
priced homes. Belief prevalent here that 5 percent VA rate would qualify many 
veteran purchasers unable to buy at conventional rates.—Harry Stewart, execu- 
tive director, Building Contractor Association of California. 

Lafayette, Calif. 

Dear George, “are you serious?’’ You mean there may be a question whether 
things are worse? Since our last telegram some of our members in order to get 
out from under have sold their mortgages at 86, Nota very profitable operation 
at best. VA building has stopped for all practical purposes must have 5 percent 
rate. Unemployment reaching a dangerous stage.—Frederick C. Kracke, execu- 
tive vice president, General Contractors Association of Contra Costa City. 
Berkeley, Calzf. 

No money available at 4% except at exhorbitant discounts. No new GI 
housing. Housing coming into short supply this area resulting inflated values.— 
John I. Hennessy, Associated Home Builders Association of Greater East Bay. 


Sacramento, Calif. 

Tight mortgage market remains about the same in Sacramento area. With 
lenders looking for possible easing in few weeks. Veterans loans still nonexistant 
need for increasing GI rates paramount.—John A. Bristow, president, Associated 
Home Builders of Sacramento. 


Honolulu, T. H. 


FHA money tighter. VA money none. Conventional money tight. Condi- 
tion could be brighter with 5 percent VA money.—E. F. Fitzsimmons, president, 
Home Builders Association of Hawaii. 


Phoenix, Ariz. 

FHA indicates some sign of easing of local mortgage situation. Very little 
VA money available and what is costs.11 points or more. In general, our mem- 
bership feels a stabilization and adjustment of FHA would enable it to take the 
place of VA.—Tom Kane, executive secretary Phoenix Association of Home 
Builders. 

Tucson, Ariz. 

Situation in building industry becoming increasingly desperate. March scale 

layoff eminent. Urgent that VA interest rate be raised from 4% to 5 percent to 


prevent complete collapse of local housing industry.—-R. F. Lusk, Jr., President, 
the Lusk Corp. 


Tucson, Ariz. 


Mortgage situation deteriorating. Discounts on VA loans 10 to 12 percent. 
Must have increase in interest rates or VA housing program will come to a halt.— 


Marvin H. Volk. 
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Albuquerque, N. Mex. 

GI sales are practically at a standstill. Only source of permanent financing is 
FNMA for 2 percent down 30 years quoted at 91% net. No private investors 
except on commitments made several months ago and these at 90%. Majority 
of builders have stopped selling GI except 70 percent or more down. VA says 
that business is only trickling in and that builders are not proceeding with long- 
range plans in view of GI money situation and the short-term aspect of continued 
FNMA operation. Mortgagees’ opinion that 5 percent interest rate would help 
revive GI market is shared by builders and agency people. Most builders report 
a continued active demand for GI sales but cannot see a way to sell and build 
at a profit under present discount situation—-E. Price Hampson, president, 
Albuquerque Home Builders Association. 





NATIONAL ASSOCIATION OF HoME BUILDERS 
FHA AND VA TRENDS SINCE THE FHA RATE WAS RAISED TO 5 PERCENT 


The February housing starts figures at 910,000 units seasonally adjusted annual 
rate, will, we fear, not be the low mark for 1956 unless emergency action is taken. 
Reports reaching us from the field convince us that a continuing decline is in the 
making. : 

The significance of emergency action on increasing the GI rate to 5 percent is 
underlined by a review of the new units in FHA applications when compared 
with the proposed units in appraisal requests. 


! 
New home { Number of Proposed new Number of 
unitsin | units decline unitsin VA | units decline 
Year 1956-57 FHA appli- | from same _ |} appraisal } from same 
| cations | monthof | requests | months of 
} } previous year | 


previous year 


j “Doe = | 





September - - amend seman bad ptess 13, 371 9, 778 | 30, 007 | 15, 056 

October ‘ j 13, 270 5, 922 29, 678 | 13, 465 

November -__- a oh 9, 970 6, 332 21, 941 8, 456 

December “ : 7, 749 5, 630 | 19, 029 5, 863 

January 1957- (~« { 10, 549 | 5, 033 | 18, 924 | 10, 360 

February 1957... 12, 102 } 6, 405 | 20, 170 | 16, 964 
} ! \ \ 





The FHA increase to 5 percent went into effect in December, which was the 
low point in FHA applications in many years. Since that time FHA applica- 
tions have been firming up and the new home units in February applications were 
up by 15 percent from January, which we understand is a more than seasonal 
increase. 

On the other hand, VA appraisal requests have shown a continuing slideoff 
with the declines for the same periods month by month, far heavier than the 
declines in the FHA. The figures also suggest the possibility that there may 
have been some transfer of activity from VA to FHA because the GI interest 
rate at 44 percent stands as a block in the way of getting GI money without 
unbearably excessive discounts. 





NATIONAL ASSOCIATION OF HoME BUILDERS 


February starts drop well below million-a-year rate 

As long forewarned by the home building industry, the seasonally adjusted 
annual rate of private starts dropped to 910,000 in February—the lowest level 
since May 1949, Since the beginning of 1955, the annual rate of housing starts 
has dropped by over half-a-million. 

Altogether, housing starts totaled 65,000 in February, the same as in the pre- 
ceding month, but 17 percent below a year ago. Publicly owned starts num- 
bered 2,500, including about 1,100 units of Capehart-Rains housing. These 
public starts were somewhat less than in the month before, but nearly double 
the year-ago level. 

Private starts, at 62,500, gained only 0.5 percent from January, vy hereas a 
rise of about 11 percent is the normal increase at this time of year. This was 
the lowest February in 8 years. Within the private segment, starts under the 
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VA program declined 18 percent from January to only 9,900 units; FHA starts 
rose 19 percent to 9,500; and conventional starts rose 2 percent to 43,100. All 
categories, however, were below February 1956. 


























! 
Percent Percent change from 
Number change year ago 
Item February 
— from see Maes eee 
January 
February | 2 months 1957 February | 2 months 
I 3 Soe oo chao ctnaadeyddstnoacaas | 65, 000 130, 000 0 | —17 —15 
Private__..... SL a Ga cms bein 62, 500 124, 700 (1) —19 —37 
EI ee 2, 500 5, 300 | —11 +92 +104 
Private starts mean adjusted at an- 

BNE TB cian ons anksSehdied cen oh bts 910,000 | 1,920, 000 | —10 —19 | —17 
NE cithtrtins irk beknmeteire pose pesiews | 9, 500 173, 000 | +19 —27 | —33 
ee 9, 900 21, 900 | —18 —43 | —6 
Conventional starts__.-.-.--.------------ 43, 100 85, 500 +2 —7 | +1 

| | | 








1 Increase of less than 0.5 percent. 


(The following was received for the record :) 


NATIONAL AssocIATION OF Home BUILDERS, 
NATIONAL Hovusina CENTER, 
Washington, D. C., April 2, 1957. 
Hon. Joun J. SPARKMAN, 
Chairman, Subcommittee on Housing of the 
Senate Banking and Currency Committee, 
Senate Office Building, Washington, D. C. 

DEAR SENATOR SPARKMAN: This is in answer to your query, during my recent 
testimony before your committee, on the relative weight to be given higher home 
sales prices in recent years as a re sult both of I: irger and better houses and increases 
in building costs. 

In the first place, it is important to clarify the distinction between the concept 
of “costs” and ‘‘prices.’’ Selling prices on homes since 1950 have risen approxi- 
mately 45 percent, whereas actual construction costs of houses have risen only 
20.8 percent. 

This spread is immediately accountable when the differences in the 1950 and 
1956 homes are examined. For example: the typical 1950 house had only 983 
square feet; the typical 1956 house had 1,230 square feet—plus 26 percent. Two- 
thirds of the 1950 homes were 2-bedrooms or less; 78 percent of the 1956 houses 
had 3 or more bedrooms. More than half the 1950 homes had neither garage 
nor carport; only 30 percent of the 1956 houses had neither carport nor garage; 
92 percent of the 1950 houses had only 1 bathroom, whereas only 49 percent of 
the 1956 homes were 1 bathroom. I am enclosing a sheet which furnishes more 
detail on the differing characteristics. 

As a matter of fact, on a square-foot basis the 1950 home was priced at an 
estimated $10.17 per square foot, while in 1956 the price was an estimated $11.79, 
an increase of only 16 percent. This is an extremely moderate sales price in- 
crease, considering that the home was much more likely to have not only an 
additional bedroom, but other equipment which not only added to the housing 
amenities and improved living standards, but also added substantially to the 
unit cost. 

As for the factors entering into the higher costs, official data of the Bureau of 
Labor Statistics show the following changes since 1950 in building materials 
and prices: 

Percent change 


Construction costs (Boeckh), January 1957: 1956 from June 1950 
8 in = .. +20.8 
Apartments, hotels, and office buildings_ - --- shee as . +27.4 

Building materials price index__- foams shisietin sage ap aces ae 

Average hourly earnings, building constr uction. east td Ms ac. ; » saris bs casio eel 


Specific data on land costs are not readily available. However, several surveys 
made by the NAHB have clearly indicated the considerable rise in land costs to 
be one of the important factors in the increased sales price of the house in this 


=~ hie at 
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period. Between 1950 and 1956, according to the FHA figures, land prices have 
increased about four-fifths. 

Thus, in summary the typical sales price has increased from approximately 
$10,000 in 1950 to $14,500 in 1956. Of this amount, according to our estimates, 
approximately $1,000 can be attributed to increased laxd costs, approximately 
$2,000 can be attributed to increases in the size of the se and additional 
equipment, and approximately $2,000 can be attributed to increases in construc- 
tion costs. With regard to the latter, it is worthy of note, as the figures above 
indicate, that the increase in the overall construction cost index is less than 
either the increase in the cost of the building materials going into that or the 
average hourly wage of labor. These would tend to support a conclusion that 
builders have, in recent years, made more efficient use of the labor and materials 
available to them despite price rises. 

Incidentally, the above figures would indicate that the home-building industry 
has made more effective use of the material and labor made available to it than 
have other types of construction. Home building accounts for only about one- 
third of all new construction. 

Obviously, the increase in costs of materials and labor in the construction field 
during the past 5 years has reflected many other factors than the construction of 
new volume in the residential field alone. Even if substantial cutbacks were to 
be accomplished in home building in this 5-year period through less liberal credit, 
there still would have been an extraordinary demand for construction materials 
and labor from other types of construction not hampered by governmental 
regulation. 

It was the growth situation in our overall economy—not easy credit for home 
building, which generated much of the postwar price increases. It would have 
been of little benefit to the nation at large to have cut back on the volume of GI 
and moderate income housing, while at the same time no decisive steps were 
taken to reduce the huge demand generated in other sectors of a rapidly growing 
postwar economy. 

This point is given further emphasis by a review of the economic statistics of 
the past 2 years. From January 1955 to February 1957, home building volume 
has decreased, on an annual rate, by about 30 percent; other types of construction 
have more than compensated for the home building decline. The net of it, 
despite the decreased volume of home building, construction costs have risen by 
7 percent. 

During the course of my testimony, you also asked about the current situation 
with respect to vacancies in the existing housing inventory. At that time, you 
will recall, 1 pointed out that the vacancy rate has been declining as the housing 
markets have been curtailed through the tightness in money supply. Iam taking 
the liberty of enclosing with this letter a recent summary of the situation with 
respect to vacancies for the information and use of your committee. 

May I thank you again for the opportunity of submitting to your committee 
the materials and facts which we firmly believe support the need for far-reaching 
remedial legislation. The continuing drop in housing starts is an ominous sign 
for the future unless action is taken this year to prevent the industry’s further 
decline and the curtailment of available housing for the American people. 

Sincerely, 





Geo. 8S. GoopyeEarR, President. 


ENCLOSURE A 
New Home CHARACTERISTICS 


A further shift toward larger, better equipped and more expensive homes 
these are some of the trends shown by the latest Bureau of Labor Statistics Survey 
of New Home Characteristics. This survey, which is privately financed (NAHB 
is one of the sponsors), covers starts in the first quarter of this year. While this 
year’s survey is similar to the BLS studies in 1954 and 1955, it is much broader 
in scope. Here are some of the highlight facts about single-family nonfarm 
homes in 1956: 

Median sales prices, $14,600: This was an increase of $900 over the previous 
year, which, in turn had shown a jump of $1,400 over 1954. It is important to 
note that this uptrend has slowed considerably, a development confirmed by a 
recent NAHB survey. 

Average floor area, 1,240 square feet: The average home in 1956 was 6-percent 
larger than a year ago and fully one-fourth larger than 1950. 


90300—57——-30 
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Four-fifths had 3 bedrooms or more: In comparison, only 64 percent of the 
homes 2 years ago had 3 bedrooms or more, and in 1950, the figure was only one- 
third. 

87 percent of the homes were one-story: This is about the same proportion as 
in 1950 (when homes were much smaller), while in 1940, single-story homes made 
up only 67 percent of the total. 

Half of the homes had more than 1 bathroom. This includes 20 percent, which 
had 1% bathrooms, 24 percent with 2, and 6 percent with more than 2. In con- 
trast, less than one-tenth of the 1950 homes had more than | bathroom, and 
only one-fifth of the 1940 homes. 

Here are some other characteristics of the 1956 home: 

Basements: 
44 percent had full or partial basements, 
39 percent were built with crawl space. 
16 percent were on slab construction. 
Garage and carport: 
50 percent had garages. 
17 percent had carports. 
30 percent had neither. 
Exterior wall construction: 
83 percent were frame construction. 
16 percent were masonry. 
Exterior wall facing material: 
38 percent used brick only. 
7 percent used brick and wood. 
24 percent used wood only. 
16 percent used stucco (almost all of these were in the West). 
9 percent used asbestos shingle. 
Interior wall construction: 
12 percent used wet wall (plaster). 
56 percent used dry wall (even in the homes priced at $20,000 and over 
38 percent used dry wall). 


ENCLOSURE B 
INFORMATION ON VOLUME OF UNSoOLD HowusEs ON HaANpb 


Surveys made both by the National Association of Home Builders and the 
United States Government clearly indicate that the surplus of vacant homes is 
relatively small and tend to dispel any indication that we have overbuilt. In 
fact, recent trends would indicate that we are moving again in the direction of 
housing shortages rather than otherwise. The following items give a clear 
indication of this: 

1. In September 1956, NAHB made a major survey of the building in- 
dustry, surveying 600 builders all over the country. Forty percent of the 
builders in the survey reported no completed and unsold homes. For those 
builders who did have unsold homes on hand, the completed and unsold in- 
ventory amounted to only one-half of 1-month’s production. Two-thirds of 
the builders reported their unsold units were either the same or less than a 
year ago. 

In addition, there were far more homes under sales contract but not yet com- 
pleted, so that in sum total the number of units reported as sold, though either not 
yet started or completed, was more than the total number of unsold units either 
completed or under construction. 

NAHB made another survey early in January 1957, in connection with the 
toundtable on Builders’ Intentions. Here, too, it was clear that there was no 
very serious overhang of unsold homes. Three-fourths of the reporting builders 
said the number of completed and unsold homes was the same or less than a year 
ago. 

2. Adding further weight to this finding is a report by the Census Bureau 
on vacant units available for sale or rent in the fourth quarter of 1956. The 
Census Bureau reported a decline in the supply of such units. As a matter 
of fact, the volume of units available for sale was only 0.4 percent of the total 
supply, less than the percentage of such units that was reported in the very 
serious housing shortage days of 1950. 
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3. The recent staff report to the Subcommittee on Housing of the Com- 
mittee on Banking and Currency, dated January 24, 1957, reports that 
mayors all over the United States advise them that a “serious housing short- 
age” exists in the Nation’s cities. About 150 mayors responded to a ques- 
tionnaire from the Senate subcommittee. 


ee 


ENCLOSURE C 


[United States Department of Commerce, January 31, 1957] 


Census Bureau Reports Siicut Dror IN AVAILABLE VACANCIES 


(Advance release of data to be presented in Housing and Construction Reports 
Series H-111, No. 7) 


Quarterly results for the period October through December 1956 show a slight 
decline in the supply of available vacant dwellings units, the Bureau of the 
Census, United States Department of Commerce, reported today. The Census 
Bureau defines an available vacant dwelling unit as one intended for year-round 
occupancy, not dilapidated, and offered for rent or sale. 

The available vacancy rate for the fourth quarter 1956 was 2.5 percent of all 
dwelling units in the United States, according to the results of a sample survey 
made by the Bureau of the Census. The “for rent” portion amounted to 2.1 
percent and the “‘for sale”? portion, 0.4 percent. In the previous quarter, July 
through September, the available rate was 2.8 percent—2.2 percent for rent and 
0.6 percent for sale. The drop in the rate occurred in the territory outside standard 
metropolitan areas as well as within these centers; however, the rate continued 
somewhat higher outside than inside metropolitan territory. 

By geographic region, there was significant variation in the available rates. 
They ranged from 1.6 percent in the Northeast to 3.2 and 3.3 percent respectively 
in the West and South. The variation was largely in the “for rent” group. 


Available vacancy rates 


Total For rent For sale only 


United States_ 

Northeast _- 

North Central_ -- 

South 

West. ; 

Inside standard metropolitan areas._-- 
Outside standard metropolitan areas _- 


The median sale price asked for single-family nonfarm available vacant houses 
in the fourth quarter was $12,300, which was higher than the median of $10,800 
during the fourth quarter 1955. For nonfarm available rental vacancies, the 
median monthly rent asked was $46, practically the same as the $48 median a 
year ago. 

Senator SpaRKMAN. Mr. Robert M. Morgan, vice president and 
treasurer of the Boston Five Cents Savings Bank, Boston, Mass., 
representing the National Association of Mutual Savings Banks. 

Come around, Mr. Morgan. 

We have vour statement, and we are glad to have you before us 
again, Mr. Morgan. 

Mr. Morean. Thank you, sir. 

Senator SPARKMAN. We have your statement. It will be printed 
in the record in full. You may read it or summarize it or discuss it 
any way vou wish. Just proceed in your own way. 

Mr. Morean. Thank you, Senator. I think I would like to use 
it as a guide and interpose some comments as I go along. 
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STATEMENT OF ROBERT M. MORGAN, MEMBER, COMMITTEE 
ON MORTGAGE INVESTMENTS, NATIONAL ASSOCIATION OF 
MUTUAL SAVINGS BANKS, BOSTON, MASS. 


Mr. Morean. Mr. Chairman and members of the committee, first 
of all, let me thank you for the opportunity of presenting my story in 
behalf of the group which I represent. 

My name is Robert M. Morgan and I am vice president and treas- 
urer of the Boston Five Cents Savings Bank, Boston, Mass. I appear 
before you today as a member of the committee on mortgage invest- 
ments of the National Association of Mutual Savings Banks. You 
are, no doubt, familiar with the fact that our organization represents 
the mutual savings banks of the country and that these institutions 
are operated solely for the benefit of their depositors with all of their 
assets belonging to the depositors. There is no corporate shareholder 
interest. 

Senator Doveias. Mr. Chairman. 

Senator SPARKMAN. Senator Douglas. 

Senator Dovetas. Off the record. 

(Discussion off the record.) 

Mr. Morean. Senator, our bank was founded on the basis that we 
would accept an initial deposit of as little as 5 cents, and you will have 
a duly opened account for the nickel that you have given me. 

But it is much easier to open this account for you for the 5 pennies 
that you have given me than it was for a friend of mine who dropped 
by the bank one day and said, “Daniel Morris, turn those 4 copper 

talents into 5, if you can.” 

Senator SpARKMAN. By the way, Mr. Morgan, I notice in some of 
the banks here in Washington there is a service charge. Unless you 
keep that account active, they charge a service charge against it. 
Unless Senator Douglas deposits something within a month, more 
than 5 cents will be charged against him, will it not? 

Mr. Morean. Very fortunately, our type of institution has no 
service charge, Senator. 

Senator Doueuas. I am now an investor in the mutual savings 
bank system. 

Mr. Morgan. The mutual savings banks number 527, operate in 
17 States, and are primarily located in the northeastern seaboard 
section. They have a total deposit liability of over $29 billion and 
assets of $33 billion. Traditionally, these banks have been known as 
depositories for small savers. The mortgage investments of the 
mutual savings banks amount to something over $19 billion, constitute 
58) percent of their assets and consist of loans made in every State in 
the country, Puerto Rico, and Alaska. <A substantial number of the 
savings banks lend mortgage money both in the national market 
through correspondents, and in their own local communities on a 
direct basis. They are thus in both the wholesale and the retail 
markets, as contrasted with many other mortgage lenders who are 
generally in one or the other, but not both. It is for this reason that 
we feel we are normally fairly sensitive to the changing conditions of 
the mortgage market. 

First off, let me say that we are fully cognizant that the larger goals 
of national policy come first and that housing policy and legislation 
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under which it operates must set into the framework of the larger 
national picture. We feel and hope that such views and recommenda- 
tions as we have, square with this principle and yet at the same time, 
are realistic. 

Now a few words on direct lending by VA. 

In the opinion of our association, the VA direct-loan program 
should be limited to those areas in which the responsible borrower, 
under normal conditions, is unable to get a mortgage loan, due to the 
unavailability of private long-term capital on either a local or second- 
ary-market basis. Private lending institutions of the country can 
have no legitimate quarrel with Government direct lending, when 
the lending is thus restricted. There are obviously certain remote 
and sparsely settled areas, as well as many small towns, in which 
the demand for mortgage money exceeds the supply of such funds, 
whether they be local or imported. The program of a limited volume 
of rotating funds, as administered by the VA, has been helpful in this 
field. In the period during which the voluntary home mortgage 
credit program was permitted to operate on the basis on which it was 
conceived, it became abundantly clear that the total needs for direct 
lending could be held to a minimum workable figure and the amounts 
appropriated for VA direct lending were more than adequate. That 
was in the early period of the VHMCP. 

This recognition of a proper field for direct lending does not justify, 
in our opinion, the broader assumption that in a period of tight money, 
it is either necessary or desirable to revise the principles under which 
direct lending is conducted, for in such periods there is apt to be 
shortage of long-term mortgage capital in even the money centers 
themselves. And that has been the case. 

May I say, parenthetically, in my own institution, for instance, I 
know, we have loans in 81 communities in Florida, 100 separate com- 
munities in North Carolina, and 104 communities in Texas. That is 
not just going to the big cities to make loans. 

And I think, Senator, some of the earlier conversations I have had 
with you are part of the reason that we have broadened out. 

Senator Dovatas. Did you do this before we had direct lending? 

Mr. Morean. We did not. 

Senator SPARKMAN. That is interesting. 

Mr. Moraan. By and large, we have tried to invest in the larger 
selected cities. So I think it is the closer study of the States involved 
and the areas involved that have gradually led us to realize that the 
corner drugstore owner is just as good a borrower, perhaps a better 
borrower, than the individual who has a part-time job in the factory 
in the big city. 

Senator Douatas. Then you would say that governmental action 
has had a very beneficial influence on the policies of your company? 

Mr. Moraan. I think the idea of spreading into small communities 
has been good. 

Senator SparKMAN. May I ask you, Mr. Morgan, did you go in 
as a part of this VHMCP, or was it your group that had organized 
some kind of a setup that you told us about here? 

Mr. Moraan. Right. 

Senator SPARKMAN. A year or two ago. 

Mr. Morean. Your memory is very good. 

Senator SpARKMAN. You really preceded the VHMCP, did you not? 
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Mr. Morean. We started it, but we were not able to get people 
going until they realized that there was an obligation to do this, 
that we were not going to have direct lending everywhere. Of course, 
as you know, we had little or no direct lending in our New England 
territory. 

Senator SPARKMAN. You realize, of course, that the direct lending 
program, from its inception, has followed very much the criteria that 
you laid down? 

Mr. Morean. That is why I have given it due credit for what it has 
done, and I think it has done a good job. 

Senator Dovaetas. You, of course, remember the bitter opposition 
to direct lending by a great many of the banking interests, do you not? 

Mr. Morean. Senator, that is why, I am afraid, I am in the middle 
of the road on this picture and not on the extreme right. 

Senator Dovuetas. We are delighted to have a middle-of-the-road 
outlook. 

Mr. Morean. At such times, the VA direct lending program with 
fixed low rates should not be placed in direct competition with private 
lending, else the private lenders be driven from the mortgage market 
completely. 

The VHMCP has made substantial progress in the past 2 years in 
reducing the number of areas in which mortgage capital was unavail- 
able for FHA and VA loans. It has broadened the thinking and lend- 
ing of private institutional investors beyond anything that can be 
compiled from the operating statistics of the VHMC P. It would be 
unfortunate, indeed, if at this time Congress were to encourage VA 
direct lending at the expense of the very substantial gain which has 
been made in the private field in this direction. Any large-scale 
replenishment of the VA direct loan funds would definitely have this 
effect. Looking to the long-term gain of spreading additional capital 
into remote areas and small towns, it would be highly desirable that 
the operation of VHMCP be encouraged, even if necessary at the 
expense of direct lending. We should add at this point that we are 
of the opinion that on the broad economic front in the present fight 
against inflation, direct lending should be subject to reasonably the 
same restrictions as other areas of the national economy. 

Now I would like to say a few words about the use of national 
service life insurance reserves. 

On May 17, 1956, a year ago, our association testified before this 
committee with reference to similar proposals as follows: 

We agree with the President of Fannie May that the VA loan purchases under 
these provisions would be at prices higher than the applicable market prices and 
hence would seriously curtail the growth of the private secondary market in 
mortgages which is increasingly helpful in spreading mortgage funds throughout 
the country. This compulsory action would increase the national debt and would 
put the Secretary of the Treasury as trustee of the insurance fund in the equivocal 
position of investing these trust funds in assets for no other purpose except as an 
attempt to stabilize a VA mortgage discount market on a purely regional basis. 
Such action would not only be unwarranted, but might well be considered in 
violation of the trustee’s duty to the policyholders. 


The various proposals for the use of the national service life insur- 
ance reserves for the purchase of mortgages seems to be based on the 
assumption that these reserves exist in cash and are available for 
investment, whereas they have already been invested in Government 
securities and do not exist in cash. Any program for the use of these 
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reserves for mortgage purchases would obviously require the sale of 
existing Government securities and would thereby add pressure on 
available funds for private investment. We concur in the position 
taken by the Under Secretary of the Treasury, W. Randolph Burgess, 
when he appeared before the House Committee on Veterans’ Affairs 
in February of this year and said that ‘‘we would be adding to the 
funds available for mortgages with one hand and taking away with 
the other.”’ 

Furthermore, we feel certain that the Congress would not knowingly 
direct the trustees of the national service life insurance fund to invest 
insurance premium money in mortgages at a fixed price substantially 
above the market, and we therefore recommend that the committee 
forego permitting access to the NSLI funds. 

Senator SpPARKMAN. Mr. Morgan, before you leave that, I would 
like to get your comment on this, and that is to the effect that the 
Treasury would be required to go into the market to raise funds in 
competition with the private market. As a matter of fact, if we 
pump money into Fannie May—and it is proposed to increase the 
purchase of ‘stock by the Secretary of the Treasury by at least $100 
million, and other recommendations have been even higher than that; 
several hundred million dollars—that will authorize Fannie May then 
to borrow a billion dollars. 

Fannie May must go into the market and borrow that money. Is 
there any material difference? 

Mr. Moraan. Senator, I do not believe there is any material 
difference in the direct lending that takes place on a complete direct 
basis by the Government and that which takes place through another 
Government agency which is doing the same thing but one step re- 
moved, except for certain things that take place as the difference in 
that extra step. 

Senator SpPARKMAN. I am glad to hear you say that. I have felt 
for a long time that a lot of these objections of people who support 
the one and are opposed to the other, really are not substantiated by 
fact or by reason. 

Mr. Moraan. I would like at a later point to explain what I think 
is the difference, but I think your question bears directly on it. 

Senator SparKMAN. I think it is largely a technical difference. 

Mr. Moraan. Right. 

Now, with respect to Fannie May, we fully recognize that Fannie 
May has been criticized, on the one hand by those who would like to 
have it used as a dumpting ground, and on the other hand by those 
who would like to see its activities further restricted and the agency 
ultimately liquidated. Our association has taken a middle-of-the- 
road point of view. It has been our feeling that in the present tight 
money period, during which the incidents of tight money have borne 
down more heavily on the mortgage section of the money market 
than on some other sections of the market, Fannie May has been a 
bulwark in cushioning what might have otherwise caused serious 
trouble. It has provided a certain amount of liquidity in the housing 
mortgage market at a very critical time. We therefore have no objec- 
tion to additional appropriations in various forms for Fannie May’s 
activities in the purchase of FHA and VA home loans in the second- 
ary market, under the procedure set forth in the Housing Act of 1954; 
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that is, we feel that if they followed the act of 1954, we would have no 
objections. 

We testified before your committee on March 10, 1954, as follows— 
this is 3 years back: 

Our association voices no objection to the supplementary secondary mortgage 
market plan, as proposed in this bill, based upon the belief that such plan could be 
of some benefit in directing mortgage funds to areas of scarcity and in relieving 
temporary situations of lack of liquidity. 

We feel that Fannie May has done the right thing in its pricing, 
We think it has done a good job of adjusting its prices. It has not 
lowered its prices as low as it might have. We feel it has done a good 
job in the handling of its pricing picture. 

On the other hand, we are opposed to any Government use of 
Fannie May for the purpose of pegging unrealistic interest rates, even 
in special assistance programs. And I know of no worthier program 
that is coming up at the moment than the one on urban renewal. 

One example of what we have in mind is best illustrated by what 
has happened to the Capehart military housing loans (FHA title 
VAIL), on which you have had some discussion here this morning. 
These loans which carry a fixed 4 percent rate, and which Fannie 
May is under compulsion to buy, were sought after and actually sold 
to lenders at above par in February 1956—as I recall, the Abilene 
Base was one of the first sold at a price, [ think, of 102—— 

Senator CAPEHART. I think it was the first. 

Mr. Moraan, Right. But by September of 1956 they could be 
placed only through Fannie May, as a result of the changes which 
had taken place in the money market, between February and Sep- 
tember of a single year. Had the interest rate on these loans been 
fully flexible and therefore responsive to the overall rate changes in 
the capital investment market, it is quite probable that Fannie May 
would not have been called upon to use its funds for this purpose and 
the agency would therefore have had that much more by way of funds 
for a truly secondary market operation. 

Might I say at this point that it began to look, with those first two 
sales under title VIII, as though some of the larger investment trusts 
and some of the larger pension funds were going to be particularly 
interested in this kind of paper; and had the rate been right, I think 
a substantial portion of this program would have moved off into 
those markets. Those are the markets that we are anxious to cultivate 
and get interested in the mortgage business. 

Senator SpARKMAN. By the way, Mr. Morgan, you may be inter- 
ested in a little notation that has just come to me with reference to 
a project in Indiana, involving Capehart housing: $9 million in this 
particular project, and the Fannie May commitment has been given up 
and mortgage funds have been obtained from a State teachers pension 
fund. 

Mr. Morean. That is right down the alley of what I am talking 
about. 

Senator SPARKMAN. So every once in a while we see where some 
kind of retirement fund or pension goes into——— 

Mr. Morean. This type of paper is going to be almost ideal for 
the pension funds. It is very large in denomination, it takes a mini- 
mum of work, it has got a maximum of assurance of payment, not 
only of payment but of lack of trouble in connection with the payment. 
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Senator SparkMAN. As I have often said, it is triple guaranteed. 

Mr. Moraan. I think you are correct. 

Senator SpaARKMAN. Not just 100 percent; it is guaranteed 3 times 
by the Government: insured first; guaranteed, so far as direct 
appropriations are concerned; and then the rental allowances to the 
personnel who are assigned to live in those quarters are pledged. 

Mr. Moraan. Right. 

We do not like to see the institution of any program as a special 
assistance program of governmental purchase of mortgages at par. 
We are of the opinion that such programs can lend themselves to abuse 
and unwise use of commitment authority, as well as often being self- 
defeating. 

Now a few words on the control of discounts. You have had quite 
a little of that, I assume. 

There are a number of proposals before you which would direct 
FHA and VA to issue regulations to set a limit on charges, fees, and 
discounts imposed upon the builder, seller, veteran or other purchaser, 
in connection with FHA or VA loans. The proposals, if enacted into 
law, would affect seriously the insured and guaranteed programs. 
Discounts and premiums are an integral part of establishing market 
prices for use of money, particularly when the interest rate is fixed 
over any period of time. Discounts tend to increase the yield above 
the fixed interest rate and premiums to decrease the yield below the 
fixed interest rate. 

And because we are now in a discount period, let us not forget that 
there have also been premium periods. May I say that, for instance, 
with a 5 percent FHA loan selling at 96, in effect the return is 5%. If 
the 5 percent loan were to sell at 99, there would be a 5% percent 
return yield. In other words, roughly, in the fixed market, the dis- 
count or a premium of 4 points equals about half a percent interest, 
and a balf a point equals a sixteenth. It is through this device and 
through this measure of discounts and premiums that the fixed rate 
is brought currently from day to day on to a market-yield basis. It 
is the oil in the picture that makes the rate adjust itself currently. 

Senator Dovetas. If that is so, then why do you want to have the 
interest rate raised? 

Mr. Morean. Senator, I am—— 

Senator Dovetas. I mean if the actual yield approxmiates the 
actual market rate of interest. 

Mr. Moraean. I have not asked for the interest rate to be raised 
here this morning. I am going to talk a little more about the rates, 
but I have not asked for it to be raised. 

Senator Dovetas. I thought that was the general purport of your 
argument. 

Mr. Moraan. I think there are many arguments as to why many 
money people might like to have it raised, but that is not what 
I am suggesting. 

I would like to say a few more words in connection with discounts. 

In an increasingly tight capital market with interest rates on all 
other types of securities (incidentally, including obligations of the 
Government itself) showing increased interest rates in yields, the use 
of discounts on fixed-interest-rate investments is put into play as a 
compensating factor. Because of the nature of the business, the 
home-building industry is one which requires forward commitments 
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running from 6 months to 2 years. Involving, as it does, the purchase 
of land, the prior commitment for materials, labor, and equipment, it 
must of necessity obtain long-term advance commitments for money 
to carry through all stages. These involve the purchase of land, the 
laying out of streets and utilities, the construction of the houses, the 
marketing of the finished buildings and, finally, the placing of the 
mortgages. 

And sometimes I wonder why people are willing to take all the risks 
that are involved in the building of homes over a long 2-year period, 
not knowing where they are going to come out at the end of 2 years. 
I have a great deal of sympathy for the home builders of the country. 

Even under the most favorable conditions, the industry has its 
problems in arranging long-term advance commitments. In a rising- 
interest-rate market, as existing commitments are used up and addi- 
tional new commitments are sought, the builder is confronted with 
the necessity of offering a higher yield. This can be met only by his 
offering higher interest rates, or, if the interest rates be fixed, as they 
are now, by offering higher discounts. It is fair to say that under the 
fixed-interest-rate formula, home builders in this market are competing 
for mortgage funds on the basis of the amount of discount which they 
are W illing to pay. The only sound cure for this situation would be 
the setting of an interest rate sufficiently high to eliminate the necessity 
for the use of discount. Builders would then be competing for mort- 
gage money not via the discount route, but on an interest-rate basis. 
This would make for a sounder competitive situation in the housing 
industry, for, whereas large-scale builders can absorb in one manner 
or another a fairly large amount of discount, small builders are at a 
disadvantage in a rising-discount market. 

Ine identally, that very much reduces the competitive forces in the 
market. I think the home builders could have told you this morning 
they have had some drop in their membership, and, if they were 
asked to analyze where the drop has been, it has been in their smaller 
members, unfortunately. 

Senator SpaARKMAN. A great many of those have been not simply 
voluntary withdrawals; they have failed in business, have they not? 

Mr. Moraan. They have failed. In the conventional-loan market, 
where rates are unregulated and not pegged, there is no problem 
whatsoever with discounts or premiums and competition itself takes 
care of the rate. If the discount practice, which is largely an out- 
growth of the fixed interest rate, could be eliminated, there could most 
certainly be a compensating reduction in the price of houses, for if a 
builder can absorb some $500 to $800 discount in order to secure a 
4%-percent mortgage on a house selling for $10,000, he most certainly 
can reduce the price of his house by $500 to, say, $800, and still 
expect to make a normal profit. 

The total price for the rental of money, that is, the vield, cannot 
be effectively legislated, as was demonstrated by the efforts on the 
part of the VA and FHA to enforce certain provisions of the Housing 
Act of 1950. You will recall that Congress itself revised the attempts 
to control the discount picture in the 1954 legislation, or, I should 
say, revise them, but not abandon them. 

Attempts to control discounts on a fixed-rate obligation limit its 
marketability and tend to divert funds away from it into other forms 
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of investment. The New York Times on December 5, 1956, carried 
an editorial which sums the matter up as follows: 

Money is essentially no different from commodities, goods, or labor in that it 
is subject to the basic law of demand and supply. When there is a limited 
amount of savings it is going to be employed where it will bring the best price 
(i. e., the highest return). This goes far to explain why the major share of the 
decline in housing starts this year is to be found in those areas where mortgage 
rates are “administered” rather than in those areas where the conventional 
mortgage is used, with its completely flexible interest rate. 

Now a few words about the reduction of the downpayments under 
FHA. And I hope, Senator, that I do not get into all the difficulty 
that my predecessor on the stand got into. 

In common with most other mortgage lending groups, our associa- 
tion believes that, under normal conditions, there would be no neces- 
sity for further liberalization of the downpayment requirements in the 
various categories of FHA. Asa matter of fact, it feels that the loans 
made in the last 6 to 12 months, with slightly higher ratios of down- 
payment have, in general, been better loans and that such restrictions 
as there have been have been of benefit to the overall economy. 

We recognize that the administration’s proposals for standby pro- 
visions for liberalization of downpayments under FHA may be 
desirable as a preliminary step for the absorption of a portion of the 
VA lending program within the FHA and, under the circumstances, 
we would have no objection. 

It seems desirable to us that the FHA be prepared to handle the 
need for maximum loan amount mortgage financing which will be 
necessary as the VA program now handling this type of business 
withdraws. We must have the tools ready to handle the switchover. 

Senator Douauas. Mr. Morgan, I cannot quite understand this. 
Are you favoring, then, a reduction in downpayment, or are you not 
favoring it? 

Mr. Morgan. I would favor a reduction in downpayment authority 
as the device by which the switchover from VA to FHA can be made 
when the VA goes out. And I think that, if we do not favor those, 
those who do not favor that are not squaring up with the necessity for 
that switchover. 

Senator Douatas. I was not aware that there was any proposal to 
discontinue VA loans. 

Mr. Morean. The ih, legislation, as we understand it, is to come to 
a termination next year. Congress has said something to that effect 
twice, and it would seem to us that, therefore, it is very ‘important that 
FHA be made ready as the tool to take over the maximum loan amount 
for the financing. 

Senator Douaias. What you are saying, then, is that we should not 
continue the VA program? 

Mr. Morean. I would be willing to say that. 

Senator SPARKMAN. Do you know whether or not that may have 
been part of the prompting motive to the administration to propose 
these downpayments, or are you just thinking that up yourself? 

Mr. Moraan. Obviously, I cannot say anything for FHA, HHFA, 
or the VA; but clearly something is going to have to be done if it is 
terminated. 

Senator SPARKMAN. I would say the VA has testified before our 
committee to the effect that they do not feel that the VA program 
should be terminated. 
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Mr. Morean. Obviously, the VA program for veterans of the 
Korean war is not going to be terminated until 1965, because you 
have so legislated. 

Senator SpARKMAN. That is right. 

Mr. Morean. The other legislation comes to an end next year, 
and what you will choose to do with it, I do not know. 

Senator SpaRKMAN. Unless it is extended. 

Mr. Morean. Unless it is extended. 

Senator Sparkman. All right; go ahead, sir. 

Mr. Morean. A more gradual switchover in the housing economy 
to larger downpayments could thus be made than if FHA were not 
now given the tools to handle the matter. 

As the primary purpose of the VA home-loan program draws to a 
conclusion, and with sufficient time having elapsed for the large 
proportion of interested eligible veterans to be served, the consolida- 
tion of the VA home loan program with the FHA would provide for 
orderly liquidation without detriment to the remaining group of 
veterans or to the construction industry as a whole. 

Our association believes that this would be an appropriate time to 
merge the FHA and VA home-loan programs and that this could be 
accomplished in a fairly simple manner by providing that veterans 
be entitled to FHA loans at one-half the downpayment, whatever it 
may be, required by other FHA borrowers, and with the further 
provision that veterans not be required to pay mortgage-insurance 
premiums. And, in not paying it, we would say that, if it seemed 
desirable, the VA itself should pay the premium. That would be the 
story. 

Senator SparkMAN. That would be in lieu of the present guaranty? 

Mr. Morgan. In lieu of the present one. We feel that the whole 
matter of the insurance premium deserves substantial study. There 
has been a substantial study of it by private industry, by Dr. Fisher, 
at Columbia, and I think we are about ready to recommend, or at least 
our section in the business is, that the insurance premium be changed 
from the annual premium as now charged, the mortgage-insurance 
premiums, to a single payment incorporated in the amount of the loan, 
and the total, in effect, reduced. It will materially lower the carrying 
charge, it will provide enough money, and it will certainly cheapen 
the handling of the insurance premium itself. As you may well see. 
little dribs and drabs over 30 years cost a lot to handle. 

Senator SpPARKMAN. What would be the net effect of that on the 
effective interest rate? 

Mr. Moraan. There is a half of 1 percent involved. I cannot give 
you the figure, but it is the equivalent of a half of 1 percent. 

Senator SparKMAN. Allright, sir. 

Mr. Morean. The VA 4% percent rate—and I appreciate that this 
may not be the appropriate committee before which to talk on this 
but, on the other hand, I am perfectly clear that you are the committee 
which understands the overall financial picture of the mortgage 
industry and that those committees which concern themselves only 
with the veterans and therefore the rate he pays may not of necessity 
have the background. 

I would like, therefore, to say a few words about the VA 4% percent 
rate, because it is inextricably tied in with the rest of the whole picture. 
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It is tied in with the FHA picture; it is tied in with the Fannie May 
picture; it is tied in with the VHMCP picture. 

Your committee will doubtlessly be urged by many groups to in- 
crease the rate on VA loans from 4% to 5 percent. In those areas in 
the country where 5 percent is today the going mortgage rate, such 
an increase would make the VA loan fully competitive with the 5 per- 
cent FHA and with the 5 percent conventional loan. In my own 
locality, a change to 5 percent will make the VA loan fully competitive. 
I am sure people in my territory, the builders and prospective borrow- 
ers, would like to see it done. But I am not going to ask you to do it 
at this point. 

It would thereby enable builders in those areas to settle down to 
their planning and building for the current year. It would enable 
veterans who purchase houses from them to obtain the financing which 
they need. 

But, at that point, may I say that any such increase in the fixed 
interest rate would be but a stopgap measure. It would not eliminate 
the discount in the large areas of the country where substantial build- 
ing is taking place—in the Southwest and the Pacific coast—and the 
5-percent VA loans would continue to sell at a discount in the present 
market at from 3 to 5 percent, because the effective rate in many parts 
rof the country is 5% percent, and, in some, somewhat more. 

Therefore, if I were to urge you to favor a 5-percent VA rate, in 
doing so I would be urging you to make the rate competitive only in 
limited portions of the country. ‘To be sure, it would reduce the dis- 
count all over, but it is not the complete answer. 

Senator Dovetas. Mr. Morgan, similarly, according to your reason- 
ing, is an FHA 5 percent loan the true competitive rate in the areas 
you mentioned, namely, the Midwest, the Southwest, and the Pacific 
coast? 

Mr. Moraan. Senator, you have been told by people from various 
“sa of the country, no doubt, what the market is for a 5-percent loan. 

o me, in New England, where I get offerings from all over the country, 
I think that the current price for 5 percent FHA in the national market 
is between 95 and 97. 

Senator Dovatas. Then, in other words, that the yield is 5% percent 
or more? 

Mr. Moraay. I think that is substantially correct. 

Senator Dovetas. Well, now, FHA has the power to raise their 
interest rate from 5 percent up to 6 percent. What do you think they 
should do? 

Mr. Moraan. I would like to make a comment on that right now, 
if I might. 

Senator Dovatas. Good. I would welcome it. 

Mr. Moraan. We ought not, therefore, to urge upon you a change 
in the fixed interest rate as a solution, may I say again, but rather 
that the problem be faced up to and the rate made free so as to be 
able to adjust itself to the market conditions in all parts of the country. 

It would certainly seem as though, out of all the recurring crises 
which have been faced by FHA and VA as the result of their fixed 
interest rates—which, incidentally, have had to be adjusted from 
time to time, both downward in the initial days of premiums and up- 
ward in the times of discount—that we might draw on the experience 
of the type of interest rate used in the conventional-loan field and set 
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the Government rates free at this time—free to be set by borrower and 
lender, and insured or guaranteed by the FHA or VA, provided they 
were satisfied that the rate was competitive and legal in the area 
involved. 

Senator Dove.as. Mr. Morgan, as you know, so far as the legisla- 
tion is concerned, the FHA has discretion to vary the rate between 
5 and 6 percent, and therefore they have the power within that 1-per- 
cent limit to have a flexible rate. Nevertheless, they fixed the maxi- 
mum interest rate at 5 percent. C arrying out your line of ree asoning, 
should they have a flexible rate for the Midwest or the Southwest of 
at least 5% percent? 

Mr. Moraan. I think they should, sir. 

Senator Douaias. Have you expressed your point of view to them? 

Mr. Morean. I have not. 

Senator Dovcias. You are a public-spirited man; do you not 
think that would be well if you did? 

Mr. Moraan. I have always felt that they should adjust their rates 
more promptly to fit the circumstances, and at no time has FHA done 
that. 

Senator Dovauas. There is a tendency to make Congress the 
‘‘whipping boy” in all these cases. I am not saying that you do it, 
but there is a general tendency to say: It is Congress which interferes. 
Here, you see, they could lower the downpayments by 2 percent, 
though they refuse to do it and ask C ‘ongress to lower the downpay- 
ment very markedly. They could raise the interest rate on FHA up to 
6 percent, which they refuse to do. Yet, they come down to us and 
demand that we raise the interest rate. 

Incidentally, they come to us demanding that this committee raise 
the interest rate on VA, when we have no jurisdiction over the interest 
rate on VA, that being a matter for the Labor and Public Welfare 
Committee. We object, very frankly, to being made the whipping 
boys and being treated in this dishonest fashion. Would not you, if 
you were a Senator, feel somewhat similar to that, Mr. Morgan? 

Mr. Morean. I think I would be inclined to tell them to go to the 
proper committee. 

Senator SPARKMAN. Thank you, Mr. Morgan. 

There is just one statement I want to make to you, in reply to the 
next-to-the-last question that Senator Douglas asked you about fixing 
different interest rates in different parts of the country. I want to 
make it clear that I just cannot agree with that, with a Government 
program. I think it is fine for private business, but I believe if the 
Government is going to help the program, we ought to help in all 
areas in the same way, and you do not do that by varying from area 
to area. 

Of course, I realize that there are a lot of problems, and I want to 
pay a compliment to your group for what you have done in penetrating 
some of these areas. Personally I have strongly supported the volun- 
tary mortgage program, because it has certainly tended to move into 
these areas to make money available. 

Mr. Morgan. That is right. 

Senator SPARKMAN. But thank you very much. We appreciate 
your appearing here today. 

Senator Doveias. Mr. Chairman, there were some questions I 
would like to ask about the mutual savings banks that I think perhaps 
I should put on the record. 
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Senator SpARKMAN. [ am sorry—now that you are a stockholder. 

Senator Douauas. Yes. 

As | understand it, the officers of your banks receive a salary only; 
is that not true? 

Mr. Moraean. We receive salary only. 

Senator Doucias. You do not get stock options? 

Mr. Moreaan. We have no stock options—or there is no stock, and 
we get no stock options, therefore. 

Senator Douaias. Am I correct in believing that the directors 
receive no salaries? 

Mr. Morgan. The incorporators receive no salary. The trustees, 
in most institutions that I know of, receive from $10 to $30 a meeting, 
4 times a year. 

Senator Douaias. Yet you handle assets, taken together, of $33 
billion, and you have 527 of these banks; so that I will have to do a 
little division. What would be the average asset per bank? 

Mr. Morean. Our banks run from banks of $2 million to the 
Bowery, in New York, which is $1.3 billion. 

Senator Dovuauas. Probably the average would be around $50 
million; would it not? 

Mr. Moraan. I would think that would be right. In most of the 
banks, the median would be substantially smaller than that, because 
the larger New York banks tend to raise the average. 

Senator Douvaias. Yes. We just had a proposal which we put 
into the banking bill, over my opposition, to give stock options to 
the officers of commercial banks, on the eround that everybody was 
doing it, that the industrial corporations were doing it, and therefore 
the commercial banks should reward their officials, I tried, as best 
I could, to advance the thesis that a bank was, in a sense, a public 
trust affected with the public interest and therefore should not hold 
out the same lure of speculative profits as in industrial corporations 
because this might lead to unwise lending policies, 

I regret that I was not able to convince my colleagues on this 
matter, so the bill as it finally passed the Senate yesterday contained 
this provision—which, I might say, was endorsed by virtually all the 
banking authorities, with the exception, possibly, of the Federal 
Reserve System. 

For the record, would you like to express your opinion on that? 

Mr. Morcan. I would not have any ideas on the commercial 
banks themselves, but I know that our type of institution is a semi- 
public type of institution, and I am sure that is why the savings 
banks will never set up any arrangements by which their officers 
get any—— 

Senator Dovacias. Do vou have difficulty getting managers? 

Mr. Moraan. I do not believe so. Perhaps we are not so hungry 
as some other people. 

Senator Dovuaias. Do you have difficulty getting directors? 

Mr. Morean. No, sir. 

Senator Doueias. Mr. Chairman, I have always thought this was 
one of the most extraordinary and one of the finest sets of institu- 
tions that we have in the country, and I have always been curious 
as to what was the drive behind it, what its possibilities for growth 
actually are. 
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Mr. Morcan. These mutual savings banks were set up by people 
who set them up primarily as a public service to their community, 
without any idea of personal gain as the result. The history, that 
runs back to about 1820, is entirely based—— 

Senator Dovucias. You mean they were ‘“do-gooders,” as they 
would be referred to today? 

Mr. Moraan. I suppose they would be referred to as ‘‘do-gooders.” 

Senator Dovatas. This is supposed to be an epithet today. 

Mr. Moraean. That is right. We recognize that sometimes. 

Senator Doveias. Why have you not been able to expand out of 
the northeastern seaboard? Do you think the puritan conscience 
is confined up there and does not exist elsewhere? 

Mr. Morean. A mutual savings bank would have to expand in one 
of two ways; it would either have to take over an existing institution 
which was not a mutual institution, or a new one would have to be 
founded. There has been a little of both, but not very much. 

One of the largest banks on the Pacific coast, on the Northwest 
Pacific coast, is a mutual savings bank. The largest one in Minne- 
apolis is a mutual savings bank. But generally speaking, they have 
been confined to the eastern seaboard. 

Senator Dovaias. Were they, in each of those cases, New Eng- 
landers who started these banks? 

Mr. Moraan. I am sorry, I do not know. It could be. 

Senator Dovatas. I am saying this for the benefit of my colleague 
from Alabama, because generally the sentiments of the South towards 
the New Englanders is somewhat less than enthusiastic. But I do 
not include the 

Mr. Morean. We never have any trouble getting along with them. 

Senator SparKMAN. There are a lot of New Englanders down in 
my section. 

Senator Dovetas. I know, but the general phrase in the South is 
“damyankee,”’ of course. 

Senator SpARKMAN. I never thought of that as being exclusive to 
New England. 

Senator Dovatas. It is generally identified with them. 

Mr. Moraan. Senator, we have come to take that terminology as 
being a friendly one lately. 

Senator Dovauas. I know you want to go on, but I want to bring 
out some more facts about mutual savings banks, if I may. 

Mr. Morean. Good. 

Senator Dovetas. Have you tried to do any missionary work in 
propagating your kind in other sections of the country? 

Mr. Moraan. Yes; but probably we did not do this at the proper 
time. We have done it in recent years, but it probably should have 
been done at the time the territory was growing. For instance, it 
should have been done in Texas when Texas was in its first stages of 
expansion. 

We think that it is desirable that the people lay some money by. 
I recall particularly these figures, and I do not have them up to date: 
In 1948, the average liquid savings in Texas was $100 per capita, and 
in Massachusetts it was $1,100. We have thought that it might be 
desirable to expand the system in a State such as that. But we did 
not get anywhere. 

Senator Douctas. The idea of mutual savings and limited earnings 
is somewhat alien to the temperament of Texans? 
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Mr. Morean. I would not want to castigate the good people of 
Texas, because they are awfully big and strong. 

Senator Dovce.as. You have read the novel Giant, and you have 
seen the movie; that hardly seems to be a psychology which adapts 
itself to mutual savings banks, is that not true? 

Mr. Morean. That is correct. 

Senator Dovatas. Before Louis Brandeis became a Justice, as I 
remember it, he had a law passed through the Massachusetts Legisla- 
ture giving to Massachusetts mutual savings banks the right to sell 
life insurance? 

Mr. Moraan. We have such a department in our bank. 

Senator Doucias. How has that been going? 

Mr. Moraan. Steadily; satisfactorily. 

Senator Dovaias. Do you have figures as to that? 

Mr. Morcan. Yes. We have about $12 million or $13 million 
worth of assets in our life insurance department. 

Senator Dover As. In your one bank? 

Mr. Moraan. In our one bank. 

Senator Dov GLAS. Is that quite general over the State? 

Mr. Morean. No, not all of the banks are in the life insurance 
business; but we are. 

Senator Dovatas. Are there other States that have given this same 
privilege to mutuals? 

Mr. Moraan. Yes, there are. It is tending to spread itself; not 
an aggressive, dynamic business; but it is a business of service to the 
people who want the over-the-counter basis. 

Senator Doueias. You do not push it? 

Mr. Moraan. No; we do not pay commissions. 

Senator Dovauas. If they ask for it, you will give it? 

Mr. Moraan. That is right. 

Senator Dovetas. But you do not go out and sell it? 

Mr. Moraan. Historically, it has been low cost. 

Senator Dougias. Do you know what the premiums are, as com- 
pared with the premiums of the old-line life insurance companies? 

Mr. Moraan. They have been slightly less. 

Senator Dovatas. And then the economies are distributed in the 
form of dividends? 

Mr. Morean. That is right. 

Senator Dovetas. Mr. Morgan, | generally do not congratulate 
witnesses, but I want to congratulate your association and the insti- 
tutions which you represent, which I think are some of the finest in 
the country. 

Mr. Morean. Thank you very much. 

Senator SPARKMAN. Thank you, Mr. Morgan. 

Mr. Morean. Thank you, sir. 

Senator SPARKMAN. By the way, Mr. Morgan, I noted a few brief 
remarks in your statement on urban renewal. I read the letter that 
was sent to me by you from the mayor, and I may get an opportunity 
to talk with you further about it; but in the event I do not, I under- 
stand the mayor is contemplating at a later time to appear before 
the committee. 

Mr. MoreGan. | would like to make a few comments afterward, 


if I could. 
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Senator SpARKMAN. So far as I am concerned, I certainly think we 
ought to step up the urban renewal program, because we have just 
got it going, and we have been trying so hard for so long to get a 
program working. This one is working, and certainly | think it 
ought not to be slowed down right here in the beginning. 

I think Senator Douglas wants to make a bigger investment. 

Senator Douetas. Mr. Morgan, I want to increase that investment 
to offset the out-of-pocket expenses. 

Senator SparKMAN. Now we have the National Savings and Loan 
League, Mr. W. Franklin Morrison, chairman of the legislation 
committee, and vice president and manager of the First Federal 
Savings & Loan Association in Washington. 

Will you come around, Mr. Morrison. 

Mr. Braman, we are glad to see both of you and have have you 
with us. 

Mr. Morrison. Off the record, please? 

Senator SpARKMAN. Yes, off the record. 

(Discussion off the record.) 


STATEMENT OF W. FRANKLIN MORRISON, CHAIRMAN, LEGIS- 
LATION COMMITTEE, ACCOMPANIED BY HAROLD P. BRAMAN, 
EXECUTIVE MANAGER, NATIONAL SAVINGS AND LOAN LEAGUE 


Mr. Morrison. Senator Sparkman, my name is W. Franklin 
Morrison. I am executive vice president and manager of the First 
Federal Savings & Loan Association here in Washington. I am also 
chairman of the legislation committee of the National Savings and 
Loan League. It is on behalf of this organization that I appear here 
today. I am accompanied by Mr. Harold P. Braman, executive 
manager of the National Savings and Loan League. 

We are glad to have this opportunity to discuss with the Housing 
Subcommittee the basic problem of finding ways and means to assure 
an adequate supply of mortgage credit and matters incident thereto. 
Before commenting upon some of the specific issues before this com- 
mittee, however, we want to take just a moment to place in proper 
perspective our industry’s role in providing funds to finance the 
American home. Such data will be pertinent to our later comments. 

The mortgage portfolio of the savings and loan business totaled 
$35,870 million at the end of last year. That figure is over one-third 
of the outstanding nonfarm home mortgage debt. Currently, we are 
providing about 36 percent of the funds used to finance homes. 

Our portfolio is composed largely of conventional loans; that is, 
loans carried at our own risk without any Federal guaranty or insur- 
ance. The breakdown as of December 31, 1956, is as follows: 

. (1) Conventional loans, $27,714 million 
(2) VA loans, $6,664 million 
(3) FHA loans, $1,492 million 

Last year the average of mortgages recorded by principal mortgage 
lenders was as follows: savings and loan associations, $7,900; insurance 
companies, $10,600; banks, $7,500; mutual savings banks, $9,300; 
individuals, $4,800; miscellaneous mortgages, $8,500. Our average 
home purchase loan last year was approximately $9,000. Our average 
construction loan per home was about $10,500. I think these figures 
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illustrate that our lending pattern is by no means confined to middle 
and higher income groups. 

The National Savings and Loan League has devoted consider- 
able 

Senator SPARKMAN. Mr. Morrison, before you get away from that 

oint; you give the mortgage limits there. What would be the cost 
imits? On what basis are those mortgages usually made? 

Mr. Morrison. On the conventional loans, Senator, the rate at the 
beginning of last year was pretty widely 5 percent. Since that time, 
it has gone up to—— 

Senator SPARKMAN. No, no, I am talking about the percentage of 
value. 

Mr. Morrison. Oh, the percentage of value is 60 percent, overall. 
We, of course, are permitted to go to higher percentages, but 60 per- 
cent 

Senator SPARKMAN. What I am trying to find out is what that 
$7,900 represents. What would be your estimate as to the figure for 
that as to the cost of the home? 

Mr. Morrison. Well, this, if following the average of the country, 
would be 60 percent of the value of the home. 

Senator SPARKMAN. It would be 60 percent? 

Mr. Morrison. Yes, sir. 

Senator SpARKMAN. All right. 

Senator Dovaias. That would be a little over $13,000. But what 
about new homes? , 

Mr. Morrison. The construction loan of $10,500 would be prob- 
abl y—— : 

Senator Dovatas. Something over $10,500; that would be roughly 
close to $17,000? 

Mr. Morrison. $16,500 or $17,000. 

Senator Dovetas. $16,500 to $17,000? 

Mr. Morrison. Yes, sir. This, of course 

Senator SparKMAN. $17,500, would it not be? 

Mr. Morrison. $17,500. These figures include FHA and GI loans 
also. 

Senator Sparkman. I[ realize that. That is the reason I asked you 
if you could give us about what it does amount to, whether it is the 
60 percent rate or would it be more? 

Senator Doveias. We have just been dividing this, and a $10,500 
mortgage, 60 percent cost or value, would mean that the cost or value 
of the house would be $17,500. 

Mr. Morrison. $17,500. 

Senator SPARKMAN. He makes a point, though. I am afraid that 
we cannot do very well with this, because you have VA and FHA 
and conventional loans all mixed up together here; and therefore you 
do not know whether the 60 percent represents the right average or 
not, do you? 

Mr. Morrison. No, sir. Well, only that this is national figures, 
based on national figures. 

Senator SparKMAN. I know, but I understood that 60 percent 
represented a national average of your conventional loans. 

Mr. Braman. It might be close to 70 percent, Senator. 

Senator SpARKMAN. Nearer to 70 percent? 
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Mr. Braman. Putting in FHA and VA loans, you will be closer to 
70 percent, overall. 

_ Senator Sparkman. Then that $10,500 would represent 70 percent? 

Mr. Braman. Yes, sir. 

Senator SparRKMAN. All right. Go ahead. 

Mr. Morrison. The National Savings and Loan League has 
devoted considerable time and study. to ways in which to facilitate 
the flow of funds from areas of capital surplus to areas of capital 
deficit. A second major concern of our organization has been to come 
up with means or suggestions by which a greater portion of savings 
might be channeled into the housing market. 

We have been most gratified by the efforts of the Federal Home 
Loan Bank Board to increase mobility of. mortgage funds by such 
devices as the participation loan and a. secondary market facility 
within the bank system. One further step could be taken to increase 
the supply of funds in sparse areas without resorting to direct Govern- 
ment. loans or Federal aids or subsidies. We refer to section 5 (c) of 
the Home Owners’ Loan Act of 1933. That section limits generally 
the lending operations of Federal associations to within a 50-mile 
area of the home office with a proviso that up to 20 percent of the 
assets of an association may be loaned on improved real property 
without regard to the 50-mile limit. For all practical purposes, 
however, lending is confined by regulation, to the 50-mile lumit. 

If it were possible for associations to make or purchase a limited 
amount of conventional loans outside its regular lending area, you 
would see a sizable increase in the availability of mortgage funds in 
sections of the country where such funds are now scarce. We believe 
this committee should reexamine section 5 (c) and state in its report 
the legislative intent behind the language of subsection (c). 

Over the past several years it has been the practice for the general 
housing bills to carry such amendments as this committee and the 
Congress deem necessary to basic statutes relating to the savings and 
loan business. Inasmuch as our institutions are the Nation’s chief 
source of home mortgage funds, this procedure is entirely appropriate. 
We have two amendments to submit for your consideration. Each 
of them, we believe, will either attract more funds into the housing 
market or provide for greater mobility of funds within the market. 

Pension funds: In our view, there is need for some mechanism that 
would bring about a reallocation of current savings investments that 
would result in bringing more capital into the home mortgage sector 
of the investment market. Interest rate adjustments on Government 
supported mortgages, which we shall discuss later, is one way to bring 
about some reallocation. 

A second method would be to market a mortgage secured debenture 
that would be attractive to pension fund trustees. At the present 
time, fund trustees have indicated little interest in a mortgage type 
of investment. 

At the end of last year the amount of money accumulated in pension 
funds totaled over $27 billion. Over half of this amount is in self- 
administered or trusteed private plans. At the end of 1954, the Secu- 
rities and Exchange Commission reported that self-administered funds 
on an average invested 54 percent of their assets in corporate bonds, 
18 percent in Government bonds, and 18 percent in common stocks. 
Of the rest, about 4 percent was preferred stock, 2 percent in cash, 
and the remaining 4 percent in other assets including mortgages. 
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As these figures ihisfrate, pension-fund trustees are not interested 
in buying and servicing mortgages themselves because of the compli- 
cated bookkeeping and servicing that would be required. They are 
interested in securities with definite terms and rates backed by ade- 
quate security. 

We are submitting for consideration an amendment that would 
authorize savings and loan associations to purchase stock in a private 
nonprofit corporation setup for the purpose of issuing debentures 
attractive to fund trustees. The debentures would be fully secured 
by mortgages sold or pledged to the corporation plus stock issued to 
participating associations. The corporation would be privately char- 
tered, subject, however, to scrutiny by the Federal Home Loan Bank 
Board to assure that it stays within its objective of providing thrift 
and economical home financing and does not engage in competitive or 
profitmaking activity. 

We have given the stenographer the copies of these amendments 
which we are suggesting, Mr. Chairman. 

Senator Sparkman. Thank you. 

Mr. Morrison. Aid to lower priced housing and urban rehabili- 
tation: We are aware of the need and demand for lower priced bousing 
at a time when higher interest rates, higher costs, and limited funds 
are causing a trend toward higher priced homes. 

Savings and loan associations should have broad enough powers 
to enable them to do an effective home-financing job. One of the 
problems in adequate finaneing has been the development of land 
sites for home building. This is necessarily a part of home building 
and home financing, and savings and loan associations should be able 
to furnish the funds for this important part of home construction. In 
addition, it would enable the small builder to participate in this 
activity where limited capital would preclude him from so doing at 
this time. It would also assist materially in the ability of savings 
and loan associations to participate in slum clearance and urban 
rehabilitation programs. We are suggesting legislation, therefore, 
on a limited and experimental scale to determine if this authority 
would substantially aid home financing in areas of housing not 
now adequately covered. 

Federal Housing Administration: This committee has before it 
several] measures, including the Administration’s housing bill, to 
liberalize the FHA program of mortgage insurance. We have no 
particular objection to these sient As a matter of fact, our 
organization has always taken the position that any Federal housing 
policy short of direct or indirect Government lending which encourages 
home ownership should have our support. We would point out, 
however, that easing of downpayments or increasing maximum 
mortgage amounts at a time when the Federal Reserve is practicing 
active credit restraint does not encourage home ownership. It does, 
of course, broaden the demand, but adjustments in FHA terms do not 
satisfy that demand. 

The National Savings & Loan League is concerned over the present 
trend in housing construction. From an economic and social point 
of view, we recognize that a strong housing industry is necessary if 
the Nation is to enjoy the fruits of democracy. Housing is a corner- 
stone of our economy employing millions of workers on the construc- 
tion site as well as in allied industries. Any prolonged housing reces- 
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sion would have a serious impact on the economy. As this committee 
is aware, savings and loan associations are dedicated to homeownershi 
as well as thrift. We feel that every American ought to have the 
opportunity to own his own home. Homeownership not only fosters 
democracy, but it is also the core of good family life. 

For these reasons, we look with a wary eye at the decline in home 
building. While the situation has not reached emergency proportions, 
we feel that there are aggravated areas of distress within the industry 
which are the result of tight money conditions. 

The February report that home building has fallen to an annual rate 
of 910,000 units is fair warning that the industry is undergoing an 
economic squeeze that could have serious consequences. 

Basically, the housing decline has been confined to starts under the 
GI and FHA programs which in the past have provided much of the 
Nation’s large-scale home building projects. All the competent sur- 
veys we have seen indicate that there is still a strong demand for homes; 
yet the volume of home building is declining. We can only conclude 
that the main reason for this dropoff is that investors are unwilling 
to place their funds in the Government-supported programs because 
of the present interest rate. 

We therefore feel that it is imperative that Congress consider a 
flexible interest rate for FHA and GI mortgages as the only real solu- 
tion to this problem that will avoid inflation and still provide a larger 
volume of home building. 

We are asking that you give the Government authorities power to 
adjust the interest rate on these Government-supported mortgages 
within a proper range of the going market rate for investment money. 
At the present time, the FHA rate of 5 percent is competitive in some 
areas but not in others. The VA rate of 4% percent has ceased to be 
competitive in most all areas of the country. 

We recognize that with a Government guaranteed or insured loan 
there will be some rate control. We are only saying this control 
should be more realistic with market price. 

Obviously, a mortgage insured or guaranteed by the Federal Goy- 
ernment will or should be a more attractive investment than in cases 
where the lender assumes all the risk. Therefore, we think the yield 
on these mortgages should be placed in close relationship with the 
yield on long-term Government bonds. 

Frankly, we believe that a program of flexible interest rates could 
be administered in the public interest by the Government without 
the danger that the rate would be set at a level either too high or too 
low. I feel certain that the Government, if given this responsibility, 
would constantly keep in mind the necessity for fixing the rate at a 
level that would enable families to obtain homes, and yet protect them 
from unnecessary interest costs. 

Short of direct Federal lending, this is the only satisfactory solution 
we can offer to meet the problem of tight money as it affects housing. 

Discounts: In our business we think of mortgages as being 100 
cents on the dollar. Frankly, therefore, we do not like a discount 
system in mortgage financing. But when you have a situation like 
we have today, it is not surprising to find a compensatory device 
such as the discount plan come into common use. While we are 
opposed in principle to a discount system, necessity sometimes forces 
us to recognize that in some areas a discount practice may be the 
only way of obtaining adequate funds for FHA and VA mortgages, 
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Savings and loan associations act merely as financial intermediaries 
between savers on the one hand and borrowers on the other. We 
pay one price for money and lend it at a higher rate. There must be 
a spread sufficient to take care of reserves, operating expenses, Fed- 
eral Savings and Loan Insurance Corporation insurance premiums, 
and so forth. In most cases mutual institutions are involved, with 
a member saver on one side and a member borrower on the other. 
Over the past several years, the average dividend rates—the price we 
pay for money—has moved upward and this upward movement 
accelerated over the last 12 to 18 months. Essentially we have been 
faced with paying a higher return to the saver which obviously must 
be borne by the home purchaser or maintaining a fixed noncompeti- 
tive rate which would result in a serious curtailment of our mortgage 
lending. 

Savings and loan associations, as the members of this committee 
know, provide the nearest thing to a constant source of home-mort- 
gage money. Unlike other financial institutions engaging in mortgage 
lending, we cannot vary our lending activity according to the relative 
advantage to be gained from other types of investment. For all 
practical purposes, if we have money to invest, it must go into home 
mortgages. 

As a practical matter, we have little control over mortgage interest 
rates. These rates are determined very largely by the Federal Gov- 
ernment, particularly the monetary and credit policies of the Treasury 
and Federal Reserve. If you could discount the factor of inflation, 
many of our people would not be particularly concerned about 
mortgage yields per se, but only the ratio between the cost of money 
and yield. 

Direct lending: Suggestions have been made that Congress reject 
any further rate changes; control discounts and solve the problem by 
direct Government lending, expansion of Fannie May’s special 
assistance program, purchase of loans without discount by Fannie 
May, or use of national service life insurance funds, all of which are 
in effect, direct lending. Our members are very much opposed to 
these methods of handling the problem. 

Voluntary home mortgage credit program: The voluntary home 
mortgage credit program has done an excellent job in placing housing 
loans in areas of capital shortage. We heartily commend this pro- 
gram and urge its extension. 

Urban planning fellowships: We heartily endorse S. 1230, which 
authorizes graduate fellowships in urban planning and related fields. 

VA loan program: We understand this committee has under con- 
sideration various suggestions relative to the merger of the VA and 
FHA programs. Our position with respect to this problem is to con- 
tinue the VA program as now administered with a gradual expiration, 
rather than the abrupt termination under existing law. We do not 
believe the FHA has the facilities and administrative setup for sudden- 
ly assuming the VA workload. This is particularly true if a distinc- 
tion is to be made between the veterans and nonveterans. We would 
prefer a formula for gradual termination, with the veteran whose 
eligibility has expired being treated the same as any other potential 
home buyer. 

Direct controls over housing credit: As stated previously, the prob- 
lem facing home financing is a shortage of money and credit and not a 
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need at this juncture for easier terms. We do not particularly object 
to the imposition by the Federal Reserve Board of overall indirect 
controls, but we do Ralecs that the home financing business is being 
unduly obstructed by what appears to be Federal Government policy, 
The Federal Home Loan Bank Board has imposed a direct control on 
the advance of funds by Federal home loan banks to member institu- 
tions. Although the amount that may now be advanced has been 
increased, the control still remains and the threat of a tighter future 
control, we believe, operates as a psychological restraint on the use 
of credit. We mention this because it is a factor in the availability of 
home-mortgage credit. 

Senator SpParKMAN. Thank you, Mr. Morrison. I think it is a very 
clear and fine statement. 

Mr. Morrison. Thank you, sir. 

Senator SparKMAN. Senator Douglas. 

Senator Dovatas. I wish to congratulate the savings and loan 
institutions in the same way that I congratulated the mutual savings 
banks. 

You speak of the Federal Home Loan Bank Board imposing indirect 
control on the advance of funds by Federal home-loan banks to 
member institutions. In what ways have they done this, Mr. 
Morrison? 

Mr. Morrison. They have limited the amount of the line of 
credit which we can borrow for expansion purposes. Although it has 
been raised from 10 to 12% percent, it still is a restrictive measure. 

Senator Doveras. You do not think there should be any restric- 
tions? 

Mr. Morrison. We feel that we should go back to a program where 
we were allowed to use, as the original law provided, 50 percent of our 
credit line for expansion of the mortgage lending. 

Senator Dovue.ias. Now you can only use 12% percent. 

Mr. Morrison. Yes, sir. I will give you an example. Our credit 
line at First Federal is $28% million. We can borrow something like 
$8 million for mortgage purposes. 

Senator Dovua.as. What do you do with the rest of your money? 

Mr. Morrison. It is held in reserve in case we need that to meet 
emergency withdrawals. 

Senator Doucias. Do you mean to say the Federal Home Loan 
Bank Board is driving you out of the home-financing business? 

Mr. Morrison. They are not driving us out; they are preventing 
us from taking on more of it, by the direct control of the use of our 
line of credit. 

Senator Doucias. What reason do they give for this; that is 
your money, as I understand it, accumulated from savings, is that 
not true? 

Mr. Morrison. Yes, sir. 

Senator Dovatas. So that there is no problem here of your going 
to commercial banks and borrowing from created credit to make 
investments; you translate savings directly into investments, is that 
not true? 

Mr. Morrison. That is correct; however 

Senator Dovetas. I can understand the Reserve Board trying to 
restrict the use of commercial credit for investment purposes, But 
it seems hard for me to understand how. the Federal Home Loan 
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Bank Board can prevent savings from flowing into home invest- 
ments. 

Mr. Morrison. It came about, I think, Senator, a year ago last 
September when the Federal Reserve made the statement that they 
wanted to restrain some lending. And the Home Loan Bank appar- 
ently interpreted it to mean home lending at that time. 

Mr. Braman would like to amplify that, too, Senator. 

Mr. Braman. Senator Douglas, the savings that come into a mutual 
savings institution may be loaned out, in accordance with regulations, 
on homes. Then in addition, suppose the institution of which Mr. 
Morrison is the manager, wants to help in the tight housing situation 
and make some additional loans, which are proper; it goes to the 
Federal home-loan bank of its district and has to rediscount, let us 
say, some of its paper temporarily. It is very limited today by this 
direct 12%-percent limitation on its line of credit. So, in effect, it is 
being prevented from doing the job. 

That is the basis of this. 

Senator Dovatas. Well, you see, this is a question that I have been 
pushing the Federal Home Loan Bank Board on for sometime. I 
have been trying to find out where they get their money, whether 
they get their money from savings or whether they get their money 
from the commercial banks. They come up here and take a solemn 
oath that they get only a small fraction of their money from the 
commercial banks. 

If their money, in turn, is derived from savings, I see nothing 
wrong in having savings channeled into home building and home 
financing. If their money is derived from commercial credit, then I 
can understand their objection, in that commercial credit certainly 
should not be used for investment purposes; it should be used to 
finance the movement of commodities. 

Mr. Braman. Well, if they wish to sell an issue of their Federal 
home-loan notes, they go in the open market and compete with other 
types of investors. 

Senator DouGcias. Presumably that would be savings; would it not? 

Mr. Braman. Yes; presumably. 

Senator Douatas. Do the commercial banks subseribe by creating 
deposits to the credit of the Home Loan Bank Board? 

Mr. Braman. I suppose some of them would purchase these notes 
like any other investors. 

Senator Dovetas. And then simply create a checking account, pay 
for it with a checking account. That would be the creation of credit. 

But this Federal Home Loan Bank Board—and I pushed them on 
this point, as I think the record will show—have been very vehement 
in denying that, or poo-poohing it and playing it down; is that not 
true? 

Mr. Braman. We urge that the Federal Home Loan Bank Board 
itself, invest, or rather obtain some of its money from pension funds, 
and then sell these notes to the pension funds to keep them out of the 
market. 

We have also asked today that the Congress consider a plan whereby 
we could have authority to channel some of those pension funds into 
savings and loau associations and keep out of the open financial 
markets. 
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Senator Dovetas. Mr. Chairman, I am going to make a sugges- 
tion that if it seems wise to you, that we ask the staff to study this 
question of where the Federal Home Loan Bank Boards get their 
money. Whether it is derived from savings or whether it is derived 
from deposits created from the commercial _ er iy and to what extent. 

Senator SparKMAN. I think it would be very helpful information, 
and it seems to me that it ought to be obtainable. 

(The following was received for the record:) 





FrepeRAL Home Loan Bank Boarp, Division or FepERAL Home Loan Bank 
OPERATIONS, Marcu 25, 1957 


U. S. Treasury survey of oe of Federal Home Loan Bank obligations as of 
ates indicated 
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Senator SparKMAN. Mr. Braman, I think you were here when the 
Board testified? 

Mr. Braman. Yes, sir. 

Senator SparKMAN. I do not believe it was on this bill, but some- 
time back. The question came up about this proposition, and the 
restriction had been imposed upon an interpretation of the law. 

Mr. Braman. By regulation; yes, sir. 

Senator SparKMAN. I got the impression from Mr. Robertson’s 
testimony that the Board might look with favor upon changing it 
administratively. Has there been nothing done? 

Mr. Braman. No, sir. They have taken this position, Mr. Chair- 
man: That they have a package under consideration, which they dis- 
cussed with you the other day, where they are going to try to open 
up some avenues of investment; and they believe that will solve this 
problem they are talking about. 

This particular one that we have mentioned, however, is this: 
we felt that last year, when the Congress increased the percentage 
from 15 to 20, that might be loaned outside the 50-mile limit, that 
they would then change their insurance corporation regulations which 
are the point at issue here. And they did not do so, and so that pre- 
cludes a Federal association from going outside, like Mr. Morgan 
was talking about funds going out into Florida and North Carolina; 
the Federal associations cannot do that, except by case premission. 
That is, you must go in and get case permission. 

Senator SpARKMAN. You are not in position to do much on this 
voumivery mortgage program, then, are you? Do you do anything 
on that! 
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Mr. Morrison. Yes, we do. I was a member of that program 
committee for a while, Senator, and our organizations do not do as 
much as the life insurance companies, but in their own locations 
and locality they do it. 

Senator SpARKMAN. But it has to be each one in its own locality? 

Mr. Morrison. We are permitted to purchase GI and FHA loans 
anywhere in the country. 

pone SpaRKMAN. Where presumably it would be operating 
anyhow? 

Mr. Morrison. That is correct. We are operating in those areas 
already. 

Senator SpaARKMAN. So you are really not expanding into those 
territories where some ool agency is not available? 

Mr. Morrison. That is true, except we have, in the minority 
housing program, done quite a job. 

Senator SPARKMAN. Yes. 

Mr. Braman. Senator, I hope we have always given this impres- 
sion—I would like to state it again: that we are never for any restric- 
tions on competition that will provide more homes. We have never 
come in and asked that commercial banks be restricted in their opera- 
tions because they have been trying to restrict our business, like in 
branches, and things of that sort. So we want to make it clear we 
are not seeking any restriction on anybody else. 

Senator SparKMAN. It is a big enough job for all of the agencies to 
do, is it not? 

Mr. Morrison. That is right. 


Mr. Braman. May I offer at this time, sir, a study of the housing 
market within the next 5 years, which our economic consultant, Dr. 
Robinson Newcomb, prepared? 

Senator SpARKMAN. It will be made part of the record. 

Mr. Braman. Thank you, sir. 

(The study referred to follows:) 


BusINEss REPORT AND OuTLooK—A SERVICE OF THE NATIONAL SAVINGS AND 
Loan LEAGUE 
First Quarterly Report 
March 5, 1957 


TRENDS IN HOME MORTGAGE LENDING 


DeEaR MemMBER: Savings and loan associations grew originally because they 
were filling a need in which other institutions were not interested. They grew 
later, particularly after World War II, because of the tremendous demand. 
But other institutions expanded then, too. Savings and loan associations did a 
smaller proportion of the business in 1956 than in 1955, for instance. 

The conditions which earlier caused savings and loan associations to grow are 
now such as to cause other institutions to grow faster than savings and loan 
associations. 

Families turned to savings and loan associations to meet a financing need. 
But families now want more installment credit than they want mortgage credit. 
About $27 billion home mortgage credit was extended in 1956. Over $39.6 
billion installment credit was extended last year—a ratio of nearly 1.5 to 1. 
In 1948 the ratio was 1.3 to 1. As family income rises, the proportion that can 
be spent for other durable rises. The proportion spent on the house need not rise. 

Savings and loan associations are still accepting savings primarily to loan on 
what people wanted in 1900—houses. They are not accepting savings to loan 
to any appreciable extent on the things people come to want as they find they 
can afford them. Banks directly and insurance companies indirectly are financing 
these new consumer wants. Banks and insurance companies learned from savings 
and loan associations that credit extended to families for capital purchases was 
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good. Ifsavings and loan associations do not relearn this from banks and insurance 
companies, they may find themselves losing out in the race. 


TRENDS IN THE FLOW OF INDIVIDUAL LIQUID SAVINGS 


Savings and loan associations are running into severe competition in tapping 
individual savings. In 1920 they received about 5 percent of the flow of such 
savings to major institutions. ‘By 1925 they got over 10 percent. By 1930, over 
13 percent. During the 30’s the proportion of liquid savings going to savings 
and lc a associations dropped. It rose again after the war, and by 1947, savings 
and Io n associations were getting nearly 9 percent, and by 1948, 12 percent 
of this savings flow. 

Savings and loan associations were ready. to ‘tap the great increase in such 
savings following World War II. They were local institutions the people knew, 
or could easily discover. They were lending to local people. They seemed a 
natural repository for savings. By 1954 over 20 percent of the liquid savings 
received by major institutions went to savings and loan associations. 

But new developments were on the way between 1947 and 1954, and these 
changes are being felt now and will be felt more in the future. Purchases of 
corporate securities were only 70 percent as great as investinent in savings and 
loan associations in 1947, and purchases of State and local government securities 
were less than 75 percent as great. Mutual investment funds were not as well 
known as they now are. 

In 1951 purchases of corporate securities, including purchases made by pension 
funds, but excluding those made by insurance companies, exceeded personal 
Savings made through savings and loan associations. Savings made through 
pension funds alone without reference to other purchases of corporate securities, 
exceeded the flow of personal funds to savings and loan associations. 
™ The growth of investment in corporate and governmental securities, and in 
all pension and insurance funds, has of course varied. But the total of institu- 
tional investments made in 1955 came to over $26.2 billion, in contrast to a little 
under $5 billion invested in savings and loan associations in that year. In 1956 
institutional investments came to over $29 billion, with savings and loan associ- 
ations totaling about $5.1 billion. 

The following table suggests how institutional saving has changed since 1951: 


Change in the percentage of institutional savings, by type (1951= 100) 


Trust insurance and Other Gov- 


: Currency | Savings Securities pension reserves ernment 
Year and bank | and loan CCCI ees] (OUT LIOD 
deposits | associa- savings jand savings 

[ tions bonds) -/ Total { Pensions | bonds) 

only 

_—— eeneteatn) « _ —- = - -_—_—- - -— — - _——— —— | — -_—— 
ODE sic cdutennwthbeakiaakad . 102 | 187 —32 120 116 | 77 
ac Rn i i aed x 51 167 317 | 105 104 65 
SNOE uk 6ous cacenasvardhbccwne | 42 | 155 $83 a 107 | 7 


1 Partially estimated. 


While institutional savings of individuals rose as a whole 34 percent from 1951 
to 1954, and 57 percent by 1956, the percent going to banks, and to currency, 
rose only 2 percent by 1954, dropped 49 percent by 1955, and 57 percent by 1956. 
Savings and loan associations, on the other hand, increased the percent which 
they secured by 87 percent from 1951 to 1954, but lost 32 points from 1954 to 
1956. Moreover, the purchase of securities was 383 percent as great a proportion 
of the total in 1956 as in 1951, and pension funds gained percentagewise in 1956, 
while savings and loan associations lost. 

Studies at the University of Michigan and elsewhere indicate that interest rates 
are only one of many factors influencing savings. Stocks, which provide a hedge 
against inflation, variable annuities, and pensions are offering and will continue 
to offer vigorous competition. The data suggest that savings and loan associa- 
tions offered. their best competition to other institutions in 1954. Since then, 
pensions and securities have gained, and banks have lost, in comparison with 
savings and loan associations, The competition for savings taay, in the future, 
not be primarily with banks. 
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TRENDS IN DEMAND FOR HOUSES 


The capital purchases which families want financed are no longer primarily 
houses. ‘The incentives for saving are not just safety and a fair return. Times 
are changing in the use for savings, and in the means for attracting savings. 
Times are changing, too, even in the character of the houses that families want 
financed. 

Between 1945 and approximately 1950 there was a big demand for homes for 
young families. But these young families began to grow up. By 1955 the sec- 
ond and third child was demanding attention—and space. Over 60 percent of 
the net demand for housing came in the age groups 30 to 64, and less than 6 per- 
cent was for families under 30. This condition is being maintained still, but, 
from 1960 to 1965, the proportion of the net demand coming from young families 
will rise to over 35 percent; it will be more than six times as great as it was from 
1950 to 1955. The demand from families 30 to 44 will fall sharply. After 1965 
the demand from young families may represent over half of the total, in contrast 
to the less than 6 percent which it has represented in the recent past. 

The following table suggests the changes in basic markets by 5-year periods. 
It should be noted that the shift in the average distribution for the period 1955 
to 1959 to the average distribution in the period 1960 to 1964 is already under- 
way. 


Percentage distribution of the net increase in households by age distribution 


Age 1955-50 «| ~—«1960-64 1965-69 | 1970-74 
sous) el . south pri Se inser 
Under 29 37 | 54 | 
30 to 44 £ 8") 
45 to 64 55 | 42 
65 and over... ‘ 
Total 
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Families move often today. Because the makeup of communities ean and does 
change frequently, and because the age and income distribution are changing, 
savings’and loan associations will need te. develop good local-market data. The 
need for such data has not been strikingly apparent in the recent past, because the 
demand for houses was far in excess of the supply. But now that supply and 
demand are coming into balance in many areas, accurate market information on 
what is happening and is likely to happen may mean the difference, in the future, 
between prime and only fair quality loans. 


PERSONNAL PROBLEMS AHEAD 


Another long-term trend which is affecting the internal operations of savings 
and loan associations, as distinguished from their problems in securing funds and 
in making loans, is the change in the composition of the labor force, 

As late as 1910, about 75 percent of the labor force were under 45 years of age 
and only 25 percent were over 45. 

Using the most optimistic of the Census Bureau projections through 1965, only 
63 percent of the labor force in 1965 would be under 45, and 37 percent would be 45 
or older, in contrast to the 25 percent that has prevailed historically. 

Put another way, of the 10% million increase that may be secured in the entire 
labor force, 544 million will be under 45 years of age and 5 million over 45 years of 
age. In other words, nearly 50 percent of the increase will be in the groups over 45. 
Nearly 60 percent of the increase between 1955 and 1965 may be accounted for 
by women, and about half of this increase will aslo be women 45 years of age or 
over. 

The story will change in the 1970’s, of course, but between now and 1965 the 
increase in the labor force will be weighed heavily by women and people 45 years 
of age or older. 

If you want to be able to hold your workers, your best chance lies in getting 
mature women. 
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PROSPECTS FOR 1957 


Six significant factors in the economy are now apparent: 
1. Government spending is rising sharply at combined Federal, State, and loca] 
levels—up an unusual 8 percent from fiscal 1957 to fiscal 1958. And 1959 threatens 
an even more substantial rise. However, spending levels will rise more than the 
volume of goods and services procured, a 5 percent increase factor now being 
required to even cover rising costs. With Federal tax rates fairly constant, just 
over $1.5 billion from 1956 through 1958, Federal spending levels are generally 
in balance with rising gross national product. 

No Federal tax cut this year. Meantime, State and local tax takes should 
increase 15 percent. State and municipal capital outlays, totaling $70 billion 
in the decade just past, will more than double in the next decade. 

The $2.9 billion Federal spending increase budgeted for 1958, mostly military, 
excludes $1.5 billion plus in nondefense spending through (a) the trust-fund 
account for the highway program; (b) a reported saving in the housing and com- 
merce area which presumes a postal-rate increase that conceals $650 million 
increased spending; and (c) a nonexisting saving in general Government operations 
resulting from a bookkeeping change in payment of retirement accounts. 

Reasons for higher spending—Federal: (1) Increased deliveries of new, more 
powerful, more expensive weapons; (2) higher prices for goods and services; 
(3) Mideast crisis and threats of similar international uncertainties that prompt 
bigger military and political subsidies from the United States; (4) as an adminis- 
tration stays longer in office it becomes more susceptible to public demands for 
welfare, resource, and economic-development subsidies. State and local: (1) 
Deferred maintenance of plant and equipment; (2) flight to the suburbs; (3) press 
of population increases in every State from now on; (4) prosperity, which sharpens 
public awareness of need for community expenditures that enhance property 
values and better living conditions. The question is not whether government 
will grow but where it will grow. 

2. Private investment will hold stable at December levels —Latest checks show 
that business plans to continue its high rate of plant expansion through 1957. 
Dodge contracts rose again in January. Companies whose sights are being 
lowered are at least matched by other companies whose programs are increased, 
Much of new capacity is for new products. Markets in general are growing with 
investment. Expanding capacity does not mean excess capacity. Some decline 
in inventory accumulation is probable, and a decline in foreign investment may 
occur, but business expenditures as a whole will be unusually stable. 

3. Wages are rising on a built-in basis.—Long-term contracts now guarantee 
wage increases regardless of cost of living. Unless productivity keeps pace, and 
it won’t in all industries, wage increases will have an inflationary impact. Mean- 
time, management should not be complacent over the fiction that 1957 will be 
a year of labor peace. Long-term contracts do not necessarily mean stability. 
A sizable increase in number of grievances filed under long-term contracts has 
occurred, and, unlike days of 1-year contracts, settlement of grievances cannot 
be postponed until contract-discussion time. Also, manarement will feel the 
impact of the conflict now arising within the labor movement over the breakdown 
of two basic precepts: (1) the principle of exclusive jurisdiction, and (2) the 
principle of the autonomy of constituent unions. Another problem—incentive 
systems are not compatible with developing automation of industry. Over half 
of all wage disputes now come from incentive problems. Changes in population 
will soon require management reconsideration of retirement and employment 
policies. For the next two decades women will provide over half of our new 
working force. 

4. Consumer expenditures can rise with incomes.—Consumers have tended to 
buy freely since World War II. Their shelves are now well stocked and their 
houses well equipped. They indicate, however, that if quality, style, and price 
are satisfactory they will continue to buy freely in 1957. But they will be choosey. 
Autos must be of new design and attractive; houses commodious, well located, 
and priced fairly. Enough firms have been awake to consumer preferences thus 
far this year to have made it possible for consumer expenditures to continue to 
rise in healthy fashion. 

5. Inflation pressures are substantially less than in fourth quarter of 1956, 
although a continuing factor in the economy. Cost of living will rise from time 
to time this year but not as sharply as recently expected. No further pressure 
is now expected from Federal Reserve, with possibility of easing before end of 
1957. Administration’s strong anti-inflation talk is politics, aimed at getting 
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industry to absorb increased costs, particularly wages. Its primary effect will be 
to guarantee no tax cut and no increase in Government pay scales. 

6. This is a year of real transition from a sellers’ to a buyers’ market.—Both 
business and consumer purchases through 1955 were largely from hunger. In- 
dustry was far short of capacity, and consumers urgently demanded new goods. 
But supply now is generally catching up with demand. Industrial construction 
actually cost less per square foot at the end of 1956 than it did in 1955. Con- 
sumers found in 1956 they could shop for price and for quality. Fabricators 
and processors found it more difficult to pass on additional costs. 

This situation will be more acute in 1957. It is forcing firms to watch budgets 
and markets more closely than formerly. Firms that are keeping abreast of 
these developments and providing new or better products at competitive rates are 
reporting rising sales both to industry and consumers. 

The transition to a buyers’ market puts pressure on profits as well as on prices. 
It is one reason the threat of inflation has abated considerably. Wage costs 
particularly will rise, but in large part they will have to be absorbed. To the 
eet they are not absorbed, companies which pass them on will find selling more 
difficult. 

Also, the transition to a buyers’ market not only makes it more difficult to set 
aside funds for additional investment, but also makes additional investment to 
cut costs or increase sales increasingly imperative. All this is a challenge, not a 
disaster. The volume of business done in 1957 will depend upon how successfully 
this challenge is met, not on statistics of income, profits, and interest rates. 

Sincerely yours, 
Rosinson NEWcoOMB, 
Economic Consultant. 


Senator SpARKMAN. Mr. Cash wants to ask a question. 

Mr. Casu. Mr. Braman or Mr. Morrison, I would like to explore 
further this conversation which we have had about the 20-percent 
limitation, and so far it has been discussed in terms of investments 
outside the 50-mile limit. 

Now, does that 20-percent limitation apply to other types of invest- 
ments as well as the 50-mile limit? 

Mr. Morrison. Yes, sir. 

Mr. Casu. Could you name what they are? 

Mr. Morrison. Any improved real property such as churches, 
shopping centers, schools, multifamily housing, and the like. 

Mr. Casu. Shopping centers? 

Mr. Morrison. But as a practical matter, there is very little of 
that kind of lending done. 

Mr. Cas. Would you say, then, that most of the 20 percent, to 
the extent that is utilized, is utilized on residential lending outside 
the 50-mile limit? 

Mr. Morrison. Very little money goes outside the 50-mile limit. 

Mr. Casu. Would there be any figures available on that; does any- 
body compile the figures on the use of that 20-percent leeway? 

Mr. Morrison. I wish you would ask the Federal Home Loan 
Bank Board to supply the figures on this point. I think they would 
be most helpful. 

May I go off the record? 

Senator SpARKMAN. Off the record. 

(Discussion off the record.) 

Mr. Casu. Back on the record. 

The reason I asked this is that when our committee has discussed 
this issue in the past, there has been a lack of information about the 
use of this 20-percent leeway. I was hopeful that we could get 
something in the record that would help us out this year. 

Mr. Braman. May I just add this to Mr, Cash’s comment and 
question, that if in this 20-percent limitation which we are. taiking 
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about, the Federal Home Loan Bank Board were to issue regulations 
as to requiring that extra 5 percent you granted last year were put 
exclusively in home loans, 1 to 4 families, that would be fine. We are 
not complaining about any regulation they might put in; we are just 
seeking the authority to do the lending job which we thought the 
Congress intended. 

Senator SPARKMAN. Thank you very much, gentlemen. 

Mr. Braman. Thank you, sir. 

Mr. Morrison. Thank you, Senator Sparkman. 

(The suggested amendments referred to above are as follows: 


Section 27 of the Federal Home Loan Bank Act is amended to read as follows: 

“Sec. 27. Any institution, except a national bank, trust company, or other 
banking organization organized under any law of the United States, including the 
laws relating to the District of Columbia, shall be authorized to subscribe for 
stock of a Federal home loan bank if otherwise eligible to make such subscription 
under the terms of this Act, or to the extent authorized by regulations of the Federal 
Home Loan Bank Board stock in a nonprofit organization the primary purpose of 
which is to further thrift and home financing, any provision in any such law to the 
contrary notwithstanding.”’ 

Section 5 (c) of the Home Owners’ Loan Act of 1933 as amended is hereby 
amended by adding at the end thereof the following paragraph: 

“Such associations are authorized to purchase and to invest in land acquired 
for the purpose of providing low cost economical home financing or assisting homme 
financing in slum clearance or urban rehabilitation programs under rules and 
regulations to be prescribed by the Federal Home Loan Bank Board. No such 
investments shall be made when it would cause the total of such investments 
then outstanding to exceed 2 percent of the assets of such association.”’ 


Senator SPARKMAN. In connection with the testimony we have just 
received concerning the present administration of the 50-mile restric- 
tion, | am inserting in the record at this point an exchange of cor- 
respondence bearing on this point. 

(The correspondence referred to follows: ) 


NATIONAL SAVINGS AND LOAN LEAGUE, 
Washington, D. C., December 26, 1956. 
Hon. Joun J. SPARKMAN, 
The United States Senate, Washington, D. C. 


Dear Joun: Section 5 (c).of the Home Owners Loan Act of 1933 provides that 
Federal savings and loan associations— 

‘“* * * shall lend their funds only on the security of their shares or on the 
security of first liens upon homes or combination of homes and business property 
within fifty miles of their home office: Provided, That not more than $35,000 
shall be loaned on the security of a first lien upon any one such property; except 
that not exceeding 20 per centum of the assets of such association may be loaned 
on other improved real estate without regard to said $35,000 limitation, and with- 
out regard to said fifty-mile limit, but secured by first lien thereon:’’ 

As you will recall it was from your efforts that we succeeded earlier this year in 
getting the percentage limitation increased from 15 to 20 percent. 

The phrase ‘‘other improved real property’’ is used in section 5 (¢), set out 
above, has received different interpretations over the years. At the present time 
the rules and regulations for the Federal savings and loan system and the Federal 
Savings and Loan Insurance Corporation preclude the making of loans on homes 
beyond the 50-mile limit. Federal associations are permitted by section 5 (c) and 
the regulations thereunder to make loans beyond the 50-mile limit on property 
other than homes. 

The provision, it seems to me, if construed in the light of conditions existing 
in 1933 as well as conditions existing earlier this year when Congress increased 
the limit from 15 to 20 percent of assets should enable Federal association= to 
make loans on homes beyond the 50-mile radius. 

I believe it would be most helpful to the industry and the board to have this 
language clarified. If your memory and that of your associates substantiate 
our view with respect to this provision, perhaps it would be well to so inform the 
board at any time and in any way you think appropriate. 
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If the matter cannot be satisfactorily handled administratively, we will wish 
to make legislative recommendations designed to permit limited home lending 
without regard to present area limitations. 

Sincerely yours, 
Haroup P. BRAMAN, 
Erecutive Manager. 


JANUARY 15, 1957. 
Mr. ALFRED J. ROBERTSON, 
Chairman, Federal Home Loan Bank Board, 
Washington, D. C. 

Dear Mr. Ropertson: Senator Sparkman has recently referred to me a com- 
munication which deals with the effect of a 1956 amendment to section 5 (e) of 
tne Home Owners Loan Act of 1933. As you will see, the question raised by this 
correspondence deals with the Home Loan Bank Board policymaking loans on 
homes beyond the 50-mile limit. 

As I understand your present policy, the Bank Board authorizes the making 
of loans on homes or a combination of home and business property outside the 
50-mile limit up to 20 percent of the assets of an assoziation. However, there 
appears to be some restriction brought about by regulations of the FSLIC. 

I would appreciate having a recapitulation of the Bank Board policy and also 
the policy of the FSLIC, especially where there appears to be any divergence 
between the two. 

Sincerely, 
Jack CARTER. 


FEDERAL Home Loan BANK BoarRp, 
Washington, D. C., January 31, 1957. 
Jack CARTER, 
Staff Director, Subcommittee on Housing, 
Committee on Banking and Currency, 
United States Senate, Washinaton, D. C. 


Dear Mr. Carter: This is in reply to your inquiry of January 15 as to the 
general rules applying to Federal savings and loan associations and the policy of 
the Board with respect to authorizing the extension of their lending operations 
beyond a 50-mile radius. 

As recognized in the attachment to your letter, section 5 (c) of the Home Owners’ 
Loan Act, as amended, permits Federal savings and loan associations to lend on 
the security of real estate situated (outside the territory in which the association 
operated while under State charter, in the case of a converted association) beyond 
a 50-.nile radius and on the security of other than home-type property (regardless 
of where situated) up to 20 percent (formerly 15 percent) of the association’s 
assets. However, section 403 (b) of the National Housing Act provides, among 
other things, that each applicant, including Federal associations, for insurance of 
accounts by the Federal Savings and Loan Insurance Corporation shall file. with 
its application an agreement that during the period that the insurance is in force 
it will not make any loans (outside the area in which it had loans on June 27, 1934) 
beyond 50 miles from its principal office except with the approval of the Insurance 
Corporation. Thus, exercise by Federal associations of their statutory authority 
to lend on real estate located outside their regular lending area beyond the 50-mile 
radius is made subject—as is exercise of the statutory authority of all other insured 
institutions to make real-estate loans outside their regular lending area—to 
prior approval by the Insurance Corporation. 

Excluded by statute (subsee. (d) of section 500 of title LI] of the Servicemen’s 
Readjustment Act) from the provisions of title IV of the National Housing Aet 
and from the 20 percent limitation found in sec. 5 (c) of the HOL Act, are loans 
as to which at least 20 percent is guaranteed under the Servicemen’s Readjust- 
ment Act. As a matter of policy, the Insurance Corporation (Federal Home 
Loan Bank Board) has by regulation authorized, without the necessity of prior 
application by an insured institution, the making of loans protected by insurance 
as provided in the National Housing Act or the Servicemen’s Readjustment Act, 
in territory beyond 50 miles but not more than 100 miles from its principal office 
In addition, by comparable regulation the Board has also authorized, without 
necessity for prior approval, the purchase of any loan secured by home-type 
property regardless of location of the security. 
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As to those instances where an association seeks authority not automatically 
given by regulation and applies for specific authority to make loans beyond 4 
50-mile radius, the application is acted upon after due consideration of the cir- 
cumstances prevailing in the individual case. Among other things considered 
are the type and character of the loans to be made, the need for such facilities 
the territory, consistency of the operation with sound and economical home 
financing, and the ability of the association to service the loans. In that con- 
nection I might say that the absence of adequate home-financing facilities in the 
community in which the association seeks to lend carries considerable weight in 
the Board’s deliberation. Recently the Board has been putting a 10-year time 
limit on extensions of lending area. 

You undoubtedly understand, as does the Board, that the 20 percent limitation 
found in the statute cannot be waived by regulation or by specific action of the 
Board authorizing loans to be made or purchased on the security of real estate 
located beyond the 50-mile radius. 

We believe the foregoing is responsive to your inquiry, but shall be glad to 
supply any further information you may desire. 

Sincerely yours, 
ALBERT J. RoBERTSON, Chairman. 





NATIONAL SAVINGS AND LoAN LEAGUB, 
Washington, D. C., March 1, 1957. 
Mr. JAcK CARTER, 
Staff Director, Subcommittee on Housing, 
Senate Banking and Currency Committee, Senate Office Building, 
Washington, D. C. 


Dear Jack: As you know we have discussed on a number of occasions the 
ability of Federal savings and loan associations to make home loans beyond the 
50-mile limit. The purpose of this letter is to reduce to writing some of the points 
which I raised in those discussions. 

The basic statue which permits Federals to lend beyond the 50-mile limit reads 
as follows: 

“Sxc. 5. (c) Such associations shall lend their funds only on the security of their 
shares or on the security of first liens upon homes or combination of homes and 
business property within 50 miles of their home office: Provided, That not more 
than $35,000 shall be loaned on the security of a first lien upon any one such prop- 
erty; except that not exceeding 20 percent of the assets of such association may 
be loaned on other improved real estate without regard to said $35,000 limitation 
and without regard to said 50-mile limit secured by a first lien.’ 

The words ‘other improved real property” were originally construed by the 
Federal Home Loan Bank Board to mean improved property other than homes. 
Subsequently, this interpretation was changed so that today the Board holds that 
Federal associations have the legal authority to make conventional loans beyond 
the 50-mile limit. That section of the rules and regulations for the Federal Savings 
and Loan system which implements the provisions of the above statute reads as 
follows: 

“Src. 145.6-7. Real estate loans and investments subject to 20 percent of assets 
limitation. Any Federal association may make loans of the types enumerated in 
paragraphs (a) through (d) of this section on the security of first liens on improved 
real estate only when the resulting aggregate amount of the following investments 
does not exceed 20 percent of the association’s assets. 

“(g) * * *, 

“—— = =. 

“(c) Loans on improved real estate located beyond the association’s 
regular lending area.” 

Section 141.13 of the system regulations defines “improved real estate’”’ to mean 
“real estate which is, or which from the proceeds of the loan will become, a home, 
combination of home and business property, or other improved real estate.” 

I think it is reasonable clear from the Board’s construction of the basic statute 


and the above implementing regulation that Federal associations have sufficient 
legal authority to make loans on homes beyond the 50-mile limit. However, 
what the Board giveth with one hand it takes away with the other. 

The rules and regulations for the insurance of accounts which are applicable to 
Federal associations places rather severe limits upon a Federal association’s legal 
authority to make loans beyond the 50-mile limit. The insurance regulation 


applicable to this situation reads as follows: 
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“Sec. 163.9. Loans and investments; general powers. Insured institutions may 
lend and otherwise invest their funds to the extent and in the manner authorized 
by law: Provided, That, except as hereinafter authorized, no insured institution 
may make, or invest its funds in, loans on the security of real estate located more 
than 50 miles from its principal office and outside the territory within which the 
institution was operating on June 27, 1934, without the prior written approval of 
the Corporation. Each application to the Corporation for authority to make, or 
invest in, loans on the security of real estate located more than 50 miles from the 
institution’s principal office and outside the territory within which the institution 
was operating on June 27, 1934, shall be supported by a map showing the area in 
which the institution desires to lend and invest its funds; shall state the type and 
character of loans to be made, including the maximum percentages of loans to 
appraisals; shall show the need for such facilities in such territory; and shall 
establish that such operation is consistent with sound and economical home 
financing, and that the applicant is equipped to service the loans adequately. 
Every loan made pursuant to any agpeeval by the Corporation of any such appli- 
cation shall comply with the terms and conditions of such approval.” 

I do not know the extent to which this section has been used, but I am under 
the impression that it provides little relief to institutions wishing to utilize the 
powers conferred by section 5 of the Home Owners Loan Act set forth above. As 
you well know, if the Board should be unsympathetic to the powers conferred by 
section 5, and I understand that is the case, you can see that as a practical matter 
the meaning of the statute is largely negated. 

I am hopeful that the above information will afford some basis for reference in 
your further consideration of this matter. 

Let me say again that we are most appreciative of your work and your efforts 
to get this situation straightened out. I am aware that this problem could be 
handled quite well administratively. At the same time I believe that the only 
way any change could be effected is to have appropriate congressional authority 
inform the Board as to”its intent in passing or amending the statute. 

If I can be of any service to you at any time and in any way, please do not 
hesitate to give me a call, 

Sincerely yours, 
Bryce Curry, Director of Research. 


NATIONAL SAVINGS AND LOAN LEAGUE, 


Washington, D. C., March 11, 1957, 
The Honorable Joun J. SPARKMAN, 


The United States Senate, Washington, D. C. 


Dear Joun: In December 1956 I wrote you with regard to the problems in- 
volved in obtaining for Federal savings and loan associations the right to make or 
purchase conventional home-mortgage loans beyond the 50-mile limit but within 
the 20 percent-of-assets limitation imposed by the statute. Through your efforts 
the statute was changed to raise the percentage from 15 to 20 percent on the theory 
the change would permit a wider application of the funds of associations in areas 
of surplus to the lending on or purchase of loans on homes in areas of shortage of 
mortgage funds. 

We had believed that the reenactment and broadening of the statute permitting 
limited home-mortgage lending beyond 50 miles from the home office of the Federal 
savings and loan association would operate as a directive to the Board to repeal 
or revise their regulation prohibiting this practice. This, we believed, was par- 
ticularly true since the restriction in our opinion was based on restraint of com- 
petition principles, rather than on the financial soundness of loans beyond 50 
miles. The administrative history of this restrictive regulation supports this 
view. We were further of the opinion that the removal of these restrictions 
would go far in furthering more economical home financing in certain areas where 
there is a scarcity of funds. 

We have appreciated your support of this position which we believe to be in 
the public interest. Although we feel strongly that this increase in the mobility 
of savings and loan mortgage investment money is necessary and desirable for 
the proper functioning of the Federal savings and loan and Federal Home Loan 
Bank System, we would prefer to see it reasonably regulated by the Board within 
the limits of the 20 percent set by Congress. 

We now have assurance from the Board that they will undertake steps to in- 
crease the mobility of funds to needed areas, and one part of this program would 
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be the removal in toto for a limited time of this restrictive regulation. This would 
suit our current objective and we would then not seek legislative changes which 
would be less elastic. The Board will appear before the Rains subcommittee of 
the House Banking and Currency Committee on Thursday, March 14, at which 
time we are advised that this subject will be fully explored. Assuming the out- 
eome of that hearing is along the lines here suggested, we would then not seek a 
speicfic amendment to the statute. 
Sincerely yours, 
Harotp P. BRAMAN, Frecutive Manager. 

Senator SparkMaNn. Mr. Benjamin Levinson, president of the 
Michigan Mortgage Corporation of Detroit, and national mortgage 
and housing adviser, I believe, to AMVETS; is that right? 


STATEMENT OF BENJAMIN LEVINSON, NATIONAL MORTGAGE 
AND HOUSING ADVISER TO THE AMVETS 


Mr. Levinson. Yes, Senator. 

Senator SparkMAN. All right, Mr. Levinson, we are glad to have 
you. 

Mr. Levinson. I will not be too long, sir. 

Senator SpARKMAN. You just proceed in your own way. 

Mr. Levinson. Mr. Chairman and esteemed members of the Senate 
Banking and Currency Subcommittee on Housing: 

Who I am, at this point, is not important. It is what I represent 
that I feel is important. 

The housing industry in this country is the most important industry, 
as it affects our economy, and our constant fight against communism. 
Better citizens are made when a man becomes a homeowner. The 
economic standing of the country at large is elevated, slums are elim- 
inated, more taxes are paid, greater savings are ‘possible ‘because of 
fewer slum areas. 

Since it is one of our largest industries, and a great lack of housing 
exists in this country as compared to the sur plus of factories, small 
plants, tools, surplus in the chemical industry, and so forth, the 
answer can only be that the average citizen has no lobby in Washing- 
ton to speak for him. 

I, as an individual who have had over 20 years’ experience in the 
mortgage business, and have seen youngsters get married and move 
into homes with their children, who, in my time, could not possibly 
own a home, am coming to vou as a one-man lobby to speak in behalf 
of the average workingman and veteran, in order that they too may 
become homeowners. 

Ever since the Government insured and guaranteed mortgage has 
been available to the average workingman, recurring crises have 
occurred every few years so that financing of mortgages has not been 
available. 

This Congress, which has been elected by the people, is hereby 
appointed by myself, not only as a representative of the people, but as 
a lobby to see that they get what they deserve in housing. If this 
Congress will undertake its obligation seriously with reference to the 
issue involved, they will realize that steps should be taken that will 
stabilize the Government insured and guaranteed mortgage market, 
and the recurring crises in mortgage financing will not exist. 

What is the remedy which will enable us to maintain a constant flow 
of Government insured and guaranteed new houses available to the 
average citizen? Money, of course. 
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Gentlemen, how do we solve this money problem? Congress, each 
year, in its wisdom, has budgeted billions of dollars for many purposes. 
The major purpose is to combat communism. What have we done 
about combating communism at home? How much money have we 
spent to combat communism, and what dividends have we received on 
this investment? If only a small measure of what we have spent to 
combat communism abroad, from which we have received very little 
dividends, was spent to stabilize the Government insured and guaran- 
teed mortgage market at home, the dividend returned would be 
tremendous, 

ln a time of crisis, a man who owns his own home is a better soldier, 
will fight harder, and it will cost this country less to train him to fight 
communism. 

Gentlemen, any amount of money used in stabilizing the Govern- 
ment insured and guaranteed mortgage market, is not an expenditure; 
it is an investment: All the principal comes back, plus the interest. 

Sometimes we are so close to the forest that we cannot see the trees. 
The benefits to each one of us, to each citizen, through a stabilized 
mortgage market, are so great that it would take weeks to detail, 
but it affects each of us every day in our economy. 

Now, gentlemen, the issue is resolved. The Government insured 
and guaranteed mortgage market must be stabilized. Since it takes 
time to educate potential investors, and money must be obtained 
now, and not from the national budget but from other sources, Con- 
gress nevertheless can be the great leader in helping. This Congress 
can go down in history as making the greatest contribution to private 
homeownership by making available, with their paternal guidance, 
other sources for mortgages. Are there other sources? Yes. This is 
the source: 

At the present time there is an astronomical amount of money, 
reputed to be over $30 billion, which by force of circumstances, is 
being accumulated by organizations who have not the financial edu- 
cation,, the understanding or the proper counsel in investing or ad- 
ministering the money for the best interests of those to whom it 
belongs, and the administrators themselves. 

I need not tell you that insurance company money, which also is 
billions of dollars, and belongs to the policyholders, is administered by 
men of financial genius, and regulated by the legislation of the 48 
States and this august body. I need not tell you that the hundreds of 
billions of dollars in the savings and commercial banks are similarly 
protected. I need not tell you of our country’s experience in the 
past 100 years, of failures by banks and insurance companies, because 
of lack of proper supervision and lack of proper direction. The 
economic depression and distress to our Nation, the ruination to the 
depositors and policyholders who trusted the management of these 
banks and insurance companies is known to all of us. 

Do we have to wait 100 years to gain experience and let similar 
tragedy happen, or are we to benefit and put our past experience to 
work today, and not tomorrow? 

Gentlemen, we have billions of dollars being accumulated each year 
in welfare and pension funds nationally. These funds are the future 
retirement insurance policies of our workers: Does not the Nation 
owe the worker.a duty to. protect him in this great venture that has 
been brought about: by employer-employee relationship and contri- 
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bution, or should we ignore it and consider it an individual problem 
of each particular welfare and pension fund? 

Our experience in the economics of money has shown us that the 
complexities of administering such huge, colossal, astronomical sums 
of money are beyond the intelligence and wisdom of the average 
individual without Government, and State, and legislative assistance 

Congress has been over 50 years in bringing the Federal Reserve 
Banking System to meet the problems in our present complex economic 
situation. This Congress is still working on making our banking 
institutions better administered agencies by virtue of constant im- 
provement in National and State legislation to meet prevailing eco- 
nomic conditions. 

I am here today, gentlemen, to be constructive. I want this august 
body to be constructive. Anybody can criticize past mistakes. Let 
-us try not to make future mistakes. Let us do something to guide 
the administering of these huge welfare and pension funds in the 
proper direction. 

Until the administrators mature, what better direction can there be 
of these huge welfare and pension funds than the investment in Gov- 
ernment insured and guaranteed mortgages, with the aid of the two 
Government mortgage agencies—the Federal Housing Administration, 
which has done such a remarkable job for close to 20 years, and the 
Loan Guaranty Service of the Veterans’ Administration. 

I would like to interrupt myself there for a moment. In the past 
few years, I have sold many millions of dollars of mortgages to welfare 
and pension funds. It is a difficult job to make them understand. It 
is so difficult for an individual like myself or any individual, I feel, in 
the finance business, in the mortgage business, to make labor people, 
and administrators of city and State municipal funds, understand 
this; because we come to them to sell them something whereby I feel 
Congress should go to them, just to ask them. It would help the 
thing immeasurably. 

Let me digress for just one moment. I would like to quote from a 
letter received by me from the Loan Guaranty Service of the Veterans’ 
Administration: 

In regard to your inquiry, the Veterans’ Administration is not permitted to 
engage in any promotional activities designed to eneourage.the investment of any 


particular lender or type of lender in GI loans. Our role is one of making known 
to the investing public the underwriting standards and minimum property re- 


quirements that are applicable to all VA—guaranteed loans. 

I would like at this time, gentlemen of this Senate subcommittee, 
to compliment the officers who administer the veterans housing pro- 
gram; but they tell me, as pointed out in the above quote, that Con- 
gress, in the GI act, does not permit the Veterans’ Administration to 
promote the sale, or investment of funds in GI mortgages to health 
and welfare funds, both private and municipal. 

Senator SparKMAN. Mr. Levinson, it is now 1 o’clock. I do not 
like to suggest that we curtail anything, but I do want to say this. I 
have read all of your statement. I think you are hitting on a very 
important point. I would like to suggest that the statement be 
placed in the record, that is, it will be printed in full in the record; 
and I just want to commend you for laying the emphasis upon this 
important source of funds. The problem, of course, is getting to 
them. I believe that is what you are pointing out? 
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Mr. Levinson. That is right, sir. 

Senator SparKMAN. The need for selling the idea to them, getting 
them to invest in mortgages of this type? 

Mr. Levinson. That is correct, sir. 

Senator SpaARKMAN. I agree that it is a fine place for them to invest 
these pension funds. The big job is to get the ball started rolling. 

Mr. Levinson. Just this, Senator; now, the Treasury Department 
will go around to these various labor unions—and I have spent many 

ears going to them now. They will sell them Government bonds. 
Then the labor people will say to me, ‘Look, here we can only invest 
in Government bonds.” 

I will say, ‘Well, it is the same United States Government that 
guarantees these mortages or guarantees these GI or FHA loans.” 

“Yes,” they say, “that is a mortgage; this is a Government bond.” 

Somewhere along the line, Senator—they have, they say, $37 
billion—if we cut that in half, that solves all of our problems, or 
even a fraction solves our problems. 

Senator SparKMAN. I agree with you that it is a source which we 
should like very much to get into the habit of investing its funds in 
these mortgages. I agree with you further that the selling job needs 
to be done. 

Mr. Levinson. Well, sir, I think if you Senators 

Senator SpaARKMAN. I appreciate your statement; I appreciate your 
emphasizing this. 

Mr. Levinson. Thank you very kindly. May I just add this, 
that a comment from you or some membersof your committee that 
they should do this, with the proper publicity, I think would help 
us a great deal. 

Senator SPARKMAN. I want to tell you we have been pressing just 
as hard as we could that something be done. And I continue to hope. 
I can remember when FHA first came in that the banks and the in- 
surance companies and investment companies, that go after these 
mortgages now readily, would have nothing to do with it. 

Mr. Levinson. That is correct. 

Senator SPARKMAN. It requires a selling job, and my understanding 
is that that is what you are calling to our attention, with these pension 
funds. 

Mr. Levinson. I need help, surely. I am getting tired. 

Senator SPARKMAN. Thank you very much. 

(The balance of Mr. Levinson’s statement follows:) 

Do you know, gentlemen, that I have encountered certain public officials who 
questioned the integrity of the United States Government regarding the guaranty 
of FHA mortgages, or GI mortgages. They are oblivious of the fact that the 
interest rates on Government-insured mortgages will give them a high interest 
rate return with the maximum of safety. 

You, gentlemen of this Congress, must permit the Veterans’ Administration to 
have their representatives make personal calls on private and municipal retirement 
boards, and call on the trustees of the health and welfare funds, to educate them 
and inform them of the advantages of Government insured and guaranteed mort- 
gages for their investment portfolios. — : 4 y 

have with me letters from over 30 international labor unions, their health and 
welfare funds, and they all express a vital interest in investing part of their moneys 
in Government mortgages, but they are hesitant. They claim that their charters 
permit them to invest in Government bonds. 

The representatives of the United States Treasury Department have done a 
magnificent job in selling Treasury bonds and Government bonds to all health and 
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welfare funds, but the amount of moneys that the welfare and pension funds have 
invested in Government insured and guaranteed mortgages is almost infinitesimal, 

These health and welfare funds, and the trustees who represent them, want the 
United States Congress to tell them to invest in mortgages. 

If you would do this, and they would make available just a small part of this 
astronomical amount of billions of dollars, the entire building industry, nation- 
wide, would be on a sound basis, the evil of discounts would be eliminated, and it 
would definitely stabilize the Government insured and guaranteed mortgage 
market. 

Also, gentlemen, purely as a suggestion, let the Federal National Mortgage 
Association be a bank for the welfare and pension funds. Let the welfare and 
pension funds deposit into Fannie May like a savings bank. Let the welfare and 
pension funds withdraw from Fannie May like a savings bank. This would mean 
that no elaborate set of records, requiring additional help, would be necessary for 
the welfare and pension funds, and it would accomplish the stabilization of the 
Government insured and guaranteed mortgage market. The yield on this money 
to the welfare and pension fund would be a 44 percent return on Government 
insured and guaranteed mortgages with no overhead. 

This is an economy-minded Congress. The present large budget makes each 
and every Member here self-conscious of economy. Bear in mind, however, that 
even though any legislation with reference to housing, such as FHA, or VA, or 
FN MA, is considered on the Government books as an appropriation”’; in reality, 
it is only a bookkeeping term. The Government has never lost 1 percent on any 
appropriation in connection with Government-insured mortgages through FHA, 
VA, or Fannie May. Not only have they not lost anything, but in each instance, 
the appropriation has come back to the Government, plus a return of an interest 
income, which has been paid into the Treasury Department by the various govern- 
mental housing agencies. 

These, gentlemen, are my suggestions, first as an American citizen, and as the 
national mortgage and housing adviser to the AMVETS (American Veterans of 
World War II and Korea), and as president of the Michigan Mortgage Corp. in 
Detroit. 

Thank you, gentlemen, for permitting me this opportunity to express these 
comments. 


(The following was received for the record:) 


STATEMENT OF JAMES W. Harry, ASSISTANT NATIONAL LEGISLATIVE DIRECTOR, 
AMERICAN VETERANS OF WorLD War II 


Mr. Chairman and members of the committee, AMVETS appreciate this 
opportunity to present the views of this organization on matters currently being 
considered by this committee. 

Within the past month, representatives of AMVETS have appeared before the 
Committee on Veterans’ Affairs and the Subcommittee on Housing of the House 
Committee on Banking and Currency and, on each occasion, we voiced our oppo- 
sition to any increase in the present 434-percent interest rate for loans guaranteed 
by the Veterans’ Administration. 

We again reiterate our opposition to an interest-rate increase. In maintaining 
this stand, we are aware that our position is not in accordance with the thinking 
of men in the field of banking and finance who have urged that the rate of interest 
for Veterans’ Administration guaranteed loans be increased to 5 percent in order 
to place it in a more competitive position in today’s market. This view has been 
eoncurred in by officials of the Veterans’ Administration and the Treasury 
Department. 

As an alternative to an increase in the interest rate, we support a more liberalized 
FHA program that would assist everyone, veterans and nonveterans alike, in the 
purchase of a home. This would be a stopgap program and would be helpful to 
veterans who are anxious to purchase a home immediately and who cannot obtain 
a loan at 444 percent. It would also assist those veterans who have already pur- 
chased homes and who are now, because of growing families, in need of larger 
residences. Such a program would also be beneficial to those ex-servicemen who 
have entered service subsequent to January 31, 1955, and for whom no loan 
benefits, have been provided. 

In speaking of a liberalized FHA program, we refer to a plan providing for lower 
downpayments and a longer time in which to repay the loan. We would consider 
such a program only an interim, measure to accommodate those veterans who 
desire to buy a house now and cannot because of a lack of money at 4% percent 
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Should money become available in the Veterans’ Administration program, the 
veteran could exercise his right and use that benefit. In no sens2 are we suggesting 
that the FHA supplant the present Veterans’ Administration program, but rather 
are asking for a temporary alternative to the Veterans’ Administration program. 

While it is generally true that mortgage money at 4% percent is not readily 
available in many areas of the country, there appear indications that this situation 
may ease somewhat and that a flow of money into the Veterans’ Administration 
program will be observed. There is evidence that the tremendous industrial ex- 
pansion experienced in the last 2 or 3 years has, to some extent, leveled off. This 
industrial growth has siphoned off billions of dollars into plant expansion at high 
yields over the past several years. 

Reports indicate that this year business expansion, while increasing, will do so 
at a much more moderate rate. In view of this, we think that lending institutions 
may find the mortgage market attractive once again. In addition, we are of the 
opinion that lending institutions and other groups have been reluctant to make 
any commitments until Congress finally and conclusively acts with respect to the 
interest rate. We are hopeful that some portion of these resources will be available 
for loans for veterans. 

We wish to commend the committee for the attention and study devoted to the 
current housing problem which so vitally affects not only veterans but the entire 
population. We feel confident that the committee will recommend legislation that 
will bring some relief to this area. 


Senator SPARKMAN. We will stand in recess until Monday morning 
at 10 o’clock. 

(Whereupon, at 1 p. m., the hearing was recessed, to be recon- 
vened at 10 a. m., Monday, March 25, 1957.) 
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MONDAY, MARCH 25, 1957 


Unirep States SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
SuscommMitrer on Hovstne, 
Washington, D.C. 

The subcommittee met, pursuant to recess, in room 301, Senate Office 
Building, at 10:10 a. m., Senator John Sparkman, chairman of the 
subcommittee, presiding. 

Present: Senators Sparkman, Clark, Capehart, and Bush. 

Senator Sparkman. Let the subcommittee come to order. 

Other members of the committee will be here a little later, but I think 
we had better get started. We have a rather long list of witnesses for 
this morning. 

— we start, there are a couple of announcements that I want to 
make. 

First of all, Senator Fulbright, the chairman of the full committee 
and a member of this subcommittee, wanted very much to be here when 
we discussed the matter of college loans. However, he is speaking this 
morning at a student convocation at the University of Maryland upon 
the invitation of President Elkins of the universtiy, and therefore will 
not be able to attend this hearing. 

The second announcement I want to make pertains to testimony that 
was to have been given by Senator Clinton Anderson on behalf of 
Dr. Tom L. Popejoy, president of the University of New Mexico at 
Albuquerque, N. Mex. Dr. Popejoy has sent along a statement that he 
wishes to have placed before the committee. Senator Anderson was 
going to present that statement along with his own testimony. Unfor- 
tunately for us, however, there is a very important meeting of the 
Finance Committee that he must attend this morning. He regrets not 
being able to be present, but he has sent along the testimony of Dr. 
Po e]0y» and that will be placed in the record. 

The prepared testimony of Tom L. Popejoy follows:) 


STATEMENT OF Tom L. PopesoyY, PRESIDENT, UNIVERSITY OF NEW MEXIco, ALBUQUER- 
QUE, N. MEx., REPRESENTING THE STATE UNIVERSITIES ASSOCIATION 


Iam Tom L. Popejoy, president of the University of New Mexico, Albuquerque, 
N. Mex., and speaking to you today on behalf of the State Universities Associa- 
tion, an organization of 22 separated (non-land-grant) State universities. 

The presidents of the institutions for which I speak strongly endorse the 
college housing loan program and express the hope it may be continued during 
the years immediately ahead to assist these and other institutions of higher 
learning in accommodating the increased numbers of students who we know will 
soon apply for admission, and for whom provisions must be made now if they are 
not to be turned away. 

This Federal loan program by itself will of course not be the total answer 
to the needs of institutions which must also seek financial support from many 
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sources—State appropriations, private benefactions, corporations, and alumni. 
However, the Federal loan program has enabled institutions, and I hope will 
continue to do so, to construct needed housing and dining facilities so that such 
other funds as we are able to obtain can be used for faculty salaries, scholarships, 
classroom buildings, and equipment essential to providing higher education of 
quality. 

Certainly the majority of the members of the State Universities Association 
have not favored Federal subsidies to their institutions except for direct services 
furnished to the Federal Government such as the Reserve Officers’ Training 
Programs. This probably explains why our association has not hitherto pre- 
sented testimony before any committee of the Congress. However the college 
housing loan program is not a subsidy. We welcome it strictly on a loan basis. 
We are testifying for it today because of suggestions emanating in some quarters 
that the program should be curtailed or altered. 

Naturally we favor retention of the present formula governing interest rates 
on these loans. State universities traditionally have endeavored to educate all 
youths regardless of their or their families’ economic status. In consequence 
these universities have generally enrolled a larger percentage of students from 
the less wealthy families than have other institutions. That we have been 
able to borrow Federal money for housing purposes at a moderate interest rate 
and certainly lower than could be obtained in the private money market has 
made it possible to furnish housing accommodations at a reasonable cost to 
students. Any increase in interest rates will inevitably transfer to the students 
an additional financial burden which in many cases will be the determining 
factor as to whether those students can remain students to degree completion. 

Fifteen of our member institutions have received loans from this program or 
have applications pending; two others will file applications for loans within a 
short time. It is the consensus of our members that this program has met an 
imperative need in higher education which could not have been met otherwise 
except at the sacrifice of a higher education for many able young men and young 
women. 

Your committee is also faced with the problem of deciding how much increase 
should be made in the loan authorization for the college housing loan program in 
order to take care of needs for the coming year. The President’s budget message 
indicated the administration would request an additional $175 million in loan 
authorization. Subsequently, in testimony before the House committee, by rep- 
resentatives of the Housing and Home Finance Agency, this request was reduced 
by $25 million, or to $150 million. 

Senator Fulbright has introduced as S. 1558 a bill to increase the borrowing 
authority of the Housing and Home Finance Agency for this program by $200 
million. We favor the enactment of this proposal, rather than the $150 million 
recommended by the Housing and Home Finance Agency, for the following 
reasons: 

This is a loan authorization, and not an appropriation. If there is no demand 
for the additional $50 million above the amount suggested by the administration, 
there will be no occasion to.use it. If there is a demand, the funds will be avail- 
able. Since all parties are agreed that the program should proceed on the basis 
of the volume of sound loan requests made, there is no point in limiting the 
amount of funds available and running the risk of having to shut down the 
program during the closing weeks of the coming fiscal year. 

I would remind you that a year ago the Housing and Home Finance Agency 
requested an increase of $100 million in borrowing authority. The Congress, 
in its wisdom, saw fit to make the increase $250 million. Events clearly have 
demonstrated that had the recommendations of the agency been followed, we 
would be before this committee today urging emergency action on an increase 
in authorization for the current fiscal year to permit the program to continue to 
operate. 

STATE UNIVERSITIES ASSOCIATION MEMBERS 


University of Alabama, University, Ala. 
University of Colorado, Boulder, Colo. 
Indiana University, Bloomington, Ind. 
State University of Iowa, Iowa City, Iowa. 
University of Kansas, Lawrence, Kans. 
Miami University, Oxford, Ohio. 
University of Michigan, Ann Arbor, Mich. 
University of Mississippi, University, Miss. 
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Montana State University, Missoula, Mont. 
University of New Mexico, Albuquerque, N. Mex. 
State University of New York, Albany, N. Y. 
University of North Carolina, Chapel Hill, N. C. 
University of North Dakota, Grand Forks, N. Dak. 
Ohio University, Athens, Ohio. 
University of Oklahoma, Norman, Okla. 
University of Oregon, Eugene, Oreg. 
University of South Carolina, Columbia, 8. C. 
University of South Dakota, Vermillion, 8. Dak. 
University of Texas, Austin, Tex. 
University of Utah, Salt Lake City, Utah. 
University of Virginia, Charlottesville, Va. 
University of Washington, Seattle, Wash. 
Senator Sparkman. I understand Senator Capehart is on his way, 
and other members will soon come in. 
Our first witness this morning is Dr. Lewis Jones, president of 
Rutgers University. 
Will you come around, please? We are glad to have both of you 
gentlemen with us. Dr. Jones, if you will identify the gentleman who 
accompanies you, for the record, we shall appreciate it. 


STATEMENT OF LEWIS WEBSTER JONES, PRESIDENT, RUTGERS 
UNIVERSITY, NEW BRUNSWICK, N. J., ACCOMPANIED BY JOHN D. 
LONG, SCHOOL OF BUSINESS, INDIANA UNIVERSITY, REPRESENT- 
ING THE AMERICAN COUNCIL ON EDUCATION 


Dr. Jones. This is Dr. Long, of the University of Indiana, who has 
been coauthor of a study on this problem of college housing. 

Senator Sparkman. What is your first name or initial, Dr. Long? 

Dr. Lone. John D, Long, of the University of Indiana. 

Senator SparKMAN. All right, Dr. Jones. We will be very glad to 
hear from you, sir. 

Dr. Jones. Senator Sparkman and gentlemen, I am Lewis Webster 
Jones, president of Rutgers University. I am appearing as a member 
of the committee on relationships of higher education to the Federal 
Government, of the American Council on Education. The council 
membership includes 143 organizations and 972 institutions, among 
them nearly all the accredited junior colleges, colleges, and universi- 
ties m the United States. I have also been authorized to speak on this 
occasion for the American Association of Land-Grant Colleges and 
State Universities, which I served at one time as president. 

The essence of our request, Mr. Chairman, is that the college housing 
loan program, which has operated effectively on its present basis since 
1955, be permitted to continue to meet the urgent need of college stu- 
dents for housing. This need has been recognized by the Congress 
for a number of years. It is now entering its most critical period. 
We submit that the paramount issue involved here is not a highly 
technical debate over interest rates, but the very simple and yet the 
enormously significant question: When an American boy or girl is 
ready for college during the next 10 years, will there be a college ready 
for that boy or girl? The answer means a great deal in the lives of 
our young people, and for the strength of our country. It is our con- 
sidered judgment that abandonment of the program with its present 
rate formula, which all agree is now getting the job done, will result 
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in a sharp reduction in dormitory construction. This cannot be justi- 
fied as sound national policy. 

Officials of the Housing and Home Finance Agency have recom- 
mended to the Congress that the authorization for college housing- 
loan funds be increased by $150 million, and that the present interest 
rate formula, producing at present a rate of 27% percent, be abandoned 
in favor of a new formula calculated to increase the rate to a minimum 
of 31% percent. 

Mr. Chairman, it is difficult to reconcile this proposal, which amounts 
to a proposal for a drastic curtailment of the college-housing pro- 
gram, with the eloquent statement in the same document concerning 
the expanding needs of the colleges. Here I quote the words of the 
Commissioner of the Community Facilities Administration: 

In this connection I would like to point out that the need for student housing, 
which was intensified during fiscal year 1956, has become even more acute during 
fiscal 1957, and will continue to mount during fiscal 1958. Moreover, with fiscal 
1958 a special factor is introduced. The first bumper crop of war births came 
in 1942. In calendar 1960 these children will be 18 years of age. Thereafter 
in each successive year, another and larger group will reach college age. Since 
a dormitory will be ready for use in 1960 only if the application is filed in fiscal 
1958, it is anticipated that the demand for loans in that year will equal or exceed 
that in either fiscal 1956 or 1957. 

Mr. Chairman, those of us who are attempting faithfully to meet 
our responsibilities as college administrators by preparing for the 
upsurge in student needs which is so well described by the commis- 
sioner, are naturally disturbed. In the face of our emergency demand 
for housing, we are confronted by a proposal to reduce, by way of a 
21.7-percent hike in interest rate, the ability of the colleges to make 
use of available funds. This is a discouraging situation. It is also 
a poor prospect for students and parents. If it is determined by the 
Congress that the recommendation for an increase of nearly 22 per- 
cent in the interest rate on college loans is justified, then the fact is 
that most colleges, and especially the smaller and less adequately 
financed institutions, will be reluctant to borrow money on a basis 
that will mean a substantial increase in student rentals. 

These points are documented in a report, Financing of College and 
University Permanent Student Housing, which has been prepared 
for the American Council on Education by Dean Arthur M. Weimer, 
of the School of Business, Indiana University, and by his colleague, 
Prof. John D. Long, who is here with us today. Their study is based 
upon information received directly from 733 institutions, comprising 
75.5 percent of the 971 4-year accredited institutions in this country 
to which a comprehensive questionnaire on housing was mailed. The 
Weimer report is based on replies from three-fourths of the 4-year 
accredited colleges and universities, and its value is enhanced by the 
fact that these 733 institutions which responded have an enrollment 
of 1,727,205 students, or 87.6 percent of the enrollment in the total 
of 971 institutions. The substantial scope of the inquiry is empha- 
sized further by the fact that, according to the Housing and Home 
Finance Agency, of the 402 4-year institutions which had obtained 
final approval on housing loans by February 28, 1957, there were 383, 
or 95 percent, which were included in the study by Dean Weimer. 

The Weimer report shows what happened when the college-housing 
interest rate was reduced, effective August 1955, from 3.25 percent to 
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2.75 percent, by adoption of the present formula. In the year prior 
to this reduction, when the rate was still 3.25 percent, there were 
only 126 apoeeateee for loans totaling in excess of $98,655,000. In 
the year after the reduction to 2.75 percent, there were 402 applica- 
tions for loans totaling in excess of $429,709,000. 

The demand quadrupled in that period after the interest rate was 
reduced. 

It seems reasonable to assume that if the reduction from 3.25 percent 
to 2.75 percent brought such a rapid rise in demand for college housing 
funds last year, an increase at this time from 2% percent to 314 per- 
cent will bring a comparable drop in applications. The Weimer re- 
port gives substance to this assumption by showing (table VIII-1) 
that if the interest rate under the college housing loan program were 
increased to as much as 314 percent, 68 percent of the colleges ques- 
tioned believe it would be necessary to withdraw their applications 
for funds. It is reasonably clear, on the basis of what has happened 
in the past and on what college officials report about their ability to 

ay in the future, that the effect of the increased interest rate would 

e to block much of the planned expansion of the colleges to meet the 
student needs which were well stated by the Housing and Home Fi- 
nance Agency, and which are admitted on every side. 

The primary basis of the demand for a change in the college housing 
loan program is contained in the charge that the present interest-rate 
formula involves a “subsidy.” The present formula, based on the 
average rate of interest on all Government securities, plus one-fourth 
of 1 percent for administration, was adopted by the Congress in 1955 
as fair and equitable, and this formula provides no more subsidy in 
1957 than it did in 1955. 

One of the basic arguments previously offered before the Congress, 
but rejected, is that since the college loans are for 40 years, their inter- 
est rate should be based on the average of Government loans extending 
15 years or more. This argument suffers from serious oversimplifica- 
tion. When the Treasury floats a long-term bond issue, the entire 
loan comes due at the maturity date. College housing loans are of a 
different type, resembling mortgages, in that portions of the principal 
are repaid at regular intervals before the final maturity date. In 
effect, therefore, these loans are combinations of loans of varying 
terms, some quite short. Hence, there is strong logical justification 
for the present formula, which ties the interest rate to the average 
rate for all interest-bearing obligations of the United States, short 
and long. 

The demand for a higher charge against the colleges has become 
more insistent because interest rates generally have risen in the last 
2 years. ‘This is the only change of significance that has taken place 
since 1955, when the current formula was adopted. It is our position, 
however, that a temporary rise in the general interest rate does nothing 
to destroy the validity of the present interest formula, as can be 
demonstrated. 

You will remember that under the current formula the college pro- 
gram started out in 1955 with a rate of 2.75 (2.50 plus 0.25) which was 
the minimum rate, or in effect a floor rate. Actually, however, if the 
rate had been based on calculation of the average rates of all Govern- 
ment securities at that time, it would have been only 2.601 (2.351 plus 
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0.25). Thus the colleges in 1955 were in fact paying an interest rate 
to the Government which afforded the Government a small profit. | If 
in 1956 the general level of interest rates instead of going up had gone 
down, then the Government profit from the college loans would have 
increased, and the colleges would not have complained. As it hap- 
pened, however, general interest rates went up, with the result that 
the average rate paid by the Government came up to the floor rate of 
2.75 being paid by the colleges and continued to rise. Under the for- 
mula now in use, the college rate was adjusted to the rising average 
Government rate last July, and was set at 27%, which was only fair, 
and the colleges did not complain. If on July 1 of this year the 
average Government rate shows a further increase, the college rate 
will again be adjusted upward, and without complaint, for the formula 
is a fair reflection of what the Government is paying for its funds. 
Certainly, there is a temporary advantage to the colleges during a 
eriod when the interest rates on current Government borrowings have 
bdo rapidly rising. But let it be remembered that if the interest rate 
trend since 1955 had been downward, the colleges would have been pay- 
ing at a rate that would have meant a steadily increasing profit to the 
Government. In such an event is it conceivable that any Government 
official today would be appealing for abandonment of the present for- 
mula? We do not think so. Full consideration of these facts, we 
believe, demonstrates that the formula adopted in 1955 is quite as good 
today as it was then, and that obviously the need for continuation of 
the college housing loan program is today just as great. 

We are aware that a number of other questions have been raised 
coneerning the college housing loan program in recent years. It was 
in an effort to provide the fac ‘tual information upon which to answer 
these questions that the American Council on Education sponsored the 
study at Indiana University by Dean Weimer and Dr. Long. If the 
members of this subcommittee desire to ask questions, Dr. Long and I 
welcome the opportunity to provide such other information as we have 
available. If it meets with your approval, Mr. Chairman, I suggest 
that the representatives of other college organizations who are asso- 
ciated with me here be heard at this time, and that each of us then be 
available for questioning. 

Senator Sparkman. Thank you, Dr. Jones. I think that last is a 
very good suggestion, and if the other members of the committee have 
no objection, I shall call on Dr. Ellis. 

Senator Bus. Are we not to ask any questions? 

Senator SPARKM: an. Heis going tostay. I want tocall them around 
and let them give their statements, and then question all of them. 

Senator Busu. I want to ask some questions directly about this cost 
factor. 

Senator Sparkman. So do I, but I thought his last suggestion was 
very good, that we let the others get their statements in and then ask 
questions of all. 

Senator Busn. Are the others dealing with the same subject of the 
interest rate cost factor, Dr. Jones? 

Dr. Jones. Yes; I think they are. 

Senator Busn. I may have to leave. 

Senator Sparkman. If the time comes that you have to leave, you 
can certainly break in. 
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Senator Busu. Allright. 
ow e . . ~ 
Senator Srarkman. Dr. Calvert Ellis, president of Juniata College, 
Pennsylvania. 


STATEMENT OF CALVERT N. ELLIS, PRESIDENT OF JUNIATA 
COLLEGE, HUNTINGDON, PA., REPRESENTING THE ASSOCIATION 
OF AMERICAN COLLEGES 


Dr. Enurs. I am Calvert N. Ellis, president of Juniata College in 
Huntingdon, Pa. I am representing the Association of American 
Colleges, of which my college is a member. As I am sure the com- 
mittee knows, the Association of American Colleges is the national 
organization of liberal arts colleges and universities with liberal arts 
colleges. We have a membership of over 750 institutions, or 95 per- 
cent of all accredited liberal arts colleges in the United States, com- 
prising all types of institutions, large and small, public and private, 
church related and secular. Our most typical member, however, is 
the private college with between 500 and 1,000 students, of which my 
own college is a fair example. 

I shall not repeat the testimony given by Dr. Jones, who appeared 
on behalf of the American Council on Education and the American 
Association of Land-Grant Colleges and State Universities. 

I am not a professional economist and am not competent to express 
an expert opinion on the fiscal policies of the Federal Government. 
As a matter of simple commonsense, however, it would seem that no 
loss to the Federal Government is entailed so long as the budget is 
balanced and the colleges pay interest at the average rate for Treasury 
obligations plus a reasonable addition for administrative costs. In 
these conditions I cannot see that any element of subsidy is involved 
in the program. [f it were otherwise, I believe that many of my 
brethren in the private colleges would feel serious misgivings about 
accepting Federal loans. 

At the same time, the program will not fulfill the purpose for which 
the Congress established it unless the colleges can have their loans 
at the lowest rate of interest sufficient to cover the cost to the Govern- 
ment. The administration has suggested that one of its aims in seek- 
ing to raise the rate of interest is to encourage increased use of private 
loans for college building. Now private loans have continued to be 
used for dormitory building throughout the currency of the college 
housing program: local circumstances have made it possible and, in- 
deed, preferable for some institutions to raise loans in the private 
market rather than under the Federal program. But we must not 
delude ourselves into thinking that this is true of most colleges, or 
that in the present state of the money market private lenders can 
possibly take care of more than a small fraction of our needs. 

The administration proposes an interest formula which would pres- 
ently result in a rate of 314 percent. But the Weimer study, which 
has been referred to in previous testimony, shows that very few lenders 
would be interested in the bonds of publicly supported institutions— 
which are tax exempt—at less than 4 percent, or the bonds of private 
institutions—which are not tax exempt—at less than 5 percent. It 
is hard to see, therefore, how the availability of private funds would 
be influenced by making the colleges pay 314 percent for Federal loans. 
The same study confirmed the evidence furnished by an inquiry which 
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the Association of American Colleges made of its members some 2 years 
ago—that the interest rate bey ond which loans are too expensive for 
most colleges is around 3 percent. The effect of raising the interest 
to 3% percent would simply be to make it extremely difficult for the 
colleges to raise any loans at all. 

I know what I am talking about, as my own college is now building 
a dormitory with its second loan under the college ‘housing program. 
Like scores of my colleagues in the small private « -olleges, I ‘know what 
a godsend the program has been to this sector of American education. 

"There is no point in my introducing arguments about the overall 
need for greatly incr eased dormitory and dining facilities to meet the 
ever-growing demand of American youth for a college education. I 
could not state the case more cogently than it has been stated in testi- 
mony given to the Congress by the Commissioner of the Community 
Facilities Administration himself. 

Nor do I wish to suggest that the need of one type of institution is 
greater than that of another. What I wish to make clear to the com- 
mittee is that for the type of institutions I know best—the small pri- 
vate colleges like my own—the program is vital. Without these low- 
interest loans, most of them would have no means of housing the rising 
influx of students. They cannot rely to any appreciable extent on 
private loans; their bonds are not tax exempt; their credit rests on a 
narrower basis than that of larger institutions; they cannot go on 
indefinitely raising their fees. If the Federal program is cr ippled by 
the adoption of a prohibitiv e rate of interest, the chief victims will be 
the small private colleges, and, of course, the students they would 
otherwise serve. 

Do we not want these colleges to play their part in meeting the de- 
mand for higher education? A survey recently conducted by my asso- 
ciation shows that, contrar y to a widespread popular impression, the 
private colleges in general are ready and willing to accept a fair share 
of the rising ‘enrollments—if they are given the means of doing so. It 
would be a tr agic error to deprive them at this critical juncture of a 
source of c: pital which has abundantly proved its worth and for which 
there is no acceptable substitute. 

Senator Sparkman. Thank you very much, Dr. Ellis. 

Now, Mr. Nicholls, will you move over and take the microphone and 
give your statement, please? 

Senator Ciark. Mr. Chairman, could I interject here? 

Senator SparkMAN. Senator Clark, you are not aware of the ar- 
rangement we made, that we are taking all of these statements, and 
then we will question the whole panel. 

Senator Crark. All right. 


STATEMENT OF WILLIAM 0. NICHOLLS, TREASURER, AMERICAN 
UNIVERSITY OF WASHINGTON, D. C., REPRESENTING THE ASSO- 
CIATION FOR HIGHER EDUCATION 


Mr. Nicuouus. Mr. Chairman and members of the committee, I am 
William O. Nicholls, treasurer of the American University, of Wash- 
ington, D. C. 

Tam speaking today on behalf of the Association for Higher Educa- 
tion, a department of the National Education Association. 
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The Association for Higher Education is an organization of 
individuals engaged full time in college and university work. It has 
approximately 18,000 members in over 1,500 colleges and universities. 
Its membership is composed of administrative officers—presidents, 
deans, business managers, registrars—and of faculty members from 
academic and professional fields, from both publicly supported and 
pdivately supported institutions. : 

The Association for Higher Education has been actively interested 
in the college housing loan program from its inception in 1950. It 
was the 10th national conference on higher education, sponsored by 
the association in 1955, which called upon the Congress to enact legis- 
lation similar to the measures which were subsequently enacted into 
law, one of the most significant features of which was the present flexi- 
ble formula for calculating the interest rate. 

The 12th national conference on higher education, held in Chicago 
earlier this month, again went on record with the following unani- 
mously approved resolution : 

In view of the mounting need for additional housing accommodations, the 
12th national conference on higher education endorses a continuation of the 
Federal Government college housing program in its present broad form and with 
its present flexible formula for determining interest rates. It urges all possible 
speed by the appropriate Government agencies in considering request and in mak- 
ing such funds available to eligible institutions. To this end it recommends that 
the resources of the United States Office of Education in the review and ap- 
proval of applications for loans be fully utilized. 

Because the need for and the value of the present college housing 
Joan program has been so fully validated in previous hearings before 
this committee and by the preceding spokesmen from other organi- 
zations of higher education, it is not my intention to make a lengthy 
presentation. 

I would like, however, to call attention to one important fact in- 
volved in your consideration of the interest rate, and also identify 
my own personal experience on an operating level with the college 
housing program so that you may feel free to question me in line with 
my direct knowledge. 

No one will deny the great need of our Nation for college-educated 
youth; all of us are greatly concerned about the ever-increasing costs 
of providing a college education. The proposed lifting of the in- 
terest rate on this program would add one more financial obstacle to 
be surmounted by youth seeking a college education. 

In the 2-year period between the start of the first dormitory 
project at our university in 1953 and the second project in 1955, our 
cubic-foot construction costs for comparable buildings in the District 
of Columbia rose 20 percent from $1.10 to $1.32 per cubic foot. 
Architect fees, being based on a fixed percentage of construction 
costs, likewise added to the total project cost. 

If, in addition, the cost of the borrowed funds is also to increase by 
nearly 22 percent, many students who should get a college education 
will not be able to afford the room rent which must be charged to 
maintain the dormitories and pay the interest and curtail charges. 
Couple this with increasing tuition charges to pay more adequate 
salaries to our faculty and increased prices for our purchases of sup- 
plies and equipment, and a situation is created in which an increasing 
percent of college students will be the chilldren of the well-to-do, 
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and those of modest financial means who are already in college will 
continue to drop out. in increasing numbers. 

Finally, as to my own experience. For nearly 4 years I have 
been the treasurer and director of financial and business affairs of the 
American University. Prior to that for 5 years I was assistant busi- 
ness manager of Syracuse University. While at Syracuse, I was in- 
volved in dr awing up the preliminary application for a $234 million 
dormitory loan from the Housing and Home Finance Agency. 

Since coming to the American University, I have been personally 
involved in three dormitory loans under this program. ‘Two of these 
loans have been granted at different rates of interest and we have 
already opened the dormitories. Just this past Friday I was advised 
by telephone that our current preliminary application for $1,500,000 
to build a 300-bed dormitory for women students has been approved. 

Because of my work on these projects, I have had personal knowl- 
edge of the direct relationship of interest rates to the room rents we 
must charge. I trust the committee will consider what raising the 
interest rates would do to college students and to potential college 
students who are well endowed intellectually, but not financially. 

Thank you, sir. 

Senator Sparkman. Thank you, Mr. Nicholls. 

Now, if you four gentlemen will just take your seats at the table 
you may pass the microphone from one to the other as you may re- 
spond to questions. 

Senator Capehart, any questions? 

Senator Capenart. Not at the moment. 

Senator SparKMAN. Senator Bush, are you going to have to leave 
early ? 

Senator Busu. I am not in a great hurry, but I do have some 
questions. 

Senator SparKMAN. Senator Clark, you can stay? 

Senator Ciark. Yes. 

Senator SparKMAN. Senator Bush has already said he would have 
to leave early, so the Chair will recognize Senator Bush at this 
time. 

Senator Busn. Mr. Chairman, the question I would like to ask is 
this: What would be the actual effect of the increase in interest rate 
on the cost of a building which may be worth $1 million, or whatever 
the figure may be? I would like to have an illustration for the record 
of what the proposed interest increase would do, and what effect. it 
would have on a per-room basis, or on a building basis, with respect 
to a $1 million building. All of you have said that the interest rate 
increase proposed would increase the cost of building, but no one has 
given us an illustration. I presume you must have a lot of those. 

Maybe the Weimer report goes into that, and if so, let us get it into 
the record and let us see what this increase in the interest rate will do. 

Senator SparKMAN. That is 2% to 314 percent. 

Senator Busu. Yes. A five-eighths of 1 percent interest-rate in- 
crease. What does that do to the cost of the building? 

Senator SparKMAN. Except you might. keep in mind, as Dr. Jones 
pointed out, which is significant, that as of July 1 the interest rate 
may be going wP again. 

Dr. Jongs. Under this fiexible formula it would, if interest rates 
generally go up. 
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Senator Busn. At least if we get this one we will know if it goes 
up another eighth it will have a “fifth more effect. Let us see what 
the interest rate is. 

Dr. Jones. I think we should ask Dr. Long, coauthor of this study, 
to answer that for us. 

Dr. Lone. I can supply some information. 

Senator Busu. Yes. 

Dr. Lona. In considering the effect on costs of an increase in the 
interest rate, the answer would depend on the amount of unit cost 
if we should do this on a unit-per-student basis. The answer would 
depend on the amount of unit cost, and I suggest for illustration, let 
us say, $5,000 per student cost of constructing facilities. It would 
depend on the maturity conditions of the loan, the size of the incre- 
ment in the interest, such as one-half of 1 percent, and the initial level 
of the interest rate to which the increment would be added. 

Just as an illustration of how that might work, hoe we consid- 
ered the student cost of dormitory construction to be $5,000 and 
looked at the effect of increasing the interest rate from 2.7 5, let us 
say, to 3.5 percent. In this case that is three-fourths of 1 percent. 
This is a level amortization of the debt, paying off a given amount 
each year of the sum of principal and interest, decreasing interest and 
increasing principal over a 40-year period. "The increased debt-serv- 
ice charge, including interest and repayment of principal, in this one 
ex! ample. would be per student per year, $26. 

I can give you other examples, if you like. 

Senator Bust. Per student per year? How does that relate to the 
$5,000 figure you gave? 

Dr. Lone. I was using the $5,000 as an illustration of how much 
the cost of a new dormitory would be per student. 

Senator Busn. That is the gross cost per student ? 

Dr. Lone. Yes. 

Senator Busu. After it is finished. Does that mean if there are 
100 students you have a $500,000 building? Is that what it means? 

Dr. Lone. If the $5,000 figure per student were consistent, you 
multiply that by the capacity of the dorm to get the total cost. 

Senator Bus. So you have a $500,000 building. 

Dr. Lona. Yes. Multiply the $26 by the capacity of the building 
to get the annual increase and how much the debt retirement would 
necessitate. 

Senator Busu. You say this illustration then would result in a 
$26 per year per student increase. Is that right? 

Dr. Lone. On a 40- year maturity basis. 

Senator Bus. Does that mean that that would cost each student 
$26 more per year ? 

Dr. Lona. It means that the school officials, in retiring the debt, 
would have to pay $26 more per year per student than would have 
been the case had the interest rate not gone up. I do not think we 
can necessarily say it would cost the student that much more, because 
funds might come from some other place; but baring any other place, 
it would have to come out of increased rent and board charges, and 
ultimately out of the student’s pocket. 

Senator Crark. Will the Senator yield for a brief question? I 
promise to make it brief. 
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Senator Busu. I yield for a question. 

Senator Ciarx. It is my understanding that what you are saying, 
as an illustration, is that the cost per student increase over a 40-year 
period would be. $1,040, or, roughly, 20 percent of the $5,000 per 
student cost which you testified to. “Is that right? 

Dr. Lone. $26 a year times 40. 

Senator CrarK. $1,040. 

Dr. Lone. Yes, sir. 

Senator Ciark. And you are making a basic assumption of initial 
cost of $5,000 per student. 

Dr. Lone. That is right. 

Senator CiarK. So it would go up 20 percent over the life of the 
loan. 

Senator Busn. What would be the annual retirement cost on that 
$5,000? How much of that $5,000 would be retired annually under 
your 40-year plan? 

Dr. Lone. The annual amount of principal retirement in this case 
would vary. It would be an increasing amount with a decreasing 
amount of interest to produce a level service charge. This is just an 
Ulustration of how it might be done. Ifthe principal were discharged 
in a level basis, then these figures would not hold; but I suppose this 
is the common way of how debts are handled on a level debt service 
charge basis. 

Senator Busou. What would the student be paying per year for 
his room? I am trying to get at the cost to the student, per year. 
That is what I want to get at. 

Dr. Lone. I can give you some information from some institutions 
which may or may not be representative, as to rent and board charges, 
if you would like it. 

Senator Busn. All I am trying to get at here, Mr. Chairman, is 
what does this mean to the student? All these statements say that 
this is going to put a very heavily increased burden on the situation 
und slow down the rate of construction and make it impossible for 
some of them to go ahead with their programs. It is presumed 
whatever this increased cost may be is going to have to be borne by 
the student, because they are the ones who pay the rent, and they will 
have to pay the interest. 

What I would like to know is how big an effect this interest rate 
increase, that is contemplated by this formula, will have upon the 
dormitory rental paid by the individual student. 

Senator SparKMAN. Is not the situation this? Assuming the state- 
ment given by Dr. Long to be correct as to the cost per student, then 
certainly over the life of the mortgage the additional cost to the stu- 
dent would be $1,040, which either the student has to pay or the college 
has to make up in some other way ? 

Dr. Lone. That is right. 

Senator Sparkman. Before we move further, is that $5,000 just 
taken out of the air? I have done some hasty calculating here. You 
say your cost is $1.32 per cubic foot. Then $5,000 would provide for 
3,800 cubic feet. 

Mr. Nicuoris. That was my figure, the $1.32 per cubic foot. It 
has nothing to do with the Weimer report. 

Senator Sparkman. Yes, Mr. Nicholls, it was your figure. That 
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would give you 3,800 cubic feet. If you have a 9-foot ceiling it 
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would give you about 422 square feet. I certainly did not occupy 
that much space when I was a student in college, so I would like to 
have us get a working figure here that is accruate. 

Mr. Nicnotts. You have a considerable amount of public space, 
Senator Sparkman, in a building. For example, we made some cal- 
culations in our own dormitories and we think ours are about as 
modest in that respect as it is possible to have. 

Senator Sparkman. Are those the dormitories built right at 
Nebraska Avenue and Glenbrook Road, the ones you referred to as 
your last program ? 

Mr. Nicnorts. Yes, sir. For example, our net rentable space in 
the two projects approximated 60 percent of the total space of the 
building. The remaining 40 percent was public space, and also in- 
cluded the partition walls. 

Senator SparKMAN. That would give you 253 square feet. 

Mr. Nicuouts. I am afraid you are starting with a different base 
of figures than I have. I do have some detailed figures on the two 
projects. 

Senator Sparkman. I think somebody else gave us that figure. 

Mr. Nicuo.ss. In terms of the space that our own students have 
at American University, in these 4 dormitory buildings to which I 
referred in the 2 projects, we have approximately 190 square feet of 
room space for 2 students. 

Senator SparKMAN. Do you have it worked out as to what the cost 
per student is? 

Mr. Nicnotts. Yes. 

Senator SparKMAN. I wonder if you would give us that figure. 

Mr. Nicworis. On the first project, which was started in 1953 and 
opened in February 1955, our per-bed cost on the project was $3,583. 

Senator SparKMAN. $3,583 ? 

Mr. Nicuotis. Yes. 

On the second project, which was started in 1955 and opened in 
February of 1957—and understand, gentleman, that we do not have 
quite all of the final costs, but I am pretty accurate with this figure— 
our per-bed cost is $4,271, or an incease of 19.2 percent over the pre- 
vious 2-year period. 

Senator SparKMAN. Despite the fact that the rate of interest was a 
little lower on these last projects than on your first project? 

Mr. Nicnotts. Our rate of interest, however, is not involved at this 
point in the project cost. We will not be involved in the interest until 
we start to amortize the loan. 

Senator SparKMAN. Certainly. I see. 

Mr. Nicnotts. There is one exception to it that I might point out. 
Part of the project cost does tote interest during construction. 

Senator SparRKMAN. Yes. 

Mr. Nicnotis. But this is a relatively small amount in terms of the 
total amount of the loan. 

Senator Sparkman. Of course. 

_ Senator CrarK. Would not the end result be that your $5,000 figure 
is approximately accurate when you add in the interest ? 

Mr. Nicuotis. If I may refer again to the testimony I gave, I indi- 
cated we had received approval by phone last Friday of a $1,500,000 
preliminary loan application for a dormitory for 300 women. On 
that basis, therefore, we are calculating it will cost us $5,000. 
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Senator SparkMAN. Senator Bush, I did not intend to take the 
questioning away from you. 

Senator Busu. I still feel it would be very helpful to us if we 
could get some accurate information as to whi at the presumed inter- 
est rate increase to 31% percent would have as an effect on the rental 
the students are going to have to pay. 

Senator Sparkman. In that connection, I wonder if I can ask 
this question: I think it was included probably in the testimony, or 
one of the replies, or simply was implied. Is not the situation this: 
That when the college figures on this thing, the principal factor is 
not what the additional cost of this one item is going to be to the indi- 
vidual student, but the college recognizes the need, and even though 
~ cost may be spread out over 40 years, your immediate problem 

s, “Can we raise the money right now.” Is that not it? 

Dr. Exxis. That is exac tly it. 

Senator Sparkman. In making this additional interest charge, you 
build up the overall cost it is going to be to you, and it simply compli- 
cates the problem. 

Dr. Jones. Of course, we have mounting costs with faculty salaries, 
equipment costs, books and scientific journals. All of these costs are 
mounting. If you add $25 to $26 a year for dormitory rent, it just 
adds to this total. 

Senator SparkMaAN. Of what you pass on to the student and also the 
overall to the college. 

Dr. Jones. That is right. If you do not pass this on to the student, 
then it means you are taking it from an educational source—let us 
say faculty salaries, or scientific equipment, or you let your libraries 
run down and do not provide the proper library facilities for the 
students. I think the general principle 1s being increasingly accepted 
that what you do is ask the student to pay the cost of his housing 
and try to build it at minimum, so it is low-cost housing. But I think 
we all pass it on to the student. It is something added to all of the 
other costs he and his parents are called upon to pay. 

Mr. Nicnonts. I might try to answer the question of Senator Bush 
by this specific illustration. I was m: aking some computations while 
Dr. Long was speaking previously. Our rent charge at the American 
University is $130 per semester per student, 2 in a room. Our semester 
is considered to be 16 weeks, which, therefore, amounts to $8.10 per 
week. Based on the calculation given you of $26 a year increase for 
a three-fourths of 1 ee increase in the rate of interest, dividing 
that by 32 weeks, I get precisely 81 cents a week. Therefore, in the 
case of our illustration it amounts to a 10 per cent per week increase 
over our existing weekly rate of $8.10 per week rent. 

Senator Busn. On the monthly basis it would be from $40 to $44? 

Mr. Nicnoizs. It would be roughly $4.33, or about $35. I would 
Say roughly it runs about $35 to $38. 

Senator Busi. So the aver: age would be about $35 a month. Is 
that what you are saying / 

Mr. Nicuorts. I am trying to figure ae ‘kly in my head. I am 
trying to multiply it by $4.33 roughly, which is under $35, 

Senator Bus. So it would up it by $35. 

Mr. Nicnotis. That is right. 

Senator Caprnart. I think there is something wrong with our 
figures, if the Senator will yield. We had better get the figures 
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straightened out, because if the average wav cost is $5,000 and the 
interest is 4 perc ent. that would be $200 a yea If you increased that 
one-half of 1 percent, it would only be $ $25 a yee and it. would remain 
over the 40-year period that you are paying off X amount for the 40 
years. So what you are doing here is really taking an increase of 
one-half of 1 percent, or three-fourths, and not getting the effect of 
the fact that you will be amortizing the mortgage over a period of 
40 years. 

Dr. Lone. May I comment, sir? In the illustration to which I 
referred the $26 a year was the increase in this one example of retiring 
the debt and paying the interest—the debt service charge and not just 
the interest. 

Senator Carenarr. You mean the $26 covers the retiring of the 
mortgage, including interest and principal ? 

Dr. Lone. This would be the additional amount required. 

Senator Carenartr. That is why I Prine up my point. The increased 
interest rate does not increase it $26 a yea 

Dr. Lona. If we overlook for the aca any retirement of the 
debt, the increased interest charge would be simply one-half of 1 
percent of the unit construction cost. 

Senator Carenarr. If " cost $5,000 and the interest was 4 percent, 
that would be $200 a year interest. If you increased it one-half of 1 
percent, that would be $ 5, but you are paying off one-fortieth of the 
principle every year and not paying interest on it. 

Dr. Lone. In the example I cited it might have been confusing. I 
referred to an increase from 2.75 to 3.5 percent, where aside from 
amortization of the debt we just assumed a level debt, and the incre- 
ment would be $37.50. 

Senator Carrnarr. I do not know if it is too pertinent to what we 
are talking about. We all know it will increase the cost, but I think 
we had better make certain about the amount. What somebody had 
better do is work this out accurately, rather than with a curbstone 
opinion, as we are doing it here this morning, and get it into the 
record. If you do not, someone is likely to call it to our attention on 
the floor of the Senate. 

Senator SparKMAN. I wonder if you gentlemen would prepare a 
typical case and set up the figures on it and insert that in the record ? 
(See p. 512.) 

Senator Busn. That is a good suggestion. I also suggest that the 
agency give us some figures. ‘They must have done some work on 
this and should have it. 

Senator SparkmMan. We will be very glad to ask them. (See p. 
D1). ) 

Senator Busu. They should gives us any figures they have on it. 

Senator Crark. Mr. Chairman, could those figures include the 
overall increase in cost over the entire period of the loan? I am in 
accord with what Senator Capehart says, and we should get that 
definitely. 

Senator Sparkman. Certainly, but as I understood Dr. Long to 
say, he certainly took into consideration the amortization. If you 
amortize it evenly over a period of 40 years, it is the same as paying 
the full interest rate for 20 years. 

Dr. Lone. We have a schedule of four examples which we could 
use in the record right now, if you like. 
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Senator SparkMAN. We would be very glad to have them in the 
record. 

Senator Busu. What are those? 

Senator SparkMAN. Senator Bush, I was hopeful that you were 
going into the question, which I thought you indicated you were, of 
finding out what has happened so far as the availability of private 
capital is concerned. Had you planned to ask some questions on 
that ? 

Senator Bus. No. Iam interested in that if you want to develop 
it. 

Senator Sparkman. The other day there were some questions asked 
along that line, and I thought these gentlemen, specifically Dr. Jones, 
dealt with it to some extent in his paper covering the availability of 
private capital. 

Senator Busu. I am interested in that from a number of angles. 
I am a trustee at the university, and I am interested in it. 

Senator Sparkman. I am atrustee of American University and I am 
very proud of the work they have done in housing. I helped on the 
first project they put up in 1953, when the program opened up fol- 
lowing the Korean war, and I have seen this program work at many, 
many different universities and colleges. I am sure we could fill a 
big record with testimonials as to the success of the program. 

Senator Carrnart. There is not anyone who is opposed to the 
college-housing program. The controversy at the moment is whether 
the interest rate should be one figure or another. That is the only 
controversy. I do not know anybody who is not for the program. 
It is a question of what the interest rate ought to be. 

These gentlemen maintain if you raise the interest rate it is going 
to materially interfere with their operations. 

Senator Sparkman. Dr. Ellis wants to say something. 

Dr. Exxi1s. Could I make a statement representing the small private 
colleges, and the more than half of the institutions in the Association 
of American Colleges who have loans under this? Those of us who 
represent the small private colleges simply do not have a credit basis 
on which to secure loans, that Yale or Rutgers University have. 

I want to point out this program has been of great help to the small 
institutions, who simply could not go out and borrow in the public 
market in the way the larger institutions can. 

Senator SparKMAN. In other words, you are saying that private 
funds are simply not available? 

Dr. Exiis. They are simply not available. 

Senator SparKkMAN. To the average small private college ? 

Dr. Exxis. To the average small institution, as far as the interest 
rate is concerned. It is also true it means a great deal to us over a 
period of 40 years as to the total amount of interest charged. Whether 
the student pays it or we have to go out to our alumni, and in many 
cases to church constituencies to secure the funds. 

Senator Crark. Dr. Ellis, would you agree that your sources of 
endowment gifts are considerably less for a fine, small institution such 
as yours in comparison to the larger institutions you are speaking of? 

Dr. Ex.is. We are certainly very much smaller and our resources 
are very much more limited. 
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Senator CrarKk. In other words, Juniata College does not have any 
really good chance of raising a big endowment fund from its alumni, 
like Yale and Harvard do? 

Dr. Exxis. No, sir. 

Senator Sparkman. Dr. Jones, in your paper you said something 
about the fact that the private funds were still available. When this 
interest rate was adjusted it was indicated to us that the effect of this 
would be to dry up private funds, and we have heard it again this 
year. You say in your paper private funds have remained available, 
and a great many of the colleges have used private funds. Do you have 
any figures in the study that was made to show that ? 

Dr. Jones. Yes, Mr. Chairman. I think Dr. Long has some figures 
which show very clearly that private lending increased and has gone 
up during this time. I can point out recent rather dramatic examples. 

If you read the paper last week you noticed that Penn State bor- 
rowed $22.6 million, I believe, privately, and I understand that is only 
half of the full amount. They intend to go on and borrow another 
$22 million. 

In our own experience, we have just completed dormitories for 
1,000 more students at the men’s campus of the university, which was 
done by private borrowing. At the same time we are very grateful 
that we were able to borrow $1,500,000 from the college-housing loan. 

Senator Capruart. What is the interest rate on the private loan ? 

Dr. Jones. We negotiated that some time back, and it was when the 
Federal rate was higher. I forget what it was, but it was only slightly 
higher. There were certain advantages. There was a long, long-time 
connection with the particular financial institution we borrowed from. 

Senator Capenart. But the interest rate was higher? 

Dr. Jonrs. Shghtly higher. Yes. 

Senator Bus. I was interested in that loan the doctor just spoke 
of at Penn State. I remember talking to Senator Bricker about it. 
He is a trustee of Ohio State University. I asked him if he had 
seen anything like that and he said, ves, they had done something like 
that at Ohio State in their building. 

However, the point to remember, and this will interest my friend 
here, is that a State university is a lot different from a private 
university. 

Dr. Ex.is. That is right. 

Senator Busn. In that they do ultimately have a call on the tax- 
payers, and the people lending money in the open market know that, 
so it gives them a definite advantage in the private-capital market 
over the independent university which has no State backing at all. 
That would apply not only to the smaller colleges and universities, 
but even to larger ones who cannot secure the loan. 

Dr. Jones. We always assume that the credit of Yale is rather 
good. 

Senator Busu. The credit is all right as long as you put up collat- 
eral. I donot know how good it is without it. 

Senator SparKMAN. Dr. Long, I wonder about this: As it happens, 
the instance that Dr. Jones gave was that of a State university. I 
assume the figures you have, Dr. Long, cover the field; is that correct ? 

Dr. Lona. I have some information. 

Senator Sparkman. Will you put that in the record in order that 
we may have it, and then may I ask if this is a reasonable conclusion 
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from the testimony of you gentlemen: That this program is supple- 
mentary; that the private c: ‘apital market does still operate, but that 
without this many schools would not be able to get the housing that 
they badly need in order to take care of the students coming in in 
increasingly large numbers ? 

Dr. Jonrs. I think that is a very good statement, Senator. 

Senator Sparkman. I wish we could stay longer, but if there are 
no other questions, I think we had better dismiss this panel, because 
there is heen list of witnesses still to appear before us today. 

Thank you very much, gentlemen. 

Dr. Jones. We are very grateful to you, Mr. Chairman, for giving 
us this opportunity to appear. 

Senator Sparkman. If you have any additional information you 
care to submit while the hearings are still open, which is a week or 10 
days, we would be glad to have it. 

Dr. Jones. We would be glad to submit some material. 

Senator Carprnartr. I am delighted to know Indiana is leading the 
procession with respect to this matter, and that the intelligence here 
was prepared in the great State of Indiana by Dr. Long. 

Senator SparKMAn. I will say I certainly count on the very strong 
support of the Senator from Indiana to maintain this fine program. 

Senator CrarK. I hope the senior Senator from Indiana will have 
the same sympathetic interest in housing for minority groups, elderly 
persons, military housing, and so forth. I am sure he will when we 
come to discuss it. 

(The information to be furnished by the American Council on Edu- 
‘ation witnesses follows :) 


AMERICAN COUNCIL ON EpUcCaAtrion, 
Washington, D. C., March 29, 1957 
Hon. JoHn J. SPARK MAN, 
Chairman, Subcommittee on Housing of the Committee on Banking and 
Currency, United States Senate, Washington, D.C. 


DerAR SENATOR SPARKMAN: In accordance with your request in the course of 
the hearing on the college housing loan program before the Subcommittee on 
Housing of the Committee on Banking and Currency of the United States Senate 
on March 25, 1957, Dr. John D. Long has prepared a supplementary statement 
for the record covering two points as follows: 

1. Effect on rent-board charges of increase in interest rate of indebtedness 
to finance construction of student permanent housing.—The answer to the ques- 
tion as to the effect on annual unit cost of financing dormitories caused by an 
increase in the rate of interest charged for the money used in the financing 
depends, among other factors, on the method used in amortizing the principal of 
the loan. Assuming, for simplicity, complete self-liquidation of the loans and 
level annual debt service charges, the effect on annual unit cost further depends 
on (1) the level of the unit construction costs involved, (2) the maturity condi- 
tions of the loan, (3) the size of the interest increment, and (4) the initial interest 
rate level to which the increment is added. 

Two tables are presented us enclosures to suggest the differential in annual 
debt service charges resulting from interest rate increases under various condi- 
tions. Table A is taken from Financing of College and University Student Per- 
manent Housing (a report prepared by John D. Long and A. M. Weimar of 
Indiana University for the American Council on Education, 1957, p. 231). This 
table is based on assumed unit construction costs of $5,000 and on amortization 
data taken from Handbook of Financial Mathematics by Justin H. Moore (New 
York: Prentice-Hall, Ine., 1929). The figures, rounded to the nearest dollar, 
cover a wide range of interest rates and maturities. Table B is extracted from an 
article in College and University Business by Ben W. Schaefer, superintendent, 
physical plant department, Iowa State College, When Can a Residence Hall be 
Self-Liquidating? (May 1956, p. 41). This table shows debt service charge data 
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for a range of unit construction costs at 30-year and 40-year maturities and at 
3 and 8% percent interest rates. 

Several illustrative references to the tables will show the effect on annual debt 
service charges of interest rate increases: 

1. Referring to table A, for example, one can see that an increase in the interest 
on a 40-year maturity from 2.75 to 3.25 percent would produce an increase in 
the annual unit debt service charge of approximately $17. The unit service 
charge would move up from about $208 to about $225. 

2. Another illustration from table A shows that an increase in the rate from 
2.75 to, say, 3.50 percent would produce an annual debt service charge increase 
of about $26 on a 40-year maturity basis. Over the life of the loan the addi- 
tional service cost per unit could be be approximately $1,040, assuming a loan 
which is completely self-liquidating. 

3. Referring to table B, and assuming a unit construction cost of, say, $4,000, 
one can see that an increase in the interest rate on a 40-year loan from 3 to 3% 
percent would produce an increase in the annual unit debt service charge of 
slightly more than $14. The charge would increase from $173.04 to $187.32. 

4. A final reference to table B shows that with a unit construction cost basis 
of $4,500 on a 40-year loan, an increase in the rate from 3 to 3% percent would 
increase the annual debt service charge by approximately $16. 


TaBLe A.—Annual payments (combining principal amortization and interest) 
which will discharge a debt of $5,000 in selected numbers of years at various 
interest rates 


Years to maturity 
Interest rate (percent 





ul 25 $f) 5 +) 45 A) 
2 st Qh 1) 183 179 159 
244 313 24 08 19] 178 168 
246 $2] 271 216 199 186 176 
234 $28 279 224 208 195 185 
3 336 287 25! 23 16 204 194 
34. 344 295 } 241 225 213 204 
3% $52 303 272 250 234 222 213 
3% 360 312 280) 25s 243 232 | 223 
4 3th 320 8 8 253 241 233 
4% 376 329 298 277 262 251 243 
4% s84 337 30) 286 272 261 253 
484 303 346 316 206 282 271 | 263 
5 401 355 325 305 291 281 274 


TasBLeE B.—Amortization costs required for construction costs per student 


Annual amortization 





Cost per student 3 percent interest rate 3ho percent interest rate 
fee ? neste cicitinteetaeeltt atti 

30 years 40 years 39 years 40 years 
2,500 _ . i $127. 55 $108. 15 $135. 925 | $117. 075 
$3,000... _- 153. 06 129.78 163. 11 140. 49 
$3,500 178. 57 151. 41 190. 295 163. 905 
$4,000 : 204. 08 173. 04 217. 48 187. 32 
$4,500 _ - 229. 59 194. 67 244. 665 210. 735 
$5,000. _ - 255. 10 216. 30 | 271. 85 234.15 
$5,500... 280. 61 | 237. 93 299. 035 257. 565 
$6,000__ 306. 12 | 259. 56 326. 22 280. 9S 


These illustrations suggest what happens in terms of unit costs (per student) 
when interest rates increase. Since in each of the examples cited the size of the 
initial debt (such as $5,000 per student) is not affected by the interest rate 
changes, the increase in the level annual debt service charge stems entirely from 
the increase in the interest rate. 

Increases in annual level debt service charges on a unit basis, of course, are 
not necessarily translated into increases in rent-board charges. If the project 
is not 100 percent self-liquidating (and perhaps few have been), some of the 
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increased debt service charge may be absorbed through other channels. Rev- 
enue from existing facilities, gifts, and appropriations are examples of such 
other channels. The point should be recognized, however, that, increasingly, 
these other sources may be “drying up.” 

To this extent the increases in debt service charges will have to be reflected— 
dollar for dollar—in increased charges to students occupying the facilities, 
Cases doubtless exist where such additions to the student charge could jeopardize 
the full occupancy of the dormitory over the 40-year period of amortization. 

2. Availability of funds in the private market for financing construction of 
student permanent housing.—The information in the Weimer-Long study to 
which reference has been made in earlier testimony pertained to 733 4-year 
accredited colleges and universities. No generalizations are implied beyond 
the institutions reported in the study. Some information is available for these 
colleges and universities on sources of debt financing since 1951 and on expected 
sources through 1969. 

Attention is invited first to historical data and their implication for the future. 
Total borrowing of the 733 institutions for the calendar years 1951 through 1955 
is summarized in the following table: 


Dollar amounts of total borrowing to finance construction of student permanent 
housing at all responding colleges and universities, 1951-55, classified by type 
of lender and by year of transaction 


[Dollars in thousands] 


Type of lender 





Year of transaction 
Nongovern- U.S. State or local Total 
mental Government | government 
1951 d ‘ ‘ i : $33, 492 $766 | $3, 549 $37, 807 
1952 4 8, 675 | 29, 116 | 6, 516 44, 307 
1953. __- 35, 730 | 25, 254 | 3,275 | 64, 259 
1954 | 29, 760 | 15, 803 8, 894 | 54, 457 
1955 ; 48, 163 | 19, 138 | 7,940 | 75, 241 
Unknown 4, 305 | | 4, 305 
Total. ..._- | 160, 125 | 90, 077 | 30, 174 | 280, 376 


This table suggests that on the basis of experience there is ground for beliey- 
ing that non-Federal funds will continue to play a major part in college housing. 
According to the table, the college housing loan program’s total of bonds issued 
to the responding colleges and universities during the calendar years 1953, 1954, 
and 1955 was only $60,195,000. In the same period the total of non-Federal fi- 
nancing of college housing was $133,762,000. Furthermore in 1955, the last year 
for which figures were provided, Government issuance of bonds for college dormi- 
tories increased over the preceding year from $15,803,000 to $19,318,000 or 21 
percent of the 1954 figure, while non-Federal total borrowing (bonds and loans 
other than bonds) increased from $38,654,000 to $56,103,000 or slightly more than 
45 percent of the 1954 figure. The table provides no data for the year of 1956. 
No evidence is at hand, however, to suggest any decrease, at least in absolute 
terms, of private financing. 

Attention is now invited to the data on expectations. The quantitative im- 
portance of the private market as a future source of college housing funds is, of 
course, a matter of marked conjecture and one which depends on many variables. 
Referring again, however, to the Weimer-Long study, plans were reported by the 
733 institutions for borrowing from all sources about $1.4 billion before 1970 for 
housing construction. Of this amount slightly more than one-half a billion dol- 
lars is anticipated from nongovernmental sources, and about $65 million are 
expected from State governmental lending agencies. The long-range expecta- 
tions, naturally, are based on rough estimates and subject to substantial and 
hasty change. 

In addition to the foregoing statement prepared by Dr. Long, I should like to 
add a comment on one other point. Statement has been made that public uni- 
versities generally enjoy the credit advantage of having their dormitory bond 
issues backed by the taxing power of the State. While this is true in some 
States, it is not true in many others which have constitutional prohibitions 
against State debts, or limitations on indebtedness in the form of cumbersome 
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legal proceedings which make the issuance of dormitory bonds backed by the full 
faith and credit of the State most difficult if not impossible. 

I wish to thank you and the members of your committee for the privilege of 
making this supplementary statement. 

Very sincerely yours, 
LEWIS WEBSTER JONES, 
President, Rutgers University ; 
Member, Committee on Relationships of 
Higher Education to the Federal Government. 


(The following was received with reference to the foregoing :) 


Hovustine AND HOME FINANCE AGENCY, 
Washington, April 1, 1957. 
Mr. MILTON P. SEMER, 
Chief Cousel, Senate Subcommittee on Housing, 
Senate Office Building, Washington, D. C. 


DEAR Mr. SEMER: In Commissioner Hazeltine’s absence, I am replying to your 
telephone call to the Community Facilities Administration regarding the effect 
of the proposed increase in the interest rate for college housing loans in terms 
of both the individual college and the student. 

The present interest rate is 2% percent, and that proposed by the administra- 
tion based on November yields would be 3% percent. 

Assuming a cost per bed of $3,500, annual maintenance and operation expense 
of $100, a vacancy ratio of 10 percent, and no principal payments for the first 2 
years of the loan, the annual rental required per student for a self-liquidating 
residence hall on a 40-year basis at 2% percent would be $336, or $26.33 per 
month on a 12-month basis, and $37.33 on a 9-month basis. 

Using the same factors, but substituting 3% percent, the annual rental per 
student would be $363, or $30.25 on a 12-month basis and $40.33 on a 9-month 
basis. 

The difference between the 2 rates of interest would amount to $1.91 per 
student per month on a 12-month basis and $2.55 per month per student on a 
9-month basis. 

The effect in terms of the individual college would depend on the size of the 
loan. The increase in annual interest cost would amount to $23 per annum for 
each $3,500 borrowed. 

Enclosed is a table giving these annual rentals at 2%, 2%, and 3% percent. If 
I can be of further assistance please call on me. 

Yours very truly, 
(Signed) Pere F. SEWArp, 
Acting Commissioner. 


Annual rental required per student for self-liquidating residence hall at various 
rates of interest for 40-year plan 


Interest rate: Annual rental 
Bee, NI oi Si as cia hse ies dente Ra a ee ee ee $336 
ss NN asian chix ins cic tch ean diel ea Senay tice a cic ete 340 
ON I tes ic saci ts shales sehcnginleicae Siadaaice aelaee tad ed 363 


Assumptions: 

(a) Cost per bed, $3,500. 

(b) Annual maintenance and operation expense, $100. 
(c) Vacancy ratio, 10 percent. 

(d) Debt service coverage, 1.35 times. 

(e) No principal payments for first 2 years of loan. 


(The following was received for the record :) 


GAINESVILLE, Fia., March 22, 1957. 
Dr. Kerry SMITH, 
Association for Higher Education, Washington, D. C.: 
Strongly support interest-rate formula and adequate funds for college-housing 
program. Imperative for meeting college needs. 
J. BRowArD CULPEPPER, 
Erecutive Director, Board of Control for State Instiiutions of 
Higher Learning. 
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Senator Sparkman. Now we will hear from the American Bankers 
Association, Mr. John <A. Reilly, president of the Second National 
Bank of Washington, D. C. 

We are glad to have you with us, Mr. Reilly. You have a prepared 
statement, and we have copies. You just proceed in your own way. 


STATEMENT OF JOHN A. REILLY, PRESIDENT, SECOND NATIONAL 
BANK OF WASHINGTON, D. C., APPEARING ON BEHALF OF THE 
AMERICAN BANKERS ASSOCIATION 


Mr. Remy. Mr. Chairman and Senators, my name is John A. Reilly, 
I am president of the Second National Bank of Washington, D.C. I 
appear today on behalf of the American Bankers Association as chair- 
man of the subcommittee on mortgage financing and urban housing of 
the association’s committee on Federal legislation. We are pleased 
that you have afforded us this opportunity to express our views on 
housing legislation now before Congress, and upon the housing and 
home financi ing situation generally. 

It is recognized that a housing short: age existed at the end of World 
War II and that since that time various steps have been taken to stimu- 
late home construction to overcome this shortage. The stimulation in 
home construction during this period has now brought about a condi- 
tion where the demand and supply of homes is approaching equilibrium 
in an increasing number of areas throughout the country. However, 
the liberalization of the Government- supported mortgage insurance 
programs during this period, by increasing the demand for homes, has 
contributed to inflationary pressures on the housing market. There- 
fore, we believe as a general principle that legislation should not now 
provide further stimulants to housing and its financing, which would 
only serve to continue inflationary housing costs, but rather should 
seek to adjust present laws to existing conditions in order to attract 
greater investment interest to this field. 

The demand for long-term mortgage financing has drawn heavily 
on savings investment funds during this period. For example, mort- 
gage loans held by banks, savings and loan associations, and life- 
insurance companies have increased $91 billion during the past 10- 
year period and now stand at $112 billion. In banks alone, mortgage 
investments now total 45 percent of the time and savings deposits of 
commercial banks, up from 16 percent at the end of 1945. Mortgage 
investments total 65 percent of the deposits in mutual savings banks, 
up from 27 percent in 1945. 

We believe, nevertheless, that the present rate of savings growth, 
amortization, and retirement that normally take place, and other 
sources of credit that may be attracted to mortgage investinents will 
be ample to meet normal housing requirements without additional 
Government supports. 


INTEREST RATE FOR INSURED AND GUARANTEED LOANS 


We believe the adoption of a free interest rate for federally insured 
and guaranteed home loans would go a long way toward elimination of 
mortgage discounts. Heavy discounts infl: ate the cost of housing and 
impose an undue hardship on the small builder as against the large 
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builder, thus affecting competition in the building field. In this 
connection, if Congress deems some maximum limit is necessary, con- 
sideration might be given to a 534-percent maximum limit. However, 
within such limit the rate should be determined by market conditions 
and not by administrative action. 

We would regard it more advisable, however, to permit normal 
money market conditions to prevail, with the interest rate on mort- 
gages free to compete with other types of investments which are not 
reouls uted. 

THE VA DIRECT-LOAN PROGRAM 


Under the present law, authorized funds under the direct-loan pro- 
gram are available until June 30, 1957, except that such undisbursed 
funds then rem: ining will continue to be available until June 30, 1958, 
for advances on applicaticns for loans received by the VA prior to 
June 30, 1957. We recommend that no additional -funds should be 
provided for VA direct loans to veterans and that this program 
should be allowed to terminate as provided under present law. We 
believe that the voluntary home mortgage credit program, which we 
are recommending be continued, if enabled to function without com- 
petitive disadvantage from Government-lending programs, should 
make unnecessary any additional funds for, or the continuation of, 
the VA direct-loan program after the termination date provided in 
existing law. 


CONSOLIDATION OF VA HOME LOAN PROGRAM WITH THE FHA PROGRAM 


We believe that consideration might be given to a consolidation of 
the VA home-loan program with that of the FHA, by amending the 
National Housing Act to give certain advantages to veterans not 
available to nonveterans in financing homes with FH A-insured mort- 
gages. This might be accomplished by providing that the down- 
payment on suc ha loan to a veteran be one-half of the downpayment 
required of a nonveteran and that the msurance premium on a vet- 
eran’s loan be paid by the VA. This would permit continuance under 
the FHA program of benefits comparable to those now available to 
veterans under the VA program. Such advantages under the FHA 
program would continue for the same period as now provided under 
the VA program; namely, June 30, 1958, as to World War IT veterans 
and January 31, 1965, as to Korean veterans. 


MORTGAGE LOAN TERMS 


Present statutory provisions for loan maturities and loan-value 
ratios are adequate. Further liberalization as a stimulant for home 
construction is not needed. To do so could defeat the pag purpose 
for which it is intended, in that the need is to attract investment 
funds for mortgage loan purposes, rather than to increase tle demand 
for those funds. 

It is also true that while more liberal terms sound attractive to a 
horrower, they are actually more costly to him. For example, an 
FHA mortgage of $10,000 bearing interest at the rate of 5 percent 
and amortized over a period of 20 years, requires monthly payments 
of $66 for the 240 successive months in order to provide full payment 
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at maturity, with interest. If the same loan is written for a 30-year 
period, the arrangements appear more attractive to the borrower 
because the monthly payments to amortize principal and pay interest 
during the 360 successive months is $53.70. 

However, in the case of the 20-year mortgage the borrower only pays 
$5.840 in interest for his loan, while the 30- year mortgage requires 
10 more years of interest payments and costs the borrower $9,332 in 
interest. 

There is a further important reason for not lowering downpayments 
and extending maturities. It is the fact that such long maturities and 
high loan-value ratios tie up funds which might be placed in the 
mortgage market and keep those funds from the market for longer 
periods of time. 

A proposal has been made to provide FHA financing with Govern: 
ment support at 4 percent for a term of 40 years. If such loans were 
to be made, they would cost the borrower on a $10,000 mortgage $5,520 
more in interest cost over a 40-year period than it would for a 20-year 
period. 

NATIONAL SERVICE LIFE INSURANCE FUND 


We consider it unwise to use any part of the national service life 
insurance fund for the purchase of VA-guaranteed mortgages. Such 
use of this fund would require the sale to, or redemption by, the Treas- 
ury of Government obligations now held in the fund. This, i in turn, 
would necessitate borrowings by the Treasury in the open market, 
which would tap sources of private mortgage credit and only tend 
to reduce the supply of such credit from these sources. 

It appears to be contemplated that any sales of mortgages from the 
fund would have to be at par. Thus, so long as sales of ‘VA mor tgages 
in the private mortgage market are gene rally at a discount, the mort- 
gages held in the fund would be frozen. Such a nonliquid investment 
would not seem desirable for life-insurance reserves. 


MILITARY HOUSING 


The housing needs of the military personnel are determined by the 
requirements for national defense. This being so, the cost of such 
housing should be provided for in the defense budget and not as a 
part of the Government-supported, home-financing program. Also, 
the inclusion of such housing in the annual budgets for the military 
services would give Congress a closer check over expenditures and 
might in the long run prove less costly to the taxpayers of the country 
than the contingent liability incurred by the Government under the 
present military housing insurance program. 


VOLUNTARY HOME MORTGAGE CREDIT PROGRAM 


The Voluntary Home Mortgage Credit Program is a cooperative 
effort of all segments of private industry concerned with housing and 
mortgage credit to provide home mortgage financing in small] com- 
munities and remote areas. It has been responsible for placing $236 
million in home loans, and this has been accomplished in the face 
of very difficult market conditions. 
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It has proven advantageous beyond the obvious result of loans made. 
Under the influence and ex xample set by this program, many loans 
outside the program have been made by mortgage lenders to provide 
financing needs in small communities. 

We recommend that this organization be continued. However, 
we are in agreement with the view of the National Voluntary Home 
Mortgage C ‘pedit Program Committee as expressed in its resolution, 
adopted January 25, 1957, that to permit the program to operate suc- 
cessfully the following two fundamental conditions must be present: 

(1) The Government lending programs, both direct and indirect, 
must be on terms and conditions which do not put the private inv estor 
at a competitive disadvantage. Private enterprise cannot compete 
with a Government-subsidized program. 

(2) If private savings are to flow into remote areas and small com- 
munities, as well as to the mortgage market as a whole, the return 
from mortgage investment must be competitive with similar forms of 
investment. In order to make this possible, the return must be re- 
sponsive to changing market conditions. 


CONCLUSION 


We believe efforts should be directed at this time to the maintenance 
of an equilibrium in the housing supply and demand. Given normally 
competitive terms and the absence of further credit stimulants, lend- 
ing institutions will be able to provide the needed credit for normal 
home-financing purposes. 

Senator SparkMAN. Thank you, Mr. Reilly. Senator Capehart ? 


Senator Carenart. No questions. 

Senator SparKMAN. Senator Bush, any questions? 

Senator Busn. No questions. 

Senator SparkMAN. Mr. Reilly, there is one thing that I fail to find 
in your statement, and I would like to ask you about, and that is the 
urban-renewal program. What are your thoughts on that? 

Mr. Reitry. I think the position taken by the American Bankers 
Association, Mr. Chairman, has been that this is l: irgely a social pro- 
gram and it has no place in the insurance program. I do not think 
we have taken a position as to the current legislation. 

Senator SpaARKMAN. Of course, the insurance pertains only to the 
redevelopment part, where houses are built ? 

Mr. Remuy. That is right. 

Senator SparkMAN. The cost to the Government comes in the clear- 
ance of slums and loss of land values, and so forth, but I do not ask 
you to comment on it if you have not taken a position. Thank you 
very much. We are very glad to have your statement and appreciate 
your appearance. 

Mr. Retuy. Thank you. 

Senator SparkMAN. By the way, I wonder, before you go, if you 
read in the Washington Post. this morning a short news item that 
Senator Clark particularly wanted to ask you about, if you care to 
comment on it. This article is entitled, “Trend Noted to Costly Resi- 
dences.” It is a story written based on an article appearing in the new 
issue of Fortune magazine. Did you, by any chance, read that article ¢ 

Mr. Remy. I am sorry; I did not, Senator. 

Senator Sparkman. It points out that the cost of housing is con- 
stantly going up, and as it goes up a great part of the market is being 
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left behind by the home-building industry. Would you believe or 
would you think that this committee would ‘be justified in recommend- 
ing to Congress that any liberalizing that is being done be directed at 
the lower cost housing in order to try to pull the trend back down? 

Mr. Remy. We do not think there should be any liberalizing at 
all, Mr. Chairman. We think that the present provisions of law are 
adequate to cover the housing situation. 

Senator Spans man. You would recommend that the program be 
continued largely as it is now ? 

Mr. Retiy. As it is now, and not further liberalize it. 

Senator SparkMAN. If there is no objection, I will place this article 
in the Washington Post in the record at this point. 

(The article referred to follows :) 


{The Washington Post and Times Herald, March 25, 1957] 
TREND NoTeD TO CostLy RESIDENCES 


New York, March 24.—The home-building industry is turning its back on the 
low-income groups and concentrating on construction of houses for the upper- 
income market, Fortune magazine said today. 

The industry, which buttressed United States prosperity for a decade after 
World War II, has in large measure failed “to conduct itself like a growth 
industry,” the April issue of the magazine said. 

“It has produced—in striking contrast to the auto industry—exactly one major 
new idea in a generation—the split level,’ the monthly publication said. 

Tight money, Fortune said, is by no means the biggest of the industry’s prob- 
lems. “The fact is that as early as 5 years ago—well before the shortage of 
mortgage money—the building industry began abandoning the low-income mar- 
ket,” it added. 

The reason, the magazine said, is rising costs, which the small builders, who 
comprise the great majority of the industry, “could not or would not control.” 

Instead, it said, the industry’s solution was to add more value per unit, to 
attract a wider market in the upper-income bracket. ‘More house for the money 
had become the ruling practice of the industry,’ the magazine stated. 

The 25 percent cutback in housing in the past 2 years has come from the 
middle to low income section of the market, largely supplied by the big builder, 
and dependent upon FHA and VA financing, the magazine pointed out. 

“Meanwhile,” it added, “the average price of a house has climbed relentlessly 
from $12,300 to $13,700 in 1955, to a probable $15,500 in 1957.” 


Senator SPARKMAN. Thank you very much, Mr. Reilly. 
The next group appears on behalf of the Mortgage Bankers Asso- 


ciation of America. Mr. Robert Tharpe, president, Tharpe & Brooks, 
Inc., Atlanta, Ga., chairman of the legislative committee of the Mort- 
gave Bankers Association: Mr. John C. Hall, president of Cobbs, Allen 
& Hall Mortgage Co., Inc., Birmingham, Ala., vice president of the 
association; and Mr. Samuel FE. Neel, general counsel of the asso- 
elation. 


Is Mr. Hall here ? 


STATEMENT OF ROBERT THARPE, CHAIRMAN, LEGISLATIVE COM- 
MITTEE; ACCOMPANIED BY SAMUEL E. NEEL, GENERAL COUNSEL. 
MORTGAGE BANKERS ASSOCIATION OF AMERICA 


Mr. Trarrr. No. He was unable to come. He had illness in the 
family. 

Senator SrarkMAN. I noticed he was not here. I know him very 
well. We are delighted to have you gentlemen with us. You may 
proceed in your own way. 
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Mr. Tuarrr. Mr, Chairman and members of the committee, my 
name is Robert Tharpe. 1 am president of Tharpe & Brooks, mort- 
gage bankers of Atlanta, Ga. I am chairman of the legislative com- 
an of the Mortgage Bankers Association of America. With me 

¢ Mr. Samuel E. ‘Neel: of Washington D. C., who is our general 
lanes! Mr. Hall, vice president of our association, from Birming- 
ham, unfortunately could not join us due to illness. We are very 
happy to appear before you this morning. 

I would like to submit to you a rather lengthy statement of our asso- 
ciation—and with your permission briefly summarize its contents. 
Following that Mr. Neel will make a few remarks and we then, if you 
wish, will attempt to answer any questions you may wish to ask. 

Senator Sparkman. Mr. Tharpe, I notice that you have a very long 
statement. You want that printed in full in the record and then you 
have another statement that you are going to use as a summary ? 

Mr. THarrr. Yes. 

Senator SparkMAN. If there is no objection the full statement will 
be printed in the record at the end of your remarks. 

Senator SparkMAN. Now you may proceed, Mr. Tharpe, in any way 
you wish. 

Mr. Trarre. I do not feel that I need to describe to you our asso- 
ciation since we have previously appeared before you on many occa- 
sions. Each of you gentlemen is familiar with the fact that from the 
beginning we have been enthusiastic supporters of both the FHA and 
VA programs. 

The points in our testimony which I wish to bring to your attention 
are as follows: 


I. THE PURPOSE OF FHA AND VA CONTRACTS 


Basically, what the FHA’s insurance and the VA’s guaranty has 
accomplished in the two programs is to enable lenders to make loans 
with long maturities and with little or no downpayments which they 
would otherwise have been prevented from making under the State 
laws governing their operations. 

I make this point early because frequently it is assumed that the im- 
portance of the Government participation is its effect on reducing 
the interest rate carried by these loans below that which would have 
been available if there had been no such program. While the insur- 
ance and guaranty have had an effect on rates—to a limited degree 
that was not their primary purpose nor their primary importance. 


Il. DROP IN FHA-VA LOAN VOLUME 


The major factor in the dropoff in FHA-V A volume is the inability 


of these mortgages to compete in the money market. There are no 
indications on the horizon of any major easing and it is clear that we 
can count on tight money for several months at least, if not beyond. 
There is a general feeling in the industry that if current money con- 
ditions continue, without relief, volume for 1957 will drop below a 
million. This is the consensus of many well informed groups, as well 
as the feeling of our members. 

Senator Sparkman. By the way, I notice the article in the Wash- 
ington Post, which was placed in the record during Mr. teilly’s testi- 





A  Sa cne me ale 8 a a RR ee 





522 HOUSING AMENDMENTS OF 1957 


mony, brings out the fact that during the past month housing starts 
dropped to a level that, for the first time in anne year 8, projected a 
number for the year of less than 1 million starts. ead that either in 
this article or in some other article this morning. 

Mr. Tuarrr. I believe it is an adjusted figure of 910,000. 

Senator SparKkMAN. For the first time it has dropped below 1 mil- 
lion. 

Mr. Tuarre. That is right, sir. 


Ill, INTEREST RATES 


In the home-loan field, the same law of supply and demand oper- 
ates. When Congress fixes the interest rate which can be charged on 
an FHA or a VA loan it prevents that rate from becoming an at- 
tractive rate when the supply of money contracts. This automatically 
drives investors from the market at a time when they are most needed. 

It erects a barrier which blocks off from the homeowner money which 
might otherwise be competing for his business. 

Obviously, Congress neither wants nor intends to control the entire 
money market, and so long as there are enormous areas in the market 
which are free to fluctuate with supply and demand, then investors 
will leave the home-financing field whenever controlled rates make 
this field less attractive competitively. 

Congress will do well to face this issue squarely. Whatever its 
good intentions may be, it does not serve well the interest of the pro- 
spective homeowner, veter an, or nonveteran, by controlling the rates | 
on FHA and VA loans. The money ms irket must have some means | 
of moving up and down in the home finance field, or there will be | 
times when investors will move out. Congress ie encourage the 
maximum competition among investors to lend by lifting the controls 
over interest rates on FHA and VA loans. 

The fact is that Congress cannot and does not control the cost of 
money by attempting to do so. By controlling interest rates, it com- 
pels discounts. If it controls both discounts and interest rates, it 
drives money out of the market into other fields of investment. 

At this point I would like to refer you to exhibit B attached to our | 
complete prepared statement and read a portion of our President's | 
letter to you, Mr. Chairman. He is discussing at this point in his | 
letter the question of the free and flexible rate: 


We would like to point out that it never has been the intention of the asso- 
ciation to remove from the FHA Commissioner or the Administrator of Veterans’ 
Affairs administrative discretion to refuse to insure or guarantee any loan 
which in the opinion of the Commissioner or the Administrator had any terms 
or conditions that were inequitable to the borrower. The Commissioner of FHA 
and the Administrator of VA have always had such authority over any of the 
terms or conditions of an FHA or a VA loan, and under our proposal would 
continue to have such authority. Thus, before each FHA loan was insured or 
before each VA loan was guaranteed, the appropriate officer of the FHA or the 
VA would have before him papers, as he does today, clearly setting forth all the 
conditions of the contract, including the interest rate at which it was proposed 
to make the loan. 

If the rate indicated was clearly inequitable and out of line with rates generally 
being charged in the locality for mortgages involving comparable property and 
credit characteristics, the FHA or VA office could return the application and 
refuse to issue a contract for insurance or guaranty. 
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IV. DISCOUNTS 


It would not help the borrower to limit discounts. It would simply 
introduce one more barrier to block the flow of money into home finane- 
ing and thereby chase some investors from the mar ket. Over the long 
pull, Congress will help the borrower most by encouraging the greatest 
possible competition to lend. This is not achieved by controlling 
either interest rates or discounts. 


V. EXPANSION OF VA DIRECT LOANS—-USE OF NSLI FUND 


In the long run we do not believe that the Congress, if it wants the 
GI program to continue, can meet the situation by any method except 
by permitting yields on GI loans to remain competitive. We regard 
proposals to continue the low rate by use of the national service life 
insurance fund or by expanding the direct loan program as being 
not in the best interests either of the public, the country, or veteran 
borrowers, particularly since there is over $300 million still available 
for direct loans by the VA without any further congressional authority 
being required. 

Mr. Chairman, we believe that if the Congress begins to expand the 
direct-loan program or to expand FNMA’s special assistance programs 
primarily in order to support a submarket interest rate, the ultimate 
demands upon the Treasury will stagger even those used to discussing 
inatters in billions of dollars. 


VI. EXPANSION OF FNMA 


If FNMA is to be retained as an instrumentality for an emergency 
use in the mortgage market, it must have adequate funds with which 
to operate. Since there is an emergency which does now exist, and 
the existing funds of the Agency are -almost exhausted, the association 
supported Senate Joint Resolution 38, which provided sufficient funds 
for the written operation of the Agence y and the association supports 
the provisions of S. 1609 for an additional $500 million debenture 
issuing authority for the Agency. However, the association urges that 
Congress permit the Agenc ‘y to use these funds as its sound business 
judgment would indicate. By this we mean that the association should 
purchaes mortgages at realistic rates and with a realistic stock pur- 
chase requir ement. 

VII VHMCP 


Our association has supported VHMCP since its inception. Many 
of our members have served on its committees and have been the orig- 
inating institutions for many of its loans. It has been a remarkably 
successful program and it has brought the resources of private lending 
institutions into many areas of the country formerly almost completely 
without sources of financing. However, we are aware of the current 
recommendations of the National VHMCP Committee. We subscribe 
to those recommendations. If they are not acceptable to the Congress, 
we see no way in which the VHMC 'P can continue to operate effectively 
under today’s market condition. 

I would like to inject at this point, Mr. Chairman, that our company 
is extremely proud of the part that we have had in VHMCP. We 
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have begun lending in areas that we have never loaned in before, and 
I would say that we have made at least twice the number of loans out- 
side the program that we have made in the program. 


VIII. FHA DOWNPAYMENT REQUIREMENTS—COLLEGE HOUSING 


To bring our statement more up to date, I should state that our asso- 
ciation supports a proposal which will provide within FHA a means 
of meeting the needs of veterans for home loans. The provisions of 
S. 1609 would be acceptable to us in this regard, and I should point out 
that these bills « ‘ontemplate no special title or program within FHA for 
veterans—a conclusion with which we agree most wholeheartedly—but 
rather a general revision of FHA requirements for all borrowers. 

It is strongly recommended that the college housing program and 
other such special calls for funds be examined in terms of their future 
potential, and a congressional policy established which avoids direet 
Government lending and finds the way to draw private investment 
funds soundly into these fields. 


IX. HOUSING FOR AGED—MIDDLE INCOME HOUSING 


‘The Government, the housing market, the aged and the young and 
those with moderate incomes would all be better off if a workable 
overall housing program were permitted to operate so that the housing 
built under it responded to market demand rather than to special 
adv: antages created by congressional action. We would like to recall 
certain of MB.A’s statement before this committee at the time of the 
lielinws on the Housing Act of 1954. We would also like to recall 
your chairman’s proposal in 1956 (S. 3186) for the establishment of a 
Commission on National Housing Policy. Mr. Neel would like to 
comment on that a little bit later on. 


X. MILITARY HOUSING 


The operation of this program during the past 2 years has made it 
quite evident that the armed services are using and intend to use this 
program in a manner which should give the Congress grave cause for 
concern. 

Exhibit (C) shows that the services have secured approval for the 
construction of 86,879 units throughout the United States under title 
VIil. Assuming the average cost of $16,500 permitted under the 
statute, this program would entail mortgage funds of more than $14 
billion. We point out that in 1956 the dollar volume of all home 
and project mortgages insured by FHA was only $2.75 billion. Thus 
the military’s program alone will drain off, if it is unchecked, as much 
as one-half of the total investment funds as were available for all 
home and project mortgages insured by FHA in 1956. 

We do not believe the military could conceivably demonstrate or 
persuade the Congress that it should directly ap propriate > funds for 
these numbers of units, nor do we believe FHA would—if its ordinary 
underwriting standards were applied—approve any such construction 
rogram. 

Accordingly, we urge this committee to put some kind of brakes on 
the milit: ary 's use of title VITTI. If the ¢ ‘ongress does not do so, we can 








ind 


ut- 


So- 
ins 
of 
put 
for 
ut 
1's. 
nd 
ire 
ect 
ant 


ni 
ble 
ng 
ial 
all 
he 
all 
fa 
to 


it 
ils 
‘or 


he 
tle 
he 
l.4 
ne 
us 
ch 


ill 


or 
or 
ry 
on 


On 
An 


HOUSING AMENDMENTS OF 1957 525 


foresee such an overbuilding and overinsuring of loans as will be re- 
mindful of the section 608 “seandal,” and we can predict widespread 
defaults in existing private housing projects which the FHA has 
insured in previous years. Unfortunately, the administration’s pro- 
posals 1 in S. 1609 would liberalize the Capehart program even further. 

Senator Sparkman. Thank you. Mr. Neel, if you will give us 
your statement, then we will open it up for questions. 

Mr. Neev. Mr. Chairman, in helping Mr. Tharpe prepare this 
statement it occurred to me to go back and look at some of the testi- 
mony we had given before your committee in earlier years. There 
were two instances which it seemed to me were quite interesting 
because some of the problems presented in those years were the same 
ones being discussed today. 

The two instances in particular are the hearings on the housing 
amendments of 1954 in which Mr. Clark testified before you on March 
16, 1954, and Mr. Clark at that day was talking about how cluttered 
up the FHA statute had become over the years in terms of special 
housing programs developed to meet speci: al needs. He pointed out 
there that if we could get back into a general FHA situation in 
which they had one type of insurance program for single-family 
houses and one type for multifamily houses and were to give the 
widest possible latitude to operate in those two programs, you would 
to some extent be able to do away with these special programs devised 
to meet certain special needs as they arose. 

Then at one point we were right prophetic and talked about the 
fact that if you continued to set up these special programs as sug- 
gested in 1954, it was going to give rise to legitimate demands for 
other special programs, and so you might as well cover everybody 
under the provisions for the special programs because very few 
people would be excluded. I think history has shown that has occurred. 

If the staff has the opportunity I would like to have you look 
specifically at pages 202 and 203 of the hearings on the Housing Act 
of 1954 where we made certain specific comments. 

Then in the housing amendments of 1956 I wanted to point out 
the fact that the Mortgage Bankers Association said this about the 
proposal in S. 3186 which you introduced, Mr. Chairman, which would 
have established a commission to study the ways and means of encour- 
aging a flow of investment capital to finance a level of residential 
construction compatible with the National Housing Act; we thought 
at the time, and still think, that was a very constructive idea. We 
do not know what eventually happened to that proposal. 

Senator SpaRKMAN. It passed the Senate, but the House did not 
pass it, and in conference it was taken out. 

Mr. Negev. It seems to us it is a matter which would be well worth 
reconsidering again at this session because in the last year I suppose 
almost more than any other year we have had questions throughout 
the economy about whether the FHA is capable of doing the job it 
should, and we have known everybody has been concerned with the 
dropoff in building and overall construction requirements. It seems 
to us that the FHA, which is the primary tool with which we have 
to work, has now been in existence over 20 years. Since 1934. 

Senator SPaRKMAN. Yes. 

Mr. Nerex. That is right, and it has never been studied from an over- 
all point of view to see, after 23 years, what kind of ideas we can come 
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up with the experience behind us, to improve on the system as it was 
originally designed. 

For example, i in one conversation I had recently with Dr. Winfield 
Riefler, who is at the Federal Reserve, and to a large extent anyway 
instrumental in the original creation of FHA, he pointed out that the 
FHA insurance fund was designed as a mutual insurance fund. The 
theory was that these insurance premiums which the borrowers paid 
would not be like straight life premiums that you paid and never 
received anything back from them, but ev entually as you got a group 
of borrowers together : and their experience was good i in the particular 
group of accounts to which the loans were assigned, in large part their 
insurance premiums which they had paid out would be returned to 
them. My understanding is the FHA actually returned from $16 
million to $17 million in insurance premiums. 'To some extent they 
have not been returned to the people who paid them because the fellow 
who owns the house when the group is closed gets the bonus. But if 
you ask the typical borrower today if he knows it is a mutual insurance 
fund, he does not have the foggiest concept that he has any interest in 
this fund. It has largely been lost sight of. 

Two things, it seems to me, could be considered. 

(a) Either to tell people while they are paying FHA insurance 
premium as a cost of their loan that they will get some of it back and, 
therefore, their true cost may be less; or, if you are going to do away 
with the note—and in practice it has been largely done away with—if 
you are going fo do away with it you may be able to reduce the insur- 
ance premium if you put it on a stri aight one-shot note. 

Those things could be studied advant ageously in the Congress in 
determining about providing the kind of Commission you suggested. 
We wanted to raise the question with you again. 

Senator SparKMAN. I am very glad you did. I was disappointed 
the House was not ready to accept it last year. TI still think it is 
needed. In fact I am of the opinion it is needed today perhaps worse 
than ever before. 

Mr. Neex. I think very much so. 

Senator SparKMAN. There are a great many questions that need to 
receive the most careful study. The one you mentioned is only one of 
them. 

Mr. Neev. That is right. 

Senator Sparkman. The whole field of the method of financing the 
different programs, and the availability of funds. The thing that 
always bothered me has been this difference of opinion with reference 
to housing as an inflationary factor, and the extent to which that ought 
to be considered. Personally I have viewed it as one of the essentials, 
and that that ought to be taken into consideration in thinking about 
inflationary pressures. 

There are so many things you can think of that could be covered by 
a commission that was set up with the authority and the time and 
resources to make an adequate study. I think it would be most helpful 
to us in future housing legislation. 

Mr. Nee. I am sure it would, Mr. Chairman, and now seems to me 
to be a very appropriate time. 

Senator SPARKMAN. Senator Capehart, have you any questions ? 

Senator Capenart. No questions. 
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Senator SparkMAN. Thank you gentlemen very much, Mr. Neel and 
Mr. Tharpe. Iam sorry my friend John Hall was not able to make it. 

Mr. Nerv. He was awfully sorry he could not. 

(Mr. Tharpe’s prepared statement follows :) 


STATEMENT OF RoBeRT THARPE, REPRESENTING THE MORTGAGE BANKERS 
ASSOCIATION OF AMERICA 


Mr. Chairman and members of the committee, my name is Robert Tharpe. 
I am president of Tharpe & Brooks, mortgage bankers of Atlanta, Ga. I am 
chairman of the legislative committee of the Mortgage Bankers Association of 
America. With me are Mr. John F. Hall of Birmingham, Ala., vice president 
of the association, and Mr. Samuel E. Neel of Washington, D. C., who is our 
general counsel. 

We are very happy to appear before you this morning and participate in the 
discussions of your committee which are being held to consider the various bills 
affecting housing, which have been introduced to date at this session of the 
Congress. 

THE MORTGAGE BANKERS ASSOCIATION OF AMERICA 


First, perhaps I should describe our association. The Mortgage Bankers 
Association has a membership of approximately 2,000 individuals and institu- 
tions of various types. The larger part of the membership is composed of 
mortgage companies but there are also insurance companies, savings banks, 
and other similar institutions which invest in mortgage loans. The typical 
mortgage cOmpany originates a mortgage loan, uses its own money to close 
the loan, and then sells the loan to an insurance company or other savings 
institution but continues to service the loan on behalf of that institution. 

In servicing the loan the mortgage company has a continuing interest in 
the transaction through its entire life. It is the local representative of the 
out-of-State investor which depends on the mortgage company to collect pay- 
ments when due for principal and interest, to provide adequate escrows for 
taxes and insurance, to inspect the property, ete. 

Since the inception of the Federal Housing Administration and the Veterans’ 
Administration programs mortgage companies and the principals they repre- 
sent have been enthusiastic supporters of both programs. These programs have 
been profitable both to our members and to the hundreds of thousands of citizens 
throughout the country who have been able to secure homeownership under 
the programs when it would never have been otherwise possible. 

Basically, what the FHA’s insurance and the VA’s guaranty has accomplished 
in the two programs is to enable lenders to make loans with long maturities 
and with little or no downpayments which they would otherwise have been 
prevented from making under the State laws governing their operations. 

I make this point early in our testimony because frequently it is assumed that 
the importance of the Government insurance or guaranty is its effect on 
reducing the interest rate carried by such loans below that which would have 
been available if there had been no such insurance or guaranty. While the 
insurance and guaranty have had such an effect on rates—to a limited degree— 
that was not their primary purpose nor their primary importance. 


THE SIGNIFICANCE OF HOME BUILDING TO THE AMERICAN ECONOMY 


Home building is one of America’s major industries, ranking second in im- 
portance perhaps only to food and food processing. The 12 million dwelling 
units provided since the end of World War II—an output in construction 
dollars alone of more than $100 billion—did much to spark and sustain the 
postwar economic boom. By its very nature, operating practically everywhere 
our people live, it affects the economic life of every community in America. 

Our economic history indicates that home building is a bellwether industry. 
What affects it also affects, eventually, practically every other sector of our 
economy. It is not too much to say that without a healthy home-building 
economy, geared to our people’s requirements, we cannot long have a healthy 
overall naitonal economy. 

The value of new residential construction put-in-place in recent years has run 
close to $16 billion annually, accounting for one-fourth of new private investment. 
Taking into account land and other nonconstruction factors, the value of the 
industry’s product is probably in the neighborhood of $20 billion annually. 
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In view of the significance of our industry to the Nation’s economy, the dis- 
advantage at which home building finds itself in the current money market is 
of importance to everybody. 


CURRENT HOUSING SCENE AND OUTLOOK 


Housing volume in recent months has been hovering around the million mark, 
down some 200,000 from the rate at which we entered 1956, with no indication 
that the down process has yet halted. As a matter of fact, on the basis of 
recent new units in FHA applications and VA appraisal requests, it is clear that 
further declines are in the making, in this portion of the housing economy at 
least. 

Significantly the major share of the recent decline is in the FHA-VA sector 
which accounts for much of the lower priced end of the housing market. The 
conventionally financed sector has remained relatively stable, and should Curing 
this year account for from 600,000 to 650,000 units. 

The major factor in the dropoff in FHA-VA volume is the inability of these 
mortgages to compete in the money market. There are no indications on the 
horizon of any major easing, and, it is clear that we can count on tight money 
at least until spring, if not beyond. There is a general feeling in the industry 
that if current money conditions centinue, without relief, volume for 1957 will 
drop below a million. This was the consensus at the national housing center 
roundtable on builders’ intentions, held in early January, and it was also the 
consensus at the recent mortgage bankers senior executives’ seminar held at 
New York University. 

Mr. Miles L. Colean, consulting economist to our association, has recently 
prepared a study which I think will interest the committee. This study, dated 
November 1956, will show the committee that throughout the postwar period 
housing starts financed with conventional loans have had a continual and rela- 
tively stable rise, whereas the starts of units financed under the FHA and VA 
programs have fluctuated considerably up and down. It is Mr. Colean’s con- 
clusion that these fluctuations are to a large extent the result of the inability to 
maintain a steady flow of money for these |>ans under a controlled system of 
interest rates, where the fixed rate is not free to follow the changes in the money 
market as they occur. (See exhibit A.) 

We recognize that perhaps the major purposes of the Congress in the field of 
mortgage finance are: First, to assist in increasing the availability of funds for 
home-mortgage investment; and, second, to do what it can to keep the .cost of 
such financing as low as it consistently can. 

Our association discussed this and many of the other subjects now before your 
committee in a formal Policy Statement on Housing and Housing Finance Legisla- 
tion, which we published a year or so ago. 

Hereafter, I shall, with your permission, quote freely from that statement 


INTEREST RATES AND DISCOUNTS 


On this subject our statement reads as follows: 

“What can Congress do to hold down the cost of the money a family borrows 
to buy a home? The answer: Stimulate the supply of money seeking invest- 
ment in home mortgages—create the maximum competition among investors 
to lend. 

“The price of money behaves like any other commodity going into the cost 
of a house. As the supply of money exceeds the demand, the price tends to 
decline. Conversely, of course, as the supply of money narrows and the demand 
increases, then the price tends to rise. This is fundamental to our whole 
economy and to the free competitive system which Congress polices and protects. 

“Congress has done much to stimulate great increases in the supply of money 
seeking investment in home mortgages. The system of FHA mortgage insur- 
ance and VA guaranties permits investors to lend in amounts and on terms 
which would otherwise be legally impossible. The Government guaranty 
attracts many investors who could not otherwise be in this field. It gives 
strength and quality to high ratio long-term mortgages which cause them to be 
attractive at rates which would otherwise be unthinkable. 

“But, Congress having acted wisely to build up the supply of money for 
home financing, can only also block off important quantities of the potential 
money supply by erecting barriers which shut off some streams of money from 
flowing into the home financing reservoir. These barriers usually come in some 
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form of “price control” intended to be in the borrower's best interest but 
which, in the long run, work against it. 


“Housing Authority Bonds 


“Consider another situation in the housing field. The Government pledges 
its credit to support the bonds issued by local housing authorities to build new 
public housing projects. Furthermore, the income from these bonds,is free 
from Federal income taxation. Now, suppose that Congress had decided that 
since it was putting the Government credit on these bonds, it should also rigidly 
control their rates; that in no event should the interest rate exceed a fixed 
percent. Immediately all investors seeking a higher return than Congress 
felt appropriate would have been driven out of the market into other fields of 
investment. This would have narrowed the supply and vastly increased the 
difficulties of the housing authorities in financing the public housing program. 
But Congress has, properly, allowed these bonds to find their place in the market 
with the result that there has been a variation of nearly 1 percent between 
the high and low rates paid by the local authorities.” 

Since our comment above was published, we have witnessed another pertinent 
example—the field of Government-guaranteed loans for the construction of tank- 
ers—a program under which, with congressional approval, the Government insures 
and guarantees 100 percent of a loan, the interest rate on which is negotiated be- 
tween borrower and lender, up to a miximum of 6 percent. If the loan goes with 
default for as long as 30 days, the Government pays to the lender the entire 
unpaid principal and interest. 

We continue from our policy statement: 


“Home Loans 


“In the home-loan field, the same law of supply and demand operates. When 
Congress fixes the interest rate which can be charged on an FHA or a VA loan 
it prevents that rate from becoming an attractive rate when the supply of money 
contracts. This automatically drives investors from the market at a time when 
they are most needed in it. It erects a barrier which blocks off from the pros- 
pective homeowner a stream of money which might otherwise be competing for 
his business. Obviously, Congress neither wants nor intends to control the 
entire money market, but so long as there are enormous areas in the market 
which are free to fluctuate in response to the supply and demand of money, then 
investors will leave the home-financing field whenever controlled rates make this 
field less attractive competitively. 


“Interest Rates 


“Congress will do well to face this issue squarely. Whatever its good inten- 
tions may be, it does not serve well the interest of the prospective homeowner, 
veteran or nonveteran, by controlling the rates on FHA and V/A loans. The 
money market must have some means of moving up and down in the home finance 
field, or there will be times when investors will move out. Congress should 
encourage the maximum competition among investors to lend by lifting the con- 
trols over interest rates on FHA and VA loans. 

“Would this cause interest rates to rise in some type of housing and in some 
sections of the country? Perhaps. Some developments, some houses and some 
borrowers are looked upon with less favor among investors than others. Con- 
gress should never want it otherwise. It is this kind of selective underwriting 
which makes an award for quality development and thoughtful lending and 
exerts a pressure against unsound development. These market opinions regard- 
ing the quality of an investment are now reflected by the size of the discount at 
which the mortgages find a taker. If interest rates were free to move in 
response to the supply of money, many of these loans might be placed at par, 
but at rates which reflected the market estimate of their competitive quality.” 
_ “Similarly, there are sections of the country in which the supply of money 
is less favorable in relationship to demand than in others. These are now the 
areas of deepest discount. If the interest rates were free to move in response to 
supply and demand, the rates would tend to go up in these areas. This, in turn, 
would attract an increasing flow of funds and in the long run, it would have the 
effect of increasing the supply and thus pressing the rate downward once again. 

“The fact is that Congress cannot and does not control the cost of money 
by attempting to do so. By controlling interest rates, it compels discounts. If it 
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controls both discounts and interest rates, it drive money out of the market into 
other fields of investment. 
“Discounts 


“What about discounts? Do they serve any necessary or useful purpose? 
Definitely, yes. Even if there were no controls over interest rates, discounts 
would be necessary to an effective home-financing operation. Discounts permit 
many solutions, in the borrower’s best interests, which cannot be accomplished 
by variation in interest rate. They permit much smaller variations in rate than 
are practicable through modification of interest rates. For example, interest 
rates, even if flexible, would change in fractions no smaller than one-fourth of 
1 percent, but through discounts, rate variations of one-tenth of 1 percent and 
less can be reflected. On a 25-year loan it takes about a 5-percent discount to 
equal a one-half of 1-percent increase in interest rate. 

“Discounts are essential to warehousing loans in order to accumulate mort- 
gages to offer for mimeditae delivery to investors. A substantial discount is often 
essential during the warehousing period to protect the commercial banker. But 
the warehousing process permits sale of the mortgages later at a higher price 
and thus, in the long run, reduces the cost to the builder and the borrower. The 
discount facilitates orderly and effective marketing of mortgages at the best 
possible price. The discount device permits a sensitive evaluation of the quality 
of mortgages by the secondary market. Neighborhood characteristics, appeal of 
the house, strength of the borrower, and the foreclosure laws of the State can all 
be reflected more precisely and more equitably through variation in discounts 
equal a one-half of 1-percent increase in interest rate. 

“It would not help the borrower to limit discounts. It would simply introduce 
one more barrier to block the flow of money into home financing and thereby chase 
some investors from the market. Over the long pull, Congress will help the 
borrower most by encouraging the greatest possible competition to lend. This is 
not achieved by controlling either interest rates or discounts.” 

Since our statement was issued, it has frequently been alleged that our position 
would result in the FHA having no control whatever over interest rates, and 
that the Government might be in the position of being required to insure a loan 
which carried an unconscionable rate. In this connection, we should like to 
refer the committee to an exchange of correspondence between MBA President 
Austin and Senator Sparkman in which Mr. Austin pointed out that under our 
proposal the FHA Commissioner would always have the right to refuse to insure 
any loan which, in his opinion, had any unreasonable terms, including rate. (See 
exhibit B.) 


EXPANSION OF VA DIRECT LOAN PROGRAM ;: USE OF NSLI FUND 


In discussing interest rate matters before the Committee on Veterans? Affairs 
on January 30 of this year, I made this statement: 

“Mortgage companies do not like high interest rates any better than any other 
business enterprise likes them. This statement may be surprising but I should 
like to point out to you that the primary function performed by the mortgage 
company is to bring together those who wish to invest in mortgages and those 
who wish to buy a home financed by a mortgage. Therefore, the primary interest 
of the mortgage banker is to be as sure as possible that the commodity which he is 
selling—the mortgage—is at all times ‘marketable.’ Since ours is a volume 
business, we are encouraged by low rates and ordinarily find our best business 
under such conditions. But the mortgage can only be marketable if it can meet 
the competition of other similar types of investment. Thus, in a period of rising 
interest rates or tight money—over which neither the veteran or other home 
buyer or the mortgage banker has control—the mortgage banker can only offer 
a GI loan with an adequate yield by offering it at a discount or by urging that 
the rate carried by the loan reflect market conditions. 

“The net yield to the investor from the present GI loan does not reflect market 
conditions, and as a matter of fact, it is so far below the market that the dis- 
count system is also unworkable, since to reflect a one-half point increase in 
yield on a 25-year loan requires a discount of approximately 4 percent, using a 
fairly realistic life table. 

“In the long run we do not believe that the Congress, if it wants the GI pro- 
gram to continue, can meet the situation by any method except by permitting 
yields on GI loans to remain competitive. We regard proposals to continue the 
low rate by use of the national service life insurance fund or by expanding the 
direct-loan program as being not in the best interests either of the public, the 
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country or veteran borrowers, particularly since there is over $300 million still 
available for direct loans by the VA without any further congressional authority 
being required.” 

Mr. Chairman, we believe that, if the Congress begins to expand the direct- 
loan program primarily in order to support a submarket interest rate, the ulti- 
mate demands upon the Treasury will stagger even those used to discussing 
matters in billions of dollars. 

With respect to the use of the NSLI fund, we would subscribe to the remarks 
of Mr. W. Randolph Burgess, Under Secretary of the Treasury, before the 
House Committee on Veterans’ Affairs on February 6, 1957, and which appear at 
page 330 of the printed hearings. Mr. Burgess pointed out that the existing 
NSLI funds are not idle but are fully invested in special issues of Government 
securities which would have to be redeemed in cash by additional Treasury 
borrowings to make them available. As Mr. Burgess stated, ““‘We would be 
adding to the funds available for mortgages with one hand and taking away 
with the other.” 

EXPANSION OF FNMA 


Our attitude toward an expansion of the FNMA was expressed by Mr. Wil- 
liam A. Clarke, who appeared for the association before the Senate Banking and 
Currency Committee on February 6. Mr. Clarke stated in part: 

“If FNMA is to be retained as an instrumentality for an emergency use in 
the mortgage market, it must have adequate funds with which to operate. Since 
there is an emergency which does now exist, and the existing funds of the 
Agency are almost exhausted, the association supports Senate Joint Resolution 
38, which will provide sufficient funds for the operation of the Agency. 

“However, the association urges that Congress permit the Agency to use 
these funds as its sound business judgment would indicate. By this we mean 
that the association should purchase mortgages at realistic rates and with a 
realistic stock purchase requirement.” 

I should add that our association has also in earlier years supported the 
secondary market operations of FNMA. However, we have consistently directed 
the attention of the Congress to what to us are the dangers of using the facility 
to support a submarket rate. In our 1954 statement we expressed it in this 
fashion : 

“As it (HNMA) is presently administered, its facilities are available only at a 
substantial penalty. Its availability on penalty terms has prevented its use 
as a general substitute for private money but at the same time has provided a 
means for supplying liquidity to mortgage companies and builders hard-pressed 
by changing money conditions. Any appreciable reduction in the penalty pro- 
visions will bring the Government into direct competition with the private 
market and will enormously increase the demand for Federal funds for home 
mortgages. 

“Enlargement of FNMA’s authority to provide a market for loans purchased 
under its special assistance programs could be harmful to the economy generally 
and to the expressed purpose of FNMA’s eventually becoming an independent 
organization, since purchases under the special assistance program are made 
at prices above the market and thus represent an indirect subsidy by the Federal 
Government. 

“Because of FNMA’s potential impact on the whole structure of the money 
market, we strongly urge close consultation between Congress and the Federal 

teserve on its operations, and, further we urge Congress to consider reshaping 
the Board of Directors of FNMA to include representatives from the Federal 
Reserve and the Treasury.” 


VOLUNTARY HOME MORTGAGE CREDIT PROGRAM 


The successful operation of this program is closely tied to the decision of the 
Congress on the future of the VA home-loan program, since it is in connection 
with VA home loans that the VHMCP has to a large degree been useful. 

Our association has supported VHMCP since its inception. Many of our mem- 
bers have served on its committees and have been the originating institutions for 
many of its loans. It has been a remarkably successful program and it has 
brought the resources of private lending institutions into many areas of the 
country formerly almost completely without sources of financing. However, we 
are aware of the current recommendations of the national VHMCP committee. 
We subscribe to those recommendations. If they are not acceptable to the Con- 
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sress, we see no way in which the VHMCP can continue to operate effectively un- 
der today’s market conditions. 


THE FEDERAL HOUSING ADMINISTRATION 


Mr. Chairman, I should like to review some of the comments regarding FHA 
in our earlier policy statement. We said then: 

“The Federal Housing Administration has never been released to fully per- 
form the dynamic role of which it is capable. We propose a series of steps, 
which taken collectively, could free the FHA from the clutter of ‘special’ pro- 
grams which confuse its activities, and from an unnecessary layer of adminis- 
trative supervision and control. This revitalized FHA could find solutions 
through its normal operations for many ‘special’ problems which one by one be- 
come the target of ‘special’ legislative programs. We recommend: 

“(1) That the Federal Housing Administration be incorporated as a Govern- 
ment-owned corporation: managed by a Board of Directors and presided over 
by a President—all appointed by the President. 

“(2) That the FHA be made fully accountable for its operating policies, re- 
porting directly to Congress and the President. 

“(3) That FHA be required to operate within the income received from fees 
and premiums, after setting up appropriate reserves to cover future losses, and 
that net income above reserves and operating expenses be turned over to the 
Treasury. It would thus be unnecessary for Congress to make annual authori- 
zations for FHA’s operations and FHA, in turn, would be able to organize 
its staff as required to carry out its mortgage-insurance responsibilities. In 
this connection, it is to be noted that the FHA is not a subsidized operation ; 
that it receives no money from the Treasury, that its losses have been fully 
covered by its insurance premiums, and that it is, therefore, a fully self-sup- 
porting operation, 

“(4) That the FHA be permitted and required to adjust the mortgage- 
insurance premium which it charges to its estimate of the risk assumed in each 
type of mortgage transaction. 

“Tf the FHA were thus administering a flexible program of mortgage insur- 
ance, in which it adjusted the premium to the risk, it would be possible for 
it to enter fields in which it is not now operating by increasing its mortgage- 
insurance premium, and it would also be possible for it to reduce the cost of 
some kinds of borrowing by reducing its insurance premiums. An exhaustive 
actuarial study of the status of FHA’s insurance reserves has recently been 
completed. This report demonstrates that these reserves are more than ade- 
quate to withstand the shock of a severe real-estate depression. It indicates 
that in many categories of risk the insurance premiums might be substantially 
reduced. It also indicates that even in those categories regarded as particularly 
hazardous, the accumulation of insurance reserves may be adequate to cover 
any reasonable projection of future losses. 

“If the FHA acted on the basis of such actuarial studies, it would reshape 
its insurance charges to meet actual and indicated experience. For example, 
the FHA might undertake a much bolder and more aggressive policy of mort- 
gage insurance on older houses in older areas of our inner city by setting 
insurance premiums high enough to cover its estimate of risk. 

“(5) That consideration be given to a plan by which private investors would 
gradually purchase stock in the Federal Housing Administration, building up 
its capital reserves and graduaily transferring its ownership away from the 
Federal Government. It is not recommended that control over its operations 
ever be fully removed from the Federal Government, particularly from a policy 
standpgint. Its board of directors should be appointed by the President, regard- 
less of the ownership. But, the assumption of ownership responsibility by 
investors could result in an active interest in its operations and management, 
which could reduce expenses, improve efficiency and broaden its activities.” 

We believe our policy statements still have much to recommend them and 
we earnestly solicit their consideration by this committee at this time. 

To bring our statement more up to date, I should state that our association 
supports a proposal which will provide within FHA a means of meeting the 
needs of veterans for home loans. The provisions of the administration’s bill 
(S. 1609) would be acceptable to us in this regard, and I should point out that 
this bill contempaltes no special title or program within FHA for veterans—a 
conclusion with which we agree most wholeheartedly, but rather a general re- 
vision of FHA requirements for all borrowers. 

We would also support a proposal for additional funds for title I operations. 
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COLLEGE HOUSING, URBAN RENEWAL, HOUSING FOR THE AGED 


We believe our policy statements on these fields are as appropriate today as 
when they were first made. We then said: 

“College housing: Congress and the country must face up to the future de- 
mands of such programs as the college-housing program. This program began 
with an authorization for $250 million in Government loans for college dormi- 
tories. It has been enlarged to $500 million and the eligible purposes have been 
extended to include all non-teaching-college facilities. It is now proposed to 
increase the authorized total to $600 million. There is as much justification for 
the extension of the program and for the increase as there was for the initial 
program. Similarly, there will be equal justification for other Government 
lending programs to meet other special needs. There is every reason to expect 
the total to become enormous. 

“If easy money is made available at rates below the market rate, we can all 
be sure that there will be an increasing demand for such money. Such programs, 
by their very nature, generate the demand for their further increase. 

“If the Federal Housing Administration were established as the kind of agency 
proposed earlier in this statement adjusting its insurance rates in accordance 
with risk, this is the kind of housing need which might be met through a mort- 
gage insurance program without the requirement for an allocation of Federal 
funds. 

“It is strongly recommended that the future potential of the college-housing 
program and other such special calls for funds be examined in terms of their 
future potential, and a congressional policy established which avoids direct 
Government lending and finds the way to draw private investment funds soundly 
into these fields. 

“Urban renewal: To be effective, must put to work all the tools available to 
the city for combating slums and blight. Wornout houses must be demolished 
and the cleared land put to its best new use. Houses worth saving must be 
rehabilitated to acceptable minimum standards; school and recreation areas 
provided; adverse uses removed; streets replanned and traffic rerouted to pro- 
tect residential neighborhoods. The supply of existing housing must be analyzed 
to determine whether or not there is an adequate supply of relocation housing 
to meet the needs of the families displaced by the urban renewal program. If 
the existing supply is insufficient, then new relocation housing must be provided 
at appropriate rental. 

“No one element in this program can alone be effective in renewing an Ameri- 
ean city. Neither public housing, nor redevelopment, nor rehabilitation can 
alone rid our cities of their slums. If we have learned anything about this 
problem in the past 15 years, we have surely learned that piecemeal attacks 
will not work. A thorough, complete, comprehensive program is required. This 
is what is meant by urban renewal and that is the major contribution of the 
Housing Act of 1954. 

“There is no justification for Federal assistance in any phase of urban renewal 
unless a city is ready to face up to its problems and launch a full-scale, thorough- 
going urban renewal program. The Housing Act of 1954 required each city to 
prove that it has a workable program for urban renewal as a precondition to 
Federal aid. This is a sound concept, and it says simply that a city shall not 
receive any form of Federal aid—public housing, grants for redevelopment, FHA 
section 220 insurance—unless and until it has set in motion a workable program 
for attacking the slums along its entire front. In other words, the city must do 
its part before calling on the Federal Government for help. This makes sense. 

“It holds out an inducement to the city to take the kind of action it ought to 
take anyway. It protects the Federal Government’s investment by making it a 
part of a comprehensive program designed to lift the city out of its slum condition. 
It compels the kind of cooperation at both Federal and local levels without which 
urban renewal can never really move ahead. 

“The workable-program concept was badly weakened in the Housing Act 
of 1955 by freeing public housing from its requirements. This was a mistake. 
Why should any city which refuses to meet the requirements for a workable 
program for slum elimination be entitled to Federal housing assistance? This 
requirement should be restored as a precondition to Federal aid in the sium 
field and the standards for an acceptable workable program should be progres- 
Sively raised as experience with urban renewal permits. 

“Furthermore, the quantity of public housing for which any city is eligible 
should be limited to that which is needed to meet the relocation needs crented by 
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the urban-renewal program. The workable program test would require a city 
to lay out a plan for the total elimination of its slums. Such a plan must deal 
with the relocation requirements of displaced families. To meet such needs, 
the local community will first estimate the available supply of existing housing 
including the supply which becomes available from the turnover in the existing 
public-housing supply. Many cities will find that together with the other private 
housing which is available, there is already a sufficient supply of private and 
public housing to keep pace with the urban renewal relocation schedule. Other 
cities may not. This test, worked out originally by the President’s Advisory 
Committee on Housing Programs and Policies, contributed enormously to an 
elimination of the controversy over public housing. It was agreed to by people 
representing all segments of the housing field, both public and private. By 
restoring this test, Congress will put an automatic thermostat on the public- 
housing program, permitting it to expand or contract in accordance with actual 
requirements in the renewal of our cities. 

“Although the nature of the urban-renewal task involves greater timelags 
that any of us would like to see, this should not be used as an excuse for un- 
aggressive, unimaginative, or clumsy administration of the program. Thought- 
ful complaints from around the country on specific projects strongly indicate that 
the administration of the urban-renewal program can and must be substantially 
improved if the program is to get under way. Too many projects in too many 
cities are taking far too long in both the Urban Renewal Administration and the 
Federal Housing Administration. There must be a fresh, new determination to 
get these programs going and to cut through the red tape which has bogged 
them down to date. 

“Cost certification requirements, under section 220, must be eliminated, or 
substantially revised, before there can be any large-scale use of the rental 
housing provisions of section 220,” 

“Housing for the aged: Proposals permitting a person other than the mort- 
gagor to make the required downpayment in any case where the mortgagor is 
more than 60 years of age, are reasonable and should be adopted. Similarly, 
there is nothing objectionable about giving a preference to older persons in 
FHA insured rental projects. However, there is no justification for a special 
program of mortgage insurance for rental housing for the aged. There is not 
sufficient evidence of a need for a special project of this kind. Without many 
programs for pensions and social security; with the decrease in family finan- 
cial burdens of older persons; with an increasing housing supply and with pro- 
grams for overall improvement of the condition of our housing inventory, there 
is no reason to make a special mortgage insurance program to care for aged 
persons. 

“The actual result of 2 program for this purpose will be to provide higher 
ratio mortgage insurance on a paritcular form of housing. Developers will be 
attracted to this section of the law and will conform with it, not primarily in 
order to provide housing for the aged, but in order to get 90 percent loans on 
new apartment projects. Recent housing legislation has given preference to 
projects with two bedrooms or more. New proposals, if adopted, would swing the 
pendulum in the opposite direction and give emphasis to projects emphasizing 
smaller units. The Government, the housing market, the aged and the young 
would all be better off if a workable overall rental housing program were per- 
mitted to operate so that the housing built under it responded to market demand 
rather than to special advantages created by congressional action.” 


MILITARY HOUSING 


In our 1954 policy statement we made these comments about this program as 
it was then proposed : 

“Military housing (FHA title VIII) : We are aware of the need for additional 
housing at Army, Air Force, and naval bases, particularly in the case of new 
and expanded establishments. While we believe that a system of building such 
housing through the use of the FHA will result in adequate housing at con- 
siderably lower total cost than if it is furnished through direct appropriation, 
under the present law the Defense Department guarantees the FHA which must 
then insure the mortgage regardless of its analysis of the housing market at 
the particular base. This means that the military establishment and its base 
commanders are freed from the disciplines with which they would be faced if 
the housing requirements were competing with other requests for appropriations 
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in the defense budget and because the FHA is unable to limit the quantity of 
housing, this system is also free of the controls which would normally be im- 
posed through underwriting analysis of the housing market. The result is a 
clear invitation for substantial overestimating of housing needs and substan- 
tial overeconstruction at military bases. This can result in large and unnecessary 
financial loss. It can also exert an extremely adverse pressure on existing hous- 
ing projects, many of Which are FHA insured, near these bases. 

“Although it is useful to find the way to use the FHA facility to meet this 
housing need, it is important that the FHA’s underwriting experience and skill 
be used to closely supervise and control the quantity of housing which is actually 
puilt. The FHA should have not only the right but the responsibility for making 
the Military Establishment prove its case for the quantity of housing at each 
and should be the final authority in approving the size of each project.” 

The operation of this program during the past 2 years has made it quite evident 
that the armed services are using and intend to use this program in a manner 
which should give the Congress grave cause for concern. 

Exhibit (C) shows that the services have secured approval for the construc- 
tion of 86,879 units throughout the United States under title VIII. Assuming 
the average cost of $15,000 permitted under the statute, this program would 
entail mortgage funds of more than $1.3 billion. We point out that in 1956 the 
dollar volume of all home and project mortgages insured by FHA was only 
$2.75 billion. Thus the military’s program alone will drain off, if it is unchecked, 
as much as one-half of the total investment funds as were available for all 
home and project mortgages insured by FHA in 1956. 

We do not believe the military could conceivably demonstrate or persuade 
the Congress that it should directly appropriate funds for these numbers of 
units nor do We believe FHA would—if its ordinary underwriting standards were 
applied—approve any such construction program. 

Accordingly, we urge this committee to put some kind of brakes on the mili- 
tary’s use of title VIII. If the Congress does not do so, we can foresee such an 
overbuilding and overinsuring of loans as will be remindful of the 608 “scandal,” 
and we can predict widespread defaults in existing private housing projects 
which the FHA has insured in previous years. 
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ExHInit B 
JANUARY 2, 1957. 
JOHN F. AUSTIN, Jr., 
President, Mortgage Bankers Association of America, 
Washington, D.C. 

DEAR Mr. AusTIN: The Senate Subcommittee on Housing has received a large 
volume of inquiries and suggestions relating to the steady decline in the pro- 
duction of housing, especially housing financed with the assistance of FHA 
insured or VA-guaranteed mortgages. At the present time, there is widespread 
interest in the legislative and administrative aspects of the interest-rate structure 
applicable to these mortgages. 

According to one view, it would be desirable to have a completely “free” rate. 
On the other hand, there are those who advocate even closer legislative control 
than we have now in fixing interest-rate ceilings. 

In 1950, Mr. William A. Clarke, representing the Mortgage Bankers Asso- 
ciation of America, suggested a flexible, self-executing formula in the form of 
the following amendment : 





Estimated on the basis of first 9 months. 


Nore.—On the vertical scale, equal distances represent equal ratios of change 

Sources: U. 8. Departments of Labor and Commerce, Veterans’ Administration, Federal 
Housing Administration, 1956 Savings and Loan Fact Book of the United Savings and 
Loan League. 
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“Sec. 104. (b) Section 203 (b) of the National Housing Act, as amended, 
is hereby amended by changing paragraph (5) thereof to read as follows: 

“*(5) Bear interest (exclusive of premium charges for insurance) at a rate 
which shall be eStablished semiannually by the Commissioner, at 2 per centum 
per annum in excess of the average yield during the preceding three months on 
obligations of the United States having maturities of fifteen years or longer: 
Provided, That the rate so established shall be adjusted to the nearest one-eighth 
of 1 per centum and that in no case shall the rate so established be in excess of 5 
per centum per annum.’ ” 

I would appreciate having your views on this suggestion, particularly your 
comment on one or both of the two principal questions that appear to me to be 
basic to the proposal : 

1. What would be an appropriate base? Should it be the going rate on 
all Federal obligations, on long-term obligations only, or some other index 
such as Moody’s Ace corporate bonds? 

2. What would be an appropriate allowance for the costs of procuring and 
servicing the loans and for administrative expenses? 

As you will appreciate, any base selected must be broad enough to be repre- 
sentative of the general trend and sufficiently sensitive to be responsive. The 
allowance for procuring and servicing loans (to be added to the base to form 
the gross rate) must be held to a minimum. 

I am sending this request to a number of individuals and organizations which 
have expert knowledge of and interest in the problem. Please feel free to present 
your views in any manner you wish. I shall welcome any assistance you can 
give me toward a better understanding of this complex problem of interest rates. 

Sincerely yours, 

JOHN SPARKMAN. 


JANUARY 31, 1957. 
Hon. JouHNn J. SPARKMAN, 
United States Senate, 
Washington, D. C. 

DEAR SENATOR SPARKMAN: Thank you for the opportunity to give you the 
views of the Mortgage Bankers Association of America on the perplexing sub- 
ject of appropriate interest rates for insured and guaranteed mortgages. As 
you know, this association has had this subject under almost continuous study 
over the postwar period. Our present conclusions are based upon our careful 
scrutiny of the movements in the market for FHA and VA mortgages as well as 
for conventional mortgage loans and other types of investment. 

As a result of this prolonged study, the association is of the view that the 
suggestion offered in 1953 for a formulistic adjustinent of mortgage rates accord- 
ing to a set relationship to long-term Government bond yields is no longer 
feasible. The reasons for this position are the following: 

1. The volume of Government bonds of more than 15 years maturity is 
now too smail and the amount of trading in them too thin to set the tone 
of the long-term financial market. Currently, yields on the 314’s have been 
in the neighborhood of 3.5 percent; but, were the Treasury to attempt an 
increase in bonds of 15 years or more maturity, the rate today would cer- 
tainly be higher. 

2. The competition today does not really take Government bonds into 
account. Much more significant are such offerings as guaranteed ship 
loans at 544 and 5% percent, first grade utilities at 4 to 444 percent, com- 
mercial mortgages at 5 percent, ete. Consequently, while Government bond 
yields undoubtedly do not provide a dependable basis for an adjustment 
formula, it would be most difficult, and probably impossible, to devise a 
satisfactory formula based on other security yields in their present fluid 
condition. i 

3. A periodic adjustinent at 6-month intervals would be too long a space 
of time in a period of as rapid change as the present. Moreover, the fixed 
date for a change would likely be a disruptive factor in that, as the date 
approached, lenders might hold back or rush forward unduly depending on 
their forecast of what the change might be. 

4. The maximum limitation of 5 percent is no longer realistic. 

Referring to your question as to what would be an appropriate basis for 
an interest-rate formula, the association is convinced that not only do Govern- 
ment-bond yields provide an inappropriate base, for the reasons outlined above, 
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but also that neither does any other existing series of a similar nature. In the 
first place, in view of the fact that all series on yields on corporate issues, local 
government issues, etc., are privately compiled, their adoption as a statutory 
base involves grave questions of propriety and dependability. . Secondly, these 
series move much more widely and rapidly than do mortgage rates, mainly 
because of great variations in the amounts of new security issues, on both a 
long-term and short-term basis. Such variations, which have a compelling in- 
fluence on bond yields, might at any given point of time have a remote or nezili- 
gible effect on the rates at which mortgages would be attractive to investors. 

Referring to your second question, which gets down to the differential, on 
the basis of servicing costs, between home mortgages and bond investinents, 
there is a wide variety of experience, none of which is wholly dependable for 
arriving at firm policy determinations. Generally spenking, the annual churge 
for the work allocated to the servicing agent is one-half of 1 percent, while the 
annual home-office expense directly attributabie to the mortgage account is in 
the neighborhood of one-fourth of 1 percent. The cost of acquisition will 
ordinarily range upward one-half of 1 percent for the investor plus at least a 
similar amount for the originator. Other considerations, of course, enter into 
the question of the differential, such as relative risk, call features, length of 
maturity, ete. It is also true that what would appear to be an appropriate 
differential under certain conditions of the market would prove to be insufficient 
or unnecessarily wide under other conditions. Thus the establishment of a 
thoroughly feasible differential has about as many difficulties as the selection 
of the base itself. 

Other methods of regulating or administering interest rates on insured and 
guaranteed mortgages have been offered. I may refer you, for example, ta 
the method recommended by Policies and Programs (1953). This proposal 
(p. 18 of the committee report) called for the creation of an official committee 
to review and from time to time to set a ceiling rate for handling these loans, 
and the interest rate on FHA debentures. Administrative discretion was limited 
by a relationship to the long-term, Government-bond rate; but, in view of the 
impracticality of this formula, the plan might be considered without such a 
limitation. 

However, the association remains of the view, which it has repeatedly ex- 
pressed, that the only real solution to the question of maintaining and stabilizing 
the flow of mortage money is to permit a free market for such money. 

To review our past statements, may I take the liberty of sending you with 
this letter a policy statement which was published by the Mortgage Bankers 
Association of America in 1954. 

The first section of this policy statement is entitled “Interest Rates and Dis- 
counts.” A brief quotation from page 3 of the statement sets forth the heart 
of the problem: 

“The fact is that Congress cannot and does not control the cost of money by 
attempting to do so. $y controlling interest rates, it compels discounts. If 
it controls both discounts and interest rates, it drives money out of the market 
into other fields of investinent.” 

There have been many criticisms that if Congress were to permit rates of 
interest on mortgazes insured by the Federal Honsing Administration and 
guaranteed by the Veterans’ Administration to be set by agreement between the 
borrower and the lender without any specific ceiling being fixed by the Congress, 
it would remove from the Government any supervision over these mortgages 
and would thus permit veterans and other borrowers to be “gouged.” 

We would like to point out that it never has been the intention of the associa- 
tion to remove from the FHA Commissioner or the Administrator of Veterans’ 
Affairs administrative discretion to refuse to insure or guarantee any loan which 
in the, opinion of the Commissioner or the Administrator had any terms or con- 
ditions that were inequitable to the borrower. The Commissioner of FHA and 
the Administrator of VA have always had such authority over any of the terms 
or conditions of an FHA or a VA loan, and, under our proposal, would continue 
to have such authority. Thus, before each FHA loan was insured or before 
each VA loan was guaranteed, the appropriate officer of the FHA or the VA 
would have before him papers, as he does today, clearly setting forth all the con- 
ditions of the contract, including the interest rate at which it was proposed to 
make the loan. 

If the rate indicated was clearly inequitable and out of line with rates gener- 
ally being charged in the locality for morgages involving comparable property 
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and credit characteristics, the FHA or VA office could return the application 
and refuse to issue a contract for insurance or guaranty. 

Our proposal, therefore, would have the advantages of flexibility and adapta- 
pility tf local conditions, and it should involve no more serious administrative 
problems than are involved in determining construction costs and land values 
for purposes of appraisal. 

We are, therefore, still of the opinion not only that a free interest rate would 
give home buyers a more dependable access to the financial market than does 
a fixed rate but also that, under ordinary circumstances, the advantages of the 
insurance or guaranty, the assured absences of second-mortgage financing, in 
the Government systems, would produce a favorable differential between a free 
rate on FHA and VA loans and the rate on conventional home-mortgage loans. 

Very sincerely yours, 
JOHN F. AustTIn, Jr., President. 
ExuipBit C 
OFFICE OF THE ASSISTANT SECRETARY OF DEFENSE, 
(PROPERTIES AND INSTALLATIONS), 
Washington, D. C., January 31, 1957. 


Family housing projects approved for development under Title VIII of the 
National Housing Act, as amended 


cig S| : 86, 87§ 
United States: 

Army -- Ricans aac i 25, 847 

a i . ; , 905 

mee OCG sc oe es 104 
Territories and possessions: 

Army ake : 590 

Navy ; : 3, 783 

Air Force__ , 650 


] 
State and military | Installation | Number of Total units 
Department | | 


Alabama: 
Army Fort McClellan (2) 
Do. Redstone Arsenal (3) 
Do : Fort Rucker (2) 
Navy : Barin Field, Foley 
Arizona: 
Army.._--.- | Fort Huachuca 
a Yuma Test Station 
Air Force Luke Air Force Base 
Do. Yuma County MAP 
Arkansas 
Army | Fort Chaffee 
Do Pine Bluff Arsenal 
Air Force Blytheville Air Force Base 
Do Little Rock Air Force Base 
California 
Army Benicia Arsenal 
Do | Camp Irwin 
eS | Fort Ord (2) 
Do Oakland Army Base 
Do Two Rock Ranch Station 
Navy | Barstow MCSC 
Do. El Centro NAAS 
Do. El Toro and Santa Ana Marine Corps Air 
Stations. 
Do Point Mugu NAMTC 
Do | Mojave MCAAS 
Air Force. : |} Hamilton Air Force Base 
Do. MeClellan Air Foree Base 
Do | Oxnard Air Foree Base (2) 
Do- Travis Air Force Base 
Colorado 
Army Fort Carson (2 
Do Pueblo Ordnance Depot 
p Do Rocky Mountain Arsenal. 
Delaware: Air Force Dover Air Force Base. 
District of Columbia: | Fort MecNair-__- 
Army. | 
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Family housing projects approved for development under Title VIII of the 
National Housing Act, as amended—Continued 


State and military 
Department 


Florida: 
N — divi 


DOP ddd be 
Be cn dietheis 
I ila iat Stns dla 
BP Riiode 
Georgia: 
Army... 


a ial iad 


sic 
190.... 


Air Force_____---_-- 
1 Rees 
bbb. sutcckeen 


Idaho: Air Force. --.-.--- x 


Illinois: 
Army 
Do ‘ 
Navy gown 
Indiana: 
Army 
Air Force 
Iowa: Air Force....-.-.- 
Kansas: 
Army 
Do 
Navy. 
Air Force 
Do 
Do ‘ 
Kentucky: Army-....-.---- 
Louisiana: 
Army 
Do 
Navy 
Air Force 
Do 
Maine: 
Navy 
Do 
Air Force 
Maryland: 
Army. 
Do 
Do 
Do. 
Do. 
Navy 
Air Force 
Massachusetts: 
AImMy...... 
Do. 
Do. 


Air Force 
Do. 
Michigan: 

Army. --.- 

Air Force__.- 
Minnesota: Air Force- 
Mississippi: 

Navy 

Air Force 

Do. 
Missouri: 

Army 

Air Force ; 
Montana: Air Force_- 
Nebraska: 

Air Force 

Do. 
Nevada: 
Air Force 
Do-. we 
New Hampshire: Air Force- 











Installation 


Key West Naval Air Station_. 
Key West Naval Base _-. - 
Pensacola Naval Air Station... 
Whiting Field NAAS 


Eglin-Hurlburt Air Force Base___._- 


Homestead Air Force Base_-_ 
Patrick Air Force Base 
Tyndall Air Force Bas 





Fort Benning. - 

Fort Gordon. 

Fort McPherson... 

Camp Stewart_-. 

Albany MCSD... 

Glynco Naval Air Station--- 
Moody Air Force Base. 
Robins Air Force Base 
Turner Air Force Base 


Mountain Home Air Force Base. - 


Granite City Engineer Depot 
Fort Sheridan 


Great Lakes Naval Training Center 


Jeffersonville Quartermaster Depot 


Bunker Hill Air Force Base 
Sioux City MAP 


Fort Leavenworth (2) 

Fort Riley -. 

Hutchinson Naval Air Station- 
Forbes Air Force Base 
McConnell Air Force Base 
Emoky Hill Air Force Base 
Fort Knox 


Camp Leroy Johnson. 
Fort Polk 

New Iberia NAAS 
England Air Force Base 


| Houma Air Force Station 


Brunswick Naval Air Station 


Winter Harbor Naval Radio Station. 


Dow Air Force Base 


Camp Detrick... 
Fort Holabird 
La Plata ARS 
Fort Meade 

Fort Ritchie 


Cheltenham Naval Radio Station 


Andrews Air Force Base 


Fort Banks 


Fort Devens 


Natick Quartermaster Research and Develop- 


ment Center. 
L. G. Hanscom Air Foree Base_ 
Westover Air Force Base 


Camp Lueas 
Sawyer Air Force Base 
Duluth MAP 


Meridian NAAS 
Columbus Air Force Base 
Greenville Air Force Base 


Fort Leonard Wood (2)-_- 
Grandview Air Force Base 


Malmstrom Air Force Base. _---- 


Lincoln Air Force Base 
Offutt Air Force Base 


Nellis Air Force Base - - - 
Stead Air Force Base 
Portsmouth Air Force Base 


| 
| 
} 
| 
| 
| 
| 
| 
| 


———— 
Number of Total u 


units 





213 | 
277 |-. 


— 


, 000 
289 
500 
570 


— 


420 


, 000 
480 
107 
388 
160 
590 
500 
273 
200 


| 
| 


, 125 | 


270 


+r 
ho 


150 | 


590 


24 


680 | 


325 


300 


433 
438 
640 
490 


2, 042 | 


100 


te 
+ 


= 
Sr 


| 


382 | 
480 | 
100 | 


1, 329 | 


700 
400 


600 
616 


395 


645 


1, 700 | 


— 


nits 


5, 304 


3, 698 


270 


805 
704 


325 


2, 836 


2, 042 


2, 861 


982 


1, 743 


, 506 


413 
~ 240 


1, 262 


2, 029 
400 
1, 216 


1, 040 


1, 700 
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Family housing projects approved for development under Title VIII of the 
National Housing Act, as amended—Continued 


State and military Installation Number of | Total units 
Department units 





New Jersey: 


Army 
Do 
Do 
Do 
Air Force 


New Mexico: 
CS ee 


Do 
Navy 
Air Force_- 


New York: 


BTTBY 2 <nn 
De. ... 
Do 
DO. cscs 

Air Force-. 
Do. 
Do 
ER ete 
+ 
Do 


North Carolina: 


Army... 
Navy : 
ae 
eh nscslneatels 
Do-.-.- 
Air Force 
Do 


North Dakota: 


Air Force __.- 
TOM cers 


Ohio: 


Air Force__-- 
a adres 


Oklahoma: 


Air Force -- 


Do.... 
oo 
Deine 


Oregon: Air Force 
Pennsylvania: 


APT 25564 
Oa... 
Air Force 


South Carolina: 


Army 

Do 
Navy 

Do 
Air Force_ 

Do 


Tennessee: 


Air Force- 
Do 


Texas: 


Army 
Do 
Do 
Do 

Navy 

Air Force. 
Do 
Do 
Do 
Do 
Do 
Do 


Utah: 


Army 
Air Force. 


Virginia: 


Army 
Do 
Do 
Do 
Do 
Do 
Do 

Air Force 





Belle Mead General Depot 
Fort Dix 

Fort Hancock (2)__...--.... 
Fort Monmouth (2) -- 
McGuire Air Force Base_- 


White Sands Proving Ground (2)...--....---. 


Wingate Ordnance Depot 


White Sands Proving Ground test facility .. i 


Holloman Air Force Base. 


Fort Jay. - 

Fort Tilden 

Fort Totten 

Fort Wadsworth 

Griffiss Air Force Base 

Niagara Falls MAP 

Plattsburgh Air Force Base. 
Stewart Air Force Base____- 
Suffolk County Air Force Base--_-- 
Syracuse Air Force Station 


Fort Bragz_- aie ; 

Camp Lejeune ‘ 
Edenton NAAS . 
Harvey Point seaplane facility - - 


-| New River MCAF nie 


Pope Air Force Base 
Seymour-Johnson Air Force Base -- 


Grand Forks Air Force Base -- 


_.| Minot Air Force Base_- 


Lockbourne Air Force Base. 
Youngstown Air Force Base 


| Altus Air Force Base__- 


Ardmore Air Force Base _- 7 
Clinton-Sherman Air Force Base_. 
Tinker Air Force Base. . 


| Vance Air Force Base 


Klamath Falls MAP-.--- 


New Cumberland General Depot..--- 
Philadelphia Quartermaster Depot-- 
Olmsted Air Force Base... i 


| Charleston Transportation Depot 
..| Fort Jackson. ‘ sien 
| Beaufort Marine Corps Air Station 
| Parris Island __ 
| Charleston Air Force Base 


Myrtle Beach Air Force Base _. 


MecGhee-Tyson Air Force Base 
Sewart Air Force Base. - 


Fort Bliss 
Killeen Base 
Medina Base 


| William Beaumont Army Hospital 


Chase Field NAAS 


| Abilene Air Force Base 


Bryan Air Force Base 
Foster Air Force Base 
Goodfellow Air Force Base__ 
Laredo Air Force Base 
Laughlin Air Force Base 


| Webb Air Force Base 


Dugway Proving Ground. 


| Wendover Air Force Base 


Fort Belvoir... 

Fort Eustis. -- 

Fort Lee 

Fort Monroe 

Fort Story 

Richmond Quartermaster Depot 


| Vint Hills Farms Station 


Fort Lee. 








600 | 
500 | 

56 | 
150 | 

95 

33 85 
154 |- 
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Family housing projects approved for development under Title VIII of the 
National Housing Act, as amended—Continued 








State and military Installation Number of | Total units 
Department units 
} 
soe aoe eae SS ae —- 
Washington: 
canteens ....| Fort Lawton <2 66 | 1, 919 
Sees dS io . ..| Fort Lewis | 375 7 
Air Force ...| Fairchild Air Force Base | 250 
Oe tees osc Geiger Air Force Base i 298 
Do._.. McChord Air Force Base_ .. | 1, 000 
Wisconsin: 
Air Force ; Bong Air Force Base | 350 | 873 
Do _....---| Truax Air Force Base eh 523 
Various locations | Classified _ . - | 2, 787 | 2, 787 
TERRITORIES AND | 
POSSESSIONS 
Territory of Hawaii: | 
Army........ Schofield Barracks. - : 1, 326 | 5, 343 
Do.-.. aes ae Shafter... -..-. eae | 100 | 
pe. Tripler Army Hospital_- 164 
a os _| Barbers Point Naval Air Station 1, 140 
20.4. wi Camp H. M. Smith, Halawa Heights 168 | 
De... Kaneohe Bay Marine Corps Air Station -- -- 921 | 
a>... | Lualualei Branch, Naval Air Depot-- 34 
ae _| Pearl Harbor Naval Base. 650 
Do._.. . Wahiawa Naval Radio Station. 160 
D0... .------| Waikele Naval Air Depot. 3 
Do......--..--..-...| West Loch Naval Air Depot. 7 37 
Air Force_____------ | Hickam Air Force Base- | 600 
Marianas Islands: Air Force.| Anderson Air Force Base, Guam.- 1, 050 1, 050 
Puerto Rico: Ne BY dacascn ical | Roosevelt Roads Naval Station. -- 630 30 


Senator SparKMAN. I have had assembled some information for 
the use of this committee on the subject of the interest rate pavable 
on Government insured and guaranteed mortgages. Because of the 
wide interest at this time in the interest-rate question and its effect 
of housing construction, I sent letters to a group of organizations and 
individuals who have expert knowledge in this field and with whom I 
have consulted in the past on financial matters of this type. The pur- 
pose of my letter was to seek the best information available on the 
methods to be used in setting the interest rate on FHA-insured and 
VA-guaranteed mortgages. “I asked particularly the possibi “er of 
developing a flexible, self-executing interest-rate formula and if it 
were possible to do so, what that formula would be. 

My evaluation of the 19 replies received leads me to the conclusion 
that the development of a self-executing flexible formula is not feas- 
ible at this time. The replies seem to divide themselves clearly bet ween 
the opinion that there should be a completely free interest rate and the 
opinion that the rate should be set by administrative action subject to 
a ceiling established by Congress. 

The ‘Teplies pointed out “the practical difficulties of obtaining a 
formula which would ideally meet all the conditions existing in the 
marketing of FHA and VA assisted mortgages. Some suggested a 
formula using as a base the current yield on ‘long- term Federal securi- 
ties, others declared that Moody’s Index of Aaa corporate bond yields 
would be superior to the Federal securities. Most of the replies, how- 
ever, pointed out the practical impossibility of finding any one stand- 
ard base which closely followed the yield of mortgages in a free 
market. 

With regard to the increment which must be added to the base to 
provide an attractive yield, the replies point out a number of prob- 
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lems and conclude generally that the establishment of feasible incre- 
ment would be as difficult as the selection of the base itself. 

Most important of all, however, was the almost unanimous conclusion 
that a self-executing formula for setting the interest rate would 
create sizable administrative difficulties for the housing agencies and 
considerable confusion on the part of lenders, homeowners, and 
builders. 

In general, the respondents favored the present system permitting 
the rates to be set by the Administration within a ceiling established 
by Congress. 

I am submitting the replies for the record and for the information 
and possible use of the committee. 

(The material referred to follows :) 


HOUSING AND HOME FINANCE AGENCY, 
OFFICE OF THE ADMINISTRATOR, 
Washington, D. C., January 18, 1957. 
Hon. JOHN SPARKMAN, 
United States Senate, Washington, D. C. 

DeAR SENATOR: In response to your letter of January 2, I am glad to give you 
my views on the problem of accomplishing appropriate flexibility in the interest 
rate permitted in fHA-insured and VA-guaranteed loans. 

If the HA and VA systems are to work effectively in stimulating private 
investment in home mortgages, I think it is clear that the rates permitted under 
these programs must be competitive, that is, high enough to permit Government- 
backed mortgages to compete in the capital market with the current yields on 
other forms of long-term investment. Since, in a free market, the effective yield 
on capital will vary from time to time, some mechanism must exist for a real- 
istic adjustment of the interest rates permitted on FHA and VA assisted mort- 
gages. 

1 think it is equally clear that much confusion and difficulty will be avoided if 
the mechanism for adjustment is such as to make it possible for the rates per- 
mitted on the two types of Government-guaranteed mortgage loans to be kept 
uniform. 

However, no system for adjusting the maximum FHA and VA rates for the 
country as a whole can be expected to reflect perfectly the returns which lenders 
will demand for mortgages on properties in different parts of the country and 
mortgages of different quality. Even under the most perfect system for adjust- 
ing the countrywide maximum interest rate, these geographical and quality 
differences in the attractiveness of mortgages to investors can be expected to be 
refiected in discounts. 

In his January 7 letter to you, FHA Commissioner Norman P. Mason has, I 
believe, accurately set forth our principal reservations on Mr. William A. Clarke's 
proposal for a flexible, self-executing interest-rate formula for Government- 
assisted mortgages. This formula would produce such frequent changes in the 
maximum interest rate as to create unnecessary administrative complexities as 
well as confusion on the part of lenders, builders, and home buyers. The rigidity 
and predictability of Mr. Clarke’s formula would also have the undesirable 
effect of causing either a drought or a flood of mortgage lending immediately 
before each adjustment period depending on whether lenders anticipated the 
rate to be increased or decreased. Perhaps the basic weakness of Mr. Clarke’s 
proposal, however, is the rigidity with which the rate on Government-assisted 
mortgages is tied to the yield on long-term Government obligations. The factors 
in the money market influencing the relative attractiveness to investors of 
Government-supported mortgage loans are so complex and variable that it is 
difficult to see how any rigid formula could be expected to produce satisfactory 
determinations over any extended period of time. 

Therefore, I am inclined to believe that the most satisfactory method for 
accomplishing appropriate flexibility of maximum FHA and VA rates is through 
administrative discretion based on a continuous study of all the various factors 
affecting the mortgage market. As you will recall, the administration, in 1954. 
recommended legislation which would have authorized the President, with the 
advice of officers of the Federal Government designated by him, to review and 
set, from time to time, the ceiling interest rate and other charges permissible for 
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FHA-insured and VA-guaranteed loans. This proposal also provided that the 
rates so established could not be more than 244 percent above the current average 
yield on Government securities of 15 years or more. 
Thank you for the opportunity to present my thoughts on this important 
matter. 
Sincerely yours, 
ALBERT M. Coie, Administrator, 





FEDERAL HousiING ADMINISTRATION, 
Washington, D. C., January 7, 1957. 
Hon. JOHN SPARKMAN, 
United States Senate, 
Washington, D. C. 


DEAR SENATOR SPARKMAN: The proposal of Mr. William A. Clarke, of the 
Mortgage Bankers Association, referred to in your letter of January 2, for a 
flexible, self-executing interest-rate formula for FHA-insured mortgages, em- 
bodies essentially the formula presently employed semiannually in establishing 
the interest rate on FHA debentures, the principal difference between the two 
being the time period used in calculating a base rate. If the FHA interest rates 
were to be determined by some such method, we believe the present FHA deben- 
ture formula would adequately serve the purpose. Any formula should be based 
on the going rate on long-term Federal obligations since rates for such funds 
reflect rates for long-term investment similar to mortgages. 

As contrasted with this proposal, we believe that the provision presently 
in the National Housing Act permitting the FHA Commissioner to establish 
interest rates within certain maximums, depending upon conditions in the 
money market, home building, and financing industry, and general economie 
conditions, is a more adequate, efficient, and effective means for determining 
the interest rate on FHA obligations. If such a formula as suggested by Mr. 
Clarke had been in effect since the time of the Federal Reserve-Treasury accord 
in March 1951, when we have had a relatively free Government-bond market, 
it would have necessitated eight separate changes in the FHA mortgage rate 
all within a one-half of 1 percent range. Such frequent and small changes 
would have created sizable administrative difficulties for the agency and con- 
siderable confusion on the part of those lenders, prospective home buyers, and 
builders using the FHA programs. 

Another significant effect which would undoubtedly occur if FHA interest 
rates were established seimannually by such a formula would be that near 
the end of the semiannual periol mortgagees would be inclined to hold up sub- 
mission of applications if they expected an increase in the interest rate to take 
place in the next period. Such delays in closing could create problems and hard- 
ships for homebuyers in purchasing and obtaining possession of their homes. 
Similarly, if it was expected that the FHA rate would be decreased, every effort 
would be made to get loans if under the deadline with a resulting flood of 
applications in the closing days of the semiannual period and considerable 
processing difficulties for FHA. 

The present provision of the National Housing Act permitting the FHA Com- 
missioner to establish the rates of interest on FHA-insured mortgages within 
certain maximums set by the Congress would appear to provide a much more 
favorable way of adjusting the interest rate to conditions in the mortgage market 
and the economy in general. 

With regard to the second question in your inquiry concerning appropriate 
allowance for the costs of procuring and servicing loans and for administrative 
expenses, these relate to the costs of operation of lending institutions and their 
relations with their servicing agents. Such costs, of course, can be expected to 
vary among lenders, depending upon scope of operation, size of loan, and other 
operating circumstances. FHA does not compile information on such operating 
costs of lending institutions. However, we do recognize that small mortgages 
are relatively more costly to administer and service, and as an incentive to 
lenders to make small mortgages we allow an annual service charge of one-half 
of 1 percent on mortgages of an original amount of $6,650 or less. The kind 
of information you seek probably might best be obtained from lending institu- 
tions or their associations. As you may know, a study of such costs for life- 
insurance organizations was made by Dr. Raymond J. Saulnier, currently 
chairman of the Council of Economic Advisers, when he was director of the 
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financial research program of the National Bureau of Economic Research and 
is published in a volume entitled “Urban Mortgage Lending by Life Insurance 
Companies.” 
Sincerely yours, 
NorMAn P. Mason, Commissioner. 


FEDERAL NATIONAL MORTGAGE ASSOCIATION, 
January 18, 1957. 
Hon. JouUN SPARKMAN, 
Chairman, Subcommittee on Housing, Committee on Banking and Currency, 
United States Senate, Washington, D.C. 


Dear Mr. CHAIRMAN: This is in reply to your January 2 letter requesting my 
views regarding the administrative and legislative aspects of the interest-rate 
structure applicable to FHA-insured and VA-guaranteed mortgages. 

Mortgage interest rates fall generally into three categories, namely, (1) those 
which are entirely free from limitations (except, perhaps, usury regulations), 
the rate being determined in each individual case by the free play of the market, 
(2) those which are more or less firmly fixed by statute or by circumstances 
which do not permit free response, ratewise, if at all, to factors of supply and 
demand, and (3) those which are flexible, that is, they occupy some position 
between the first two categories and are permitted to fluctuate upward or down- 
ward so as to return yields that have some relationship to those which are 
produced by the upward or downward movements of some other type of invest- 
ment, as, for example, long-term Government bonds. 

An example of the “free” interest rate form of mortgages is the conventional 
type of obligation, the interest rate of which is determined in each individual 
transaction by taking into consideration factors such as property location, supply 
of and demand for funds, collateral, risk, ete. The usually cited outstanding 
example of a “rigid” or “fixed” interest rate type of mortgage obligation is a 
mortgage that has been insured or guaranteed by an agency of the United States 
Government. As a practical matter, however, the principle of a fixed FHA or 
VA rate is almost completely nullified in the market place by the customary 
device of imposing discounts or demanding premiums as a means of adjusting 
yields where the interest rate itself is not or cannot be modified. 

A number of mortgage people have, over a period of years, advocated a com- 
promise type of financing under which mortgage interest rates would be adjusted 
from time to time in some certain relationship to the average yields that are 
produced by long-term Government bonds. Under this general proposition the 
interest rate on FHA’s and VA’s would be determined periodically at a figure 
somewhere between 1.75 and 2 percent (before servicing) in excess of the average 
yield during the preceding 3 months on long-term Government bonds having 
maturities of 15 years or longer. The proponents of this procedure assert that 
Government bonds and Government insured or guaranteed mortgages are similar 
types of investments and that the yields produced by the two should, therefore, 
be in relation. 

Admittedly, long-term Government bends and Government-backed mortgages 
have, in some respects, similar characteristics. Each is, for instance, a long- 
term type of investment and both are backed by the United States Government. 
The two types of investments are, however, markedly dissimilar in other respects 
so that each must be considered a separate commodity in its own right; conse- 
quently, the purchase prices and sales prices of each are determined by different 
circumstances. For example, amortized mortgages are self-liquidating invest- 
ments While bonds have fixed terms and, unless called pursuant to their terms, 
run to maturity; bonds entail practically no expense for purchasing or similar 
items. Mortgages, unlike Government bonds, relate directly to the credit of 
individual mortgagors and to their ability to make payments of principal, inter- 
est, taxes, etc., on a timely basis. Thus, if the mortgagor fails to meet his obli- 
gation, it may be necessary to effect collection by way of foreclosure proceedings. 
Just because bonds, both Government and corporate, and mortgages react yield- 
wise to capital supply and demand, that fact is not, in our opinion, a sound 
basis for assuming that the relationship between the two types of investments 
is such as to require the yield of the one to be dictated by that of the other. 

The suggested type of self-executing formula for establishing FHA and VA 
mortgage interest rates has some other disadvantages to which consideration 
should be given. The narrow range within which the yield of the two forms of 
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investments would be permitted to vary may necessitate a number of very small 
changes in rates possibly within a short period of time. This can be extremely 
confusing to lenders, sellers, borrowers, and investors. Moreover, since lenders 
and others concerned can, with a fair degree of accuracy, anticipate changes in 
rates, the probabilities are that there may be a flood of applications for FHA 
insurance or VA guaranty just before rates are expected to be decreased and 
practically none immediately preceding a rate increase. Such a situation would 
present some rather serious administrative problems to say nothing of the 
disservice to individual mortgagors. 

There is another aspect of the flexible-rate theory which I believe merits some 
comment. The mortgage interest rate under the proposed procedure would be 
established from time to time presumably on a uniform national basis. In such 
a circumstance, we would have precisely the same sort of discounting situation 
we are currently experiencing with FHA and VA mortgages, that is, the mort- 
gages would be discounted at varying rates for different locations throughout 
the country. The range of the discounts could be narrowed by frequent adjust- 
ments in interest rates, but the discount factor itself would not be entirely re- 
moved by the suggested procedure. It is generally recognized, I believe, that 
prices being paid by investors for home mortgages are far from uniform and 
that discounts vary from time to time and from place to place according to a 
number of factors and circumstances. The amount of discounts or premiums 
on home mortgages varies in respect to individual transactions from time to 
time, from State to State, and as to different locations in each State and are 
influenced by factors such as the foreclosure laws of the respective jurisdictions, 
redemption rights of mortgagors and tax regulations, property location and 
construction characteristics, mortgage terms, interest rates, and similar 
considerations. 

While, as I have indicated, I am not impressed with the alleged merits of the 
suggested flexible interest rate method of determining FHA and VA interest 
rates, if it is considered advisable to adopt such a self-executing type of formula, 
the base suggested by Mr. William A. Clarke I suppose will do as well as any 
other. As to allowances for costs of processing and servicing the loans and 
for administrative expenses, I estimate that a margin of between 0.70 percent 
and 0.80 percent would probably be sufficient. This would include a charge of 
0.50 percent for servicing and of 0.20 percent to 0.50 percent for administrative 
expense, including processing and purchasing expenses. However, as stated, 
I am not in accord with the view that the prices of mortgages should be pegged 
to the yields from Government bonds and, for that reason, the expense factors 
described in the preceding sentence are not, in my opinion, of any particular 
significance. 

In the last analysis, it appears that a choice must be made between adoption 
of a plan under which yield factors will be adjusted in such a way as to result 
in uniform national prices with negligible or no discounts and a procedure under 
which interest rates will remain substantially fixed but will be offet by discounts 
or premiums so as to equalize yields in different localities. Discounts or pre- 
miums can largely, if not entirely, be eliminated, if it is deemed desirable to do 
so, by establishing interest rates from time to time and from State to State or 
locality to locality in a way that will meet local needs and conform to local 
circumstances. Under that procedure, yields will vary from locale to locale 
hut prices for similar types of mortgages would be practically the same every- 
where in the country. The converse of that procedure produces the currently 
existing price-interest situation where prices vary widely throughout the coun- 
try. My own view is that the Federal Housing Commissioner and the Admin- 
istrator of Veterans’ Affairs should have complete discretionary latitude, within 
maximum limits prescribed by the Congress, to establish interest rates for their 
respective types of mortgages, from time to time, depending upon the then 
existing circumstances. 

{ am glad for this opportunity to present my views on this very important 
subject. If I can be of further assistance to you in this matter, please feel 
free to call upon me. 

Very truly yours, 
J. S. BAUGHMAN, President. 
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FEDERAL HOME LOAN BANK BOARD, 
Washington, D. C., January 9, 1957. 
Hon. JOHN J. SPARKMAN, 
Chairman, Subcommittee on Housing, 
Committee on Banking and Currency, 
United States Senate, Washington, D. C. 


DEAR SENATOR SPARKMAN: This is in reply to your letter of January 2, 1957, 
in which you request the Board’s views concerning statutory changes in the 
interest rates applicable to FHA and GI loans. Although this is a matter of 
primary concern to the FHA and the VA, the Board is pleased to be of assistance 
to the subcommittee by stating its views on this important question. 

We have noted the proposal that would permit a flexible interest rate of 2 per- 
cent above the average yield on long-term Government bonds provided the rate 
so established did not exceed a fixed ceiling. 

It would appear that such a formula would make GI and FHA loans more 
attractive to lenders in the current money market and should have the effect 
of reducing prevailing discounts. 

Since mortgage lending is on a long-term basis it would appear desirable that 
long-term securities should be used as a base in the formula. Government bonds 
should be preferable to corporate bonds for this purpose. 

With respect to your question as to what would be an appropriate allowance 
for the cost of servicing and procuring loans, that is a matter on which you, no 
doubt, may receive a variety of opinions. The usual rate for servicing mortgages 
is % of 1 percent annually. This charge has been determined after taking into 
account the overhead and administrative expenses of a servicing agent in pro- 
viding such services and is a fee which continues over the life of the loan. 

With respect to procurement cost, this rate varies, but a fee of 1 percent to 
1% percent payable in a lump sum at the time the loan is closed is generally 
considered reasonable for ordinary service. This, however, might not be ade- 
quate for extra service in a construction loan. 

We hope that these comments will be helpful and if you wish, shall be pleased 
to furnish any additional information at our disposal. 

Sincerely yours, 
ATBERT J. ROBERTSON, Chairman. 


VETERANS’ ADMINISTRATION, 
Washington, D. C., January 8, 1957. 
Hon. JOHN SPARKMAN, 
Chairman, Subcommittee on IHousing, 
Committee on Banking and Currency, 
United Siates Senate, Washington, D. C. 

DEAR SENATOR SPARKMAN: This will acknowledge receipt of your letter of Jan- 
vary 2, 1957, addressed to the Administrator, requesting comments with respect 
to a proposal made in 1950 by Mr. William A. Clarke, representing the Mortgage 
Bankers Association of America, for a flexible, self-executing formula governing 
interest rates as embodied in a suggested amendment to the National Housing 
Act. 

This matter has been referred to Veterans’ Administration officials in charge 
of the loan guaranty program for study and consideration. When this has 
been completed, and as soon as circumstances will permit, an informative reply 
to vour letter will be submitted. 

Very truly yours, 
G. H. Brepsatt, General Counsel. 


VETERANS’ ADMINISTRATION, 
Washington, D. C., January 25, 1957. 
Hon. JOHN SPARKMAN, 
Chairman, Subcommittee on Housing, 
Committee on Banking and Currency, 
United States Senate, Washington, D. C. 

Deak Senator SPARKMAN: Further reference is made to your letter of Jan- 
uary 2, 1957, requesting the comments of the Veterans’ Administration with re- 
spect to the proposal for the establishment of interest rates on FHA insured or 
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Veterans’ Administration guaranteed mortgages by means of a flexible, self- 
executing formula which was suggested to your committee by Mr. William A. 
Clarke, representing the Mortgage Bankers Association of America, in 1950. 
It appears that under Mr. Clarke's proposal the interest rate to be established 
semiannually would be 2 percent per annum in excess of the average yield during 
the preceding 3 months on obligations of the United States for maturities of 15 
years or longer provided that the rate so established shall be adjusted to the 
nearest one-eighth of 1 percent and that in no case shall the rate so established 
be in excess of 5 percent per annum. 

This agency has been apprised of various plans which would have the effect 
of discontinuing the use and application of a fixed statutory maximum rate 
of interest on Veterans’ Administration guaranteed loans. The formula pro- 
posed in 1950 by Mr. Clarke is similar in many respects to other plans that 
have been suggested more recently. It should be noted that at the time Mr. 
Clarke’s proposal was originally advanced the interest rate on Veterans’ Ad- 
ministration guaranteed loans was limited by regulation to 4 percent although 
the statutory maximum was 4% percent. Consequently there would have been 
a range of 1 percent over which the interest rate on Veterans’ Administration 
guaranteed loans might have fluctuated without exceeding the proposed 5 per- 
cent upper limit. In May 1953 the veterans regulations were amended to permit 
an interest rate of 4% percent to be charged on Veterans’ Administration guaran- 
teed loans so that the 1950 proposal of Mr. Clarke would now permit varintions 
between 414 and 5 percent if it were to be enacted as an amendment to the 
Servicemen’s Keadjustment Act at the present time. 

The Veterans’ Administration is not sufficiently familiar with the historical 
characteristics of price trends in various types of Federal obligations nor of 
corporate bonds and indexes thereof, to warrant comment regarding the selection 
of the most appropriate base to be employed in the suggested plan. There is a 
basic principle that must be considered in the selection of a base, however, if 
distortions from irrelevant influences are to be held to a minimum. That prin- 
ciple that the securities comprising the base should be of similar risk and 
maturity, and should serve the same investment demands as the (mortgage) 
securities whose interest rates are geared to the base. Since investments having 
greater risks and longer maturities generally command higher interest rates 
than those of lesser risk or shorter maturity, and may fluctuate over greater 
ranges, it is quite important that the components of the base be as homogenous 
as possible with the investment, whose interest rates are to fluctuate with the 
base. In connection with any plan such as that suggested careful study should 
be given to the selection of the base components to assure that influences ex 
traneous to mortgage investments are not to be introduced to bring about changes 
in mortgage interest rates unwarranted by the mortgage market per se. 

An appropriate allowance for the costs of procuring and servicing monthly 
payment mortgage loans, and for related administrative expenses should include 
the following: 


Percent 


OPISTRRUIOR COME. 4.0 nncncsssnnn ae ala alg ec de gag 1 
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pS ee eee oe ste _. Y4%-% 
Additional fees for construction, loan supervision and disbursement 1-2% 


It is recognized that the foregoing rates will vary considerably from place to 
place and even between lenders in the same locality. The costs experienced by the 
lender and the servicing agent (if different from the holder) will depend in 
part on the volume of loans handled, mechanization, wage rates, and the amount 
of service performed. For these reasons, each lender and investor usually 
appraises his own perspective expenses against the scale of fees competitively 
charged before undertaking a program of mortgage investment. 

In connection with other plans of the type described, it has been observed that 
if the interest rate were to fluctuate frequently, lenders would find it difficult to 
extend firm take-out commitments to builders. Should the maximum interest 
rate allowed by the formula increase between the time of the commitment and 
the closing of the loan, the lender would be aggrieved at not being able to obtain 
the higher rate then in effect. Conversely, if the rate should decline in the 
interim, the commitment would prove to be useless because it would call for 
closing the loan at a rate then illegal and the loan would probably be declined 
by the investor at a lower rate. Since builders would find it difficult to obtain 
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purchase commitments for a type of loan whose interest rate at the time of 
closing would be uncertain, they would probably be forced to resort to some 
other type of financing that would be less desirable in their market and which 
would reduce the effectiveness of the government mortgage programs. 

It may be observed that the yields on certain long-term federal obligations 
have recently been as high as 3% percent, and that of corporate securities con- 
siderably higher. If such yields were to serve as a base for mortgage rates with 
a 2 percent differential, the rate on government guaranteed and insured mort- 
gages would currenty be about 514 percent and above, unless arbitrarily limited to 
a lower ceiling such as 5 percent. 

It is hoped that the foregoing comments will be helpful to you in considering 
proposals of the kind in question. 

Sincerely yours, 
H. V. Hietey, Administrator. 


THE SECRETARY OF THE TREASURY, 
Washington, January 15, 1957. 
Hon. JOHN SPARKMAN, 
Chairman, Subcommittee on Housing, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 

My Dear SENATOR: I have your letter of January 2, 1957, inquiring as to the 
Treasury’s views on various aspects of a proposal which would introduce more 
flexibility into the interest rate on FHA-insured home mortgages by tying that 
rate to some base which reflects changing conditions in the securities markets. 
In particular, you ask for Treasury comment on three alternative bases, namely, 
the going market rate (1) on long-term Federal obligations, (2) on all Federal 
obligations, or (3) on some other index, such as Moody’s AAA corporate bonds. 

If such a plan were to be proposed it would seem to be appropriate to use as a 
base the market yields of long-term Government securities (bonds 15 years or 
more to maturity). That is a more appropriate indicator of current capital 
market conditions than a rate based on all Government securities. Although 
an index of high-grade corporate securities might be considered, there is no 
yovernment index avialable and it would probably be better not to rely on a 
privately compiled index for such an important calculation. 

Market yields on long-term Government securities are already used as a base 
for rates on FHA debentures, and in setting the interest rate on loans for urban 
renewal projects, for example. 

The average yield on marketable Government securities running 15 years or 
more to maturity was 344 percent during the quarterly period ending in Decem- 
ber 1956. Perhaps some of the people working closely with mortgage finance 
could give you data relating to an appropriate allowance for costs of procuring 
and servicing the loans and for administrative expenses. 

We agree that the Federal Housing Administration’s home mortgage insurance 
program should be carried on as efficiently as possible. However, we are re- 
luctant, at the moment, to recommend tying the FHA rate to any index of security 
market rates. In sensitive markets wide fluctuations would result in too fre- 
quent adjustments to insure the reasonably stable pattern required for home 
financing. It is also possible that changes in the base might well be caused by 
developments unrelated to the housing picture, with resultant unrealistic rate 
levels. We believe there is considerable advantage in continuing to have admin- 
istrative flexibility in setting appropriate rates for prevailing conditions, within 
the overall limit set by the Congress. 

Sincerely yours, 
G. M. Humpurey, Secretary of the Treasury. 


BoArp OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM, 
Washington, D. C., January 23, 1957. 
Hon. JoHN SPARKMAN, 
Chairman, Subcommittee on Housing of the Committee on Banking and 
Currency, United States Senate, Washington, D. C. 

DEAR SENATOR SPARKMAN: Thank you for the opportunity extended in your 
letter of January 2, to present the Board’s views on the question of an appropriate 
policy for interest rates for federally underwritten mortgages. As you suggest 
in your letter, this question is a complex one to which there cannot be a simple 
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answer. Difficult administrative problems are likely to arise regardless of the 
solution finally adopted. 

In allocating the credit and savings supply, the capital market functions most 
effectively when all classes of borrowers are able to compete actively and freely 
for loanable funds. In the case of federally underwritten mortgages, this sug- 
gests that ceiling interest rates should be sufficiently flexible to permit mortgage 
originators to adjust readily to conditions prevailing in the market at any time, 
It also implies that an inflexible ceiling rate on Government underwritten 
mortgages is not in the interest either of the economy as a whole, or of those 
groups who might normally be expected to benefit from the availability of Federal 
guaranty and insurance of mortgage loans. 

Maximum flexibility in interest rates for federally underwritten mortgages 
could be attained by eliminating the specification of a ceiling rate in the law 
and giving to the FHA Commissioner and VA Administrator authority to refuse 
to insure or guarantee a mortgage loan submitted to them if, in their judgment, 
the rate specified was exorbitant. 

As you suggest, there are a variety of possibilities between the extreme of 
complete flexibility and even more rigorous legislative determination of ceiling 
rates. The proposal made by Mr. Clarke in 1950 for a flexible self-executing 
formula based on the yield of long-term United States Government securities is 
an interesting compromise suggestion. 

With regard to the first question which you raise on Mr. Clarke’s plan, namely, 
the appropriateness of the suggested base, we see no reason for regarding the 
proposed base as inappropriate. ‘The spread between any two series of interest 
rates is never stable over time and, therefore, any differential selected might have 
to be adjusted periodically to keep abreast of changing market conditions. How- 
ever, this would be equally true of other alternative bases. 

As to appropriate allowance for the cost of procuring and servicing loans 
and for administrative expenses, those more closely associated with the mortgage 
lending business than the Board or its staff will need to advise you. Our staff 
has made no studies of such expenses. We are aware that many people experi- 
enced in the mortgage lending field regard the two points mentioned by Mr. 
Clarke in his proposal as a workable differential. 

Unlike United States Government securities, which are homogeneous and are 
traded in a national market at a nationally quoted yield, mortgages vary in 
quality and in other respects such as costs and conditions of settlement and 
foreclosure, and even those with Government insurance or guaranty are origi- 
nated and traded in local markets at varying yields. The differential appro- 
priate to a mortgage on a well-located property with a substantial downpayment 
and a relatively short maturity might not be sufficient to attract investment into 
30-year no-downpayment mortgages. Similarly, a rate on federally underwritten 
mortgages which would be appropriate for eastern markets might hinder the 
movement of mortgage funds from that area of the country to others more 
remote from the principal sources of savings. In the light of these aspects of 
the mortgage market your committee may wish to explore the question of 
whether any arbitrary formula might not encounter many of the same problems 
which arise under present arrangements for ceiling interest rates on FHA- 
insured and VA-guaranteed mortgages. 

The Board concurs completely in your judgment that reexamination of the 
complex subject of mortgage interest rates is timely and will be glad to provide 
to your committee any assistance in this study that is within our competence. 

Sincerely yours, 
Wma. McC. Martin, Jr. 


COUNCIL OF ECONOMIC ADVISERS, 
Washington, January 24, 1957. 
lion. JOHN SPARKMAN, 
United States Senate, Washington, D. C. 

Drak SENATOR SPARKMAN: [ hope you will forgive me for not having responded 
earlier to your letter of January 2 concerning interest-rate policy on FHA- 
insured and VA-guaranteed mortgages. As you know, the Council is deeply in- 
volved at this time of year in helping the President in the preparation of his 
Economic Report. 

In my judgment, the step called for at this time is not so much the adoption 
of a formula approach to flexibility in the FHA maximum permissible rate, but 
rather a simple adjustment of the maximum permissible rate on VA-guaranteed 
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home loans to the 5-percent level. There is ample flexibility in the National 
Housing Act as it stands now for adjustments in the FHA rate, but these adjust- 
ments really call for parallel adjustments in the VA rate. The latter, as you 
know, is currently fixed at 444 percent. Thus, my conclusion is that the needed 
action at this time is a legislative adjustment of the maximum permissible rate 
on VA loans. 

I might add that I am not a great enthusiast for the formula approach, a 
sample of which is set forth in your letter. To put the matter very briefly, I 
prefer an arrangement in which a reasonably broad area of discretionary action 
is provided for adjustments to be made by the administrators in charge of the 
programs in question. 

These are matters in which, like yourself, I have a very keen interest and I 
would like nothing more than to talk with you sometime about them. 

Sincerely yours, 
RAYMOND J. SAULNIER, Chairman, 


W. A. CLARKE MortTGaGe Co., 


Hon, JOHN SPARKMAN, 
The United States Senate, 
Washington, D.C. 

lpar JOHN: I have given a great deal of thought to‘the questions raised in 
your letter of January 2 about the possibility of some program that would pro- 
vide a flexible interest rate for Government-insured or guaranteed mortgages. I 
am pleased to have the opportunity to give you my present thinking on this 
subject. 

As background for my later comments, I would like to give a historical review 
of the effect fixed interest rates applicable to the Government-aided mortgage 
programs have had on the mortgage market and home building. 

During the years of easy money, prior to the Treasury-Federal Reserve accord, 
mortgages insured or guaranteed under the FHA or VA programs sold for various 
premiums; at some time and in some areas these premiums were quite high. In 
April of 1950 FHA, after long delay, reduced the maximum allowable interest 
rate from 4146 to 44% percent. This move reduced, but did not eliminate, pre- 
miums. This experience of a premium market proved that any Government-sct 
maximum rate is always the fixed rate, hence premiums. 

Since March of 1951, when the Treasury-Federal Reserve accord demonetized 
Government bonds and the price and yield of Government bonds had been per- 
mitted to fluctuate with the demand for and supply of money, there have been 
two periods of time, including the present, when funds seeking investment in 
FHA-insured and VA-guaranteed mortgages almost disappeared, and in the inter- 
vening periods when funds were available they were only to be had in most 
areas of the country at discounts that ran from modest to very stiff. 

Irom talks you and I have had on this subject, I know we are in agreement 
that, with the exception of very minor amounts, both premiums and discounts 
on Government-insured or cuaranteed mortgages are wrong. 

Premiums, when paid, almost always: go into the builder’s pocket to add to his 
proht. They are an indication that the fixed interest rate is too high and should 
be lowered for the benefit of the homeowner, not the builder. 

Discounts are supposed to be paid by the builder. If we are realistic, we 
know, of course. that the discount must be in the builder's cost figures and the 
homeowner, therefore, is paying too much for the house. 

Preminms and/or discounts, except for very minor adjustments, are wrong. 
They are the result of price control on but one segment of the money market. 
When the fixed interest rate becomes completely out of line on the low side 
compared with the overall long-term money market, the discount that is needed 
to bring the yield in line with the market becomes so large that it cannot be 
covered in the sale price of the house. The result, of course, is that the build- 
ing of houses financed by the favorable terms the Governiment-aided programs 
provide slowly grinds to a halt. 


I think you and IT can agree that price. controls, at best, are unsatisfactory. 
and when only one segment of the money market is under price control and 
the rest of the market is free, an impossible position develops. 1 will illustrate 
this situation for von. 
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At the present time the large investors of the country are having numerous 
opportunities to invest funds that are entrusted to them in mortgages secured 
by ships and tankers. Many of these transactions are accompanied by a guar- 
anty of interest and principal by the United States Government. In the event 
you have not seen one of these guaranties, I will quote the first sentence, “United 
States of America, represented by the Secretary of Commerce, hereby insures,” 
In brief, these guaranteed mortgages secured by ships carry the following terms: 

1. On 30 days’ notice without foreclosure process the guarantee is paid 
in cash. 

2. Term of the loan is 15 years and it is completely amortized in that 
period. 

3. The mortgage cannot be paid off before matnrity (a very favorable 
feature for many investors). 

4. Interest rate is 5 percent and I have heard of some proposals that 
have indicated the possibility of a higher rate. 

5. Interest and principal payments can be arranged to be paid semi- 
annually. 

Each of these transactions is in large amounts. There is no service fee (a 
necessity with home mortgages) and an almost negligible cost for acquisition 
and later handling. To match these offerings which carry the same guarantee 
as that accompanying FHA and GI mortgages—namely, the United States Gov- 
ernment—the rate on FHA insured and VA guaranteed mortgages would have 
to be 6 percent. 

The*point I want to make is that in times of heavy demand on the capital 
markets, price controls, through fixed interest rates on Government-aided mort- 
gages, cannot work when the rest of the market, including other departments of 
the Government, is free to bid for the available funds seeking investment. 

I have given a great deal of thought to the problems that the present fixed 
interest rates produce and have come to the conclusion that to prevent these 
evils—namely, premiums, discounts, or no funds for this type of investinent 
at all—these mortgages should have access to the long-term capital markets 
one the same basis that all other borrowers have this access: i. e., at rates of 
interest that are free to compete with all other seekers of long-term capital. 

If a completely free interest rate program were adopted, it would remove 
one further disadvantage of the fixed maximum interest rate: namely, the ten- 
dency for a ceiling interest rate to also become a floor. When an agency of 
the Government sets a maximum interest rate, there is a strong tendency for both 
borrower and lender to say that such a rate is the proper one and, therefore, for 
the rate not to be as sensitive on the down side as would be the case if there 
were no official ceiling rate. 

To sum up my advocacy of a free rate of interest, may I say that I can see no 
harm that could oceur and I ¢an see much good. The conventional loan market, 
including practically all mortgages made by savings and loan associations (which, 
in reality, are also guaranteed by the Government through the Federal Savings 
and Loan Insurance Corp.) has always been free to move with other money 
rates, and we hear no complaints. I see no reason why the other Government- 
aided mortgage programs would differ if they also had a free rate of interest. 

I will next direct my answers to the questions you ask in regard to the pro- 
gram for a flexible, self-executing formula for interest rates on FHA and VA 
mortgages that I proposed in 1950 as a representative of the Mortgage Bankers 
Association. My comments are as follows: 

1. 1950 was 7 years ago and many changes have occurred in the money market 
since that time. These changes in market conditions show up three major fea- 
tures in the 1950 proposal which are no longer workable. These features are: 

(a) Maximum interest rate of 5 percent. In today’s market a 5-percent 
raté of interest on a FHA or VA mortgage is completely unrealistic. Cor- 
porate private placement loans now being made by life insurance companies, 
ship transactions such as previously described, and other investment oppor- 
tunities are producing net rates of interest substantially in excess of the 
proposed maximum of 5 percent. 

(b) A semiannual adjustment in the rate of interest is equally unrealis- 
tic. The money market moves too fast today to warrant any interest rate 
being pegged for 6 months. To illustrate, Moody’s Aaa Corporate Composite 
in the 3 months from October 1, 1956, to the first week in January of this 
year changed from 3.58 percent to 3.82 percent, an increase of approximately 
a quarter of 1 percent in 3 months. 
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(c) Effective this year (1957) there will be only 2 Government issues; 
namely, the 3s of 2/15/95 and the 344s of 6/15/83-78, that have a maturity 
of 15 years or longer. These two issues of Government bonds are not a 
broad enough base to serve as an indicator of the money market; therefore, 
I believe that any thought that the average yield on long-term Government 
bonds could be used as a base for a mortgage interest rate should be 
dropped. 

2. In an effort to determine a possible answer to your question, “What would 
be an appropriate base?’, I asked Mr. Miles L. Colean to prepare for my use 
a chart which would show yields during the past 7 years of various indices 
of long-term bonds. A copy of this chart and a copy of the data used to make 
the chart are attached. I asked that this chart be prepared with the thought 
that a study of the past history of fluctuations in interest rates, as shown by 
various indicators, would be useful in the consideration of the question you 
asked. 

The chart shows the yield of three different indexes: (1) Long-term Govern- 
ment bonds; (2) Moody’s Aaa Corporate Composite; (8) Newly Issued Electric 
Power Aa Bonds. No. 1 and 2 were used in this chart because they have been 
the two indices most discussed, and No. 3 was added to see if some other index 
would answer the criticism that neither long-term Governments nor the Moody 
Aaa Corporate Composite is sufficiently sensitive to interest rate moves caused 
by the demand for and supply of money. A study of the chart shows that there 
are times when a more sensitive indicator, such as Newly Issued Electric Power 
Aa Bonds, has yields which are at substantial variance from a less sensitive 
indicator such as the Moody Aaa Corporate Composite. One might answer 
this criticism by saying that, historically, changes in mortgage-interest rates 
have been sluggish ; consequently, if the principal of tying mortgage-interest rates 
to some index is sound, I question whether there is any necessity for it to be 
tied to a very sensitive indicator. 

A study of the chart attached, which shows average interest rates during 
the past 7 years as determined by Moody’s Aaa Corporate Composite, indicates 
that if the 2 percent allowance proposed in 1950 had been added to this index to 
arrive at a maximum rate of interest for mortgages in the Government-aided 
programs, the interest rate thus established would have been one which, at all 
times, would have been reasonably close to the market during the period under 
review. To illustrate, in January of 1952 the mortgage rate would have been 5 
percent. In June of 1953, the last peak of shortage of long-term funds, the 
rate would have been 5.4 percent, and on January 1, 1957, the rate would have 
been about 5.75 percent. In all cases these maximum rates would have been 
reasonably close to a national market and would have held investors in the field. 

3. My conclusion on this question is that if the Congress is unwilling to com- 
pletely free the interest rate on FHA insured and VA guaranteed mortgages, 
the proposal made in 1950 is still worth study. To this end I would like to make 
the following suggestions. : 

It makes some sense to me that if Congress is unwilling to permit the desirable 
procedure—namely, a free rate of interest—a compromise might be worked out 
which would be decidedly better than the present plan of a fixed maximum rate 
of interest. The compromise I have in mind is that legislation could be enacted 
which would authorize the FHA Commissioner or the VA Administrator or 
both to issue commitments to insure or guarantee mortgages at rates of interest 
that will have been agreed to by the mortgagor and mortgagee provided that 
the rate of interest specified in the application for insurance or guaranty does 
not exceed the latest published average yield shown by Moody’s Aaa Corporate 
Composite, plus some set amount. A program of this type would (1) allow 
some freedom for negotiation; (2) remove a little of the criticism that can be 
made about the fixed maximum interest rate, namely, that it is a floor as well 
as a ceiling; (8) permit FHA and VA interest rates to be in reasonable balance 
with other interest rates in the long-term capital markets as established by the 
demand for and supply of long-term funds. 

If a compromise program like that suggested above has merit, it will be neces- 
sary to justify a percentage to be allowed over the yield shown by Moody’s Aaa 
Corporate Composite. 

Any consideration of this problem must be practical. The allowance permitted 
above the Moody Aaa Corporate Composite must not seek the lowest possible 
maximum rate, but must be large enough to care for a number of situations, such 
as: (a) There is no single mortgage-market yield which covers all cases; for 
example, a 30-year 2-percent downpayment VA loan is less desirable than a 
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20-year 20-percent downpayment VA loan. (0) Interest rates vary in different 
parts of the country ; for instance, the rate in the northeastern part of the United 
States is very much lower than in the western area. Small communities and 
remote areas are notoriously short of long-term capital and require higher rates 
of interest to cover the cost for operating inthem. (c) The maximum rate must 
be high enough to continually attract money into the Government-aided mort- 
gage program. 

With the above practical considerations in mind, I suggest the following items 
be used to make up the allowance that might be added to the base interest rate 
disclosed by the Moody Aaa Corporate Composite : 

(1) The standard fee for servicing mortgages is one-half of 1 percent. 

(2) Home-office administrative and acquisition costs for the mortgage 
operations are substantially higher than similar costs for the purchase of 
other types of investment. I have heard these costs quoted at one-fourth 
of 1 percent. 

(3) Home-office costs for servicing mortgages are high and vary between 
lending institutions, depending upon the volume handled and the cost-account- 
ing procedures used. I have never heard these costs quoted at less than 
20 basis points, and rarely in excess of 25 basis points. To satisfy the 
smaller lender who, because of lower volume, would probably have the higher 
cost, I believe it is appropriate to use the higher home-office servicing-cost 
figure, namely, a quarter of 1 percent. 

(4) The present Government-aided mortgage programs quite properly are 
not completely risk free. The mortgagee must anticipate some minor losses, 
I calculate a fair allowance for these losses would be one-fourth of 1 percent. 

(5) Mortgages do not have the liquidity security investments provide, 
and, in addition, to attract investors, such as pension funds, into the work 
this type of investment requires, FHA-insured and VA-guaranteed mortgages 
must compete with the rates of interest obtained from other types of invest- 
ment, such as corporate securities, ship mortgages, etc., where there is sim- 
plicity in acquisition and handling after acquisition. On a completely prac- 
tical basis, a 1-percent allowance above operating expenses incident to mort- 
gage investing is necessary to have FHA and VA mortgages attractive when 
compared with other types of investment media. 

The total of the various items listed in (1) to (5) above is 2144 percent. I feel 
strongly that an allowance of this amount must be added to the Moody Aaa 
Corporate Composite to reach the maximum allowable rate if a program such 
as I have suggested above would have any hope of being fully effective 

If a program of this type were in operation at the present time, the maxi- 
mum gross rate of interest for FHA-insured and VA-guaranteed mortgages 
would be approximately 6 percent. Any rate under this maximum today would 
have little appeal to most investors, particularly in the capital shortage areas 
of the country. a 

Undoubtedly you will have proposed to you other methods for obtaining 
some degree of flexibility in the interest rates on FHA-insured and VA-guar- 
anteed mortgages. I would like to comment on one program I have heard sug- 
gested. 

This plan proposes that the best solution would be to place very broad dis- 
eretionary authority in the FHA Commissioner and the VA Administrator. This 
discretionary authority would be applicable to each individual mortgage con- 
tract and would give the Commissioner or the Administrator the right to refuse 
to insure or guarantee a loan if he felt the rate was excessive in that particular 
situation. This proposal would eliminate the specification of a maximum inter- 
est rate universally applicable over the entire country regardless of the terms 
of the individual mortgage. Advocates of this plan state that it would (1) elimi- 
nate the difficulties occasioned by the fixed interest rate; (2) encourage the free 
flow of mortgage funds to deficit areas; (8) permit soundly financed, well- 
located, and well-designed projects to benefit from the lower rate which would 
prevail for their mortgages in the market. 

My comments on this proposal are: 

1. I can envisage many administrative difficulties. The responsibility 
that such legislation proposes be given the FHA Commissioner or the VA 
Administrator would have to be delegated by them to their regional di- 
rectors. No regional director of FHA or VA would have experience in the 
overall investment field, and I am convinced some floundering would go 
on until some pattern was developed. This is not impossible, but I am 
frank to say that inherently I dislike any program which permits indi- 
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viduals to set prices. The mass market does a better job without the preju- 
dices that individuals can readily acquire. 

2. If such a program is to work, the law would have to be specific in its 
directive that the FHA Commissioner and the VA Administrator were given 
this responsibility with the thought that the program would be administered 
by them so that there would always be adequate funds seeking mortgage 
investments. In other words, if this type of legislation is considered, it 
should clearly spell out the fact that it was not the duty of these Govern- 
ment agencies to hold down interest rates, but rather it was their duty to 
see to it that these rates, while not excessive, were, nevertheless, at a point 
that funds seeking FHA or VA mortgages would be attracted into the 
market. 

I have attempted to give you my opinions on this very complicated question. 
If you have any questions, or if you would like to discuss any of the details 
of the suggestions in this letter with me, I will be glad to go to Washington 
any time at your convenience. 

In closing, may I say I very much appreciate having the opportunity to 
give you my opinions on the subject of interest rates applicable to fHA-insured 
and VA-guaranteed mortgages. 

With best personal regards, I am, 

Sincerely yours, 

W. A. CLARKE. 


Long-term Government bond yields, 1950-56 





1950! | 19511 | 19522 | 19533 1954 | 1955 | 1956 
Monthly average 
January 2. 20 2. 39 2. 74 2. 80 2. 90 2. 76 2. 94 
February 2. 24 2. 40) 2.71 2. 83 2. 85 2. 92 | 2. 93 
March.- 2.27 2. 47 2.70| 289] 273|/ 292] 298 
April 2.30) 256| 264 290 ZO Se | ae 
May 2.31 2.63 2. 57 ‘ 2.72 2.91} 3.63 
June 2. 33 2. 65 2. 61 3. 20 2. 70 2.91| 2.98 
July 2.34 2. 63 261| 3.25 2.62 2. 96 | 3. 05 
August 2.33 | 2.57 201 392 260} 302] 3.19 
September | 2.36 2. 56 2.71| 3.19 2. 64 3. 00 | 3. 24 
October | 238 61 2.74 3 06 2.6 296 | 3.24 
November 2. 38 2. 66 2.71 3. 04 2. 68 2. 96 | 3. 30 
December ; 2. 39 2. 70 2. 75 2. 96 2. 6 2. 97 3. 36 
Quarterly average: | 
ist ' 2. 24 2. 42 2.72} 42.84 2. 83 2. 87 2. 95 
2d ; 2.31 2.61 2.61} 43.28 2.71 2.91 | 3. 04 
3d 2.34) 2.59 2. 67 3. 22 2 62 2. 99 | 3. 16 
4th | 237 2. 66 2.73 3. 02 2.67 |; 2.96 3. 30 
Yearly average ‘ L, Saget: «Rez 2.68 | 53.16 2.70] 2.94 3. 11 


1 Due on Ist callable after 15 years 

2 Beginning Apr. 1, 1952, the series includes all fully taxable, marketable bonds due on Ist callable after 12 
years. Prior to that date, only bonds due on Ist callable after 15 years were included. 

3 Beginning May 1, 1953, the series listed is that of the 314 percent bonds 1978-83. Prior to that date, the 
series includes those bonds noted in footnote 2. 

4 First quarter average is on bonds due on Ist « illable after 15 years; 2d quarter figure is average for May 
and June, only of new series. Thus April's figure is omitted from any quarterly calculation. 

5 May to December, new series only. 


Source: Federal Reserve Board. 
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Moody’s AAA bond yields, 1950- 




















| 
1950 | 1951 | 1952 | 1953 | 1954 4 | 1955 | 1956 

$$ — |} | —_—___|__— nig 

Monthly average: | 
January pod 2.57 | 2.66 2.98 | 3.02 3.06} 2.93 3.11 
February | 258 2. 66 2.98 | 3.07 2.95 | 2.99 3.08 
hs sick Ee as 2.58] 2.78 2.96 | 3.12 2.86} 3.02 3.10 
eee 2. 87 2.93] 3.23 | 2.85 3.9 3.24 
May. Pee ot © ee are 4 2. 61 2. 89 2.93 3. 34 2. 88 | 3.04 3. 28 
June. .- ago Ad: eve ..-| 2.62 2. 94 2.94} 3.40 2. 90 3. 05 3.27 
July.....- aes fleets coieh: 7 OS 2.94 2.95 3, 28 2. 89 3. 06 3. 28 
Rc ee 2.61 | 2.88 2. 9 3. 24 2. 87 3.11 3.43 
September-.__.. me 2.64) 284] 2.9 3. 29 2. 89 3.13 3. 56 
October bi j |} 2.67) 2.89 3.01) 3.16 2. 87 3.10 3. 59 
UNIO dha yids <sieteanese-scheensee | |e ORR TE OR) Bal 2.89) 3.10] 3.69 
“ December . 2. 67 3.01 2.97 3.13 2.90} 3.15 3.75 

uarterly average: | | | 
First______- sme | 258] 270] | 307| 296] 2.98 | &10 
Second. ........-- cb hengehs«akcvcenal? tan 2.90 | } 3.32] 2.88] 3.03 3. 26 
Third_______- 5 ; ; 2.63} 2.89 | S271 3881 2101 ae 
Fourth. E Bes | 2.67 2. 95 3.13 2. 89 3.12 | 3. 68 
Yearly average 2. 62 2. 86 | $3.20 2. 90 3. 06 3. 37 


Source: Federal Reserve Board. 


Yields on new issues of AA-rated long-term electric power bonds, 1950-56 


| 
1950 | 1951 1952 1953 1954 1955 1956 


| | 

January . , ‘ | — 13.16 | 13.25 13.19 3.15 z 
February - - .- nina veeeechens | ais 3. 05 13.01 3. 14 | 3. 15 
March. - ; ; | 3.05 | 1 3. 40 2. 93 3.17 13.28 
April | 2.67 | 13.16 13.17 13. 48 12.99 3.77 
May. | 13.15 1 3. 78 13.00 3. 22 3. 53 
June. 12.70 3.33 | 13.21 3.00 | 3.20 3. 52 
July ; . 7 : 4 3. 68 1 3. 66 
August a ld oe 4.07 
September. _- ee 1 3.02 3. 32 14.13 
Ocotber : 4 13.16 3. 50 | 3.03 3. 25 4. 20 
November... : 2.75 | 13.24 3.09 3. 28 | 3.27 4. 30 
December... _- ‘ , 2.71 | 3. 22 3. 30 3. 32 4. 30 

Yearly average ; 2.70} 3.19 3.16 3. 46 3. 02 3. 23 3. 81 


! Average of several issues—all others indicate a single issue for that month. 


Source: Federal Reserve Board. 
Note.—Blanks are shown for months in which there were no such issues. 


Moody’s weighted averages of yields on newly issued domestic bonds, 1950-56 


Year Corporate | Railroad Industrial Utility 
average 





1950 2.94 2. 98 3 2. 85 
1951 3. 35 3. 70 3. 5 3. 29 
1952 3. 42 4. 08 3. 3, 38 
1953 3. 42 4,29 3. ¢ 3, 38 
1954 3. 22 3. 53 3 3.17 
1955 (}) 3. 55 3. 53 
1956 (i ( ( ( 


! Not available. 
2 Estimated. 


N oTE.— Moody's weighted averages of yields on newly issued dcmestic bonds is composed of yields on 
all grades of bonds, and is computed only annually. The breakdown is railroad, industrial, and utility. 

It would be of limited use in our analysis, since it is only an annual average, and, further, neither the 
1955 nor 1956 averages are yet available. (The 1955 railroad figure is not yet available; the 1955 industrial 
and utility data are estimates; and none of the 1¥50 uverages are yet listed.) 

We are told by the Federal Reserve, in addition, that they question the usefulness of the series, since in 
any one year there may be more high-grade issues than in the next, and thus comparison of successive 
annual figures may not yield significant results. 


Source: Moody’s Industrial Manual, 1956. 
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CoLUMBIA UNIVERSITY IN THE CITY OF NEW YorRK, 
GRADUATE ScHoor OF BUSINESS, 
New York, N. Y., January 14, 1957, 
Hon. JOHN SPARKMAN, 
Chairman, Subcommittee on Housing, Committee on Banking and Currency, 
United States Senate, Washington. 

My Dear SENATOR SPARKMAN: It is a pleasure to reply to the invitation con- 
tained in your letter of January 2 to comment upon the current mortgage market 
situation and on some proposals for action by Congress that would affect it. 

The principal complaint about the market situation is that mortgage funds are 
not available in satisfactory volume on terms—particularly at or near interest 
rates—which have prevailed over a number of years. The most liberal terms and 
the lowest interest rates have characterized mortage loans insured or guaranteed 
by the FHA and VA. _ It is generally assumed that funds for investment in these 
mortgages would become more plentiful if the maximum permissible interest 
rate were increased by administrative or congressional action. But it is com- 
monly alleged that the recent action of the FHA which increased the permissive 
interest rate to 5 percent was “too little and too late” and will not remedy the 
situation, especially since the VA rate remains at 414 percent. 

The argument is that in order to compete successfully in the money markets for 
investments funds, mortgages must bear a yield that compensates for their com- 
parative disadvantages. If the yield therefore becomes sufficiently high, a sat- 
isfactory volume of funds for investment will become available. The fact that 
existing FHA and VA mortages, bearing 414 or even 5 percent interest, are sell- 
ing at discounts indicates that the yield is an important influence in these mar- 
kets. Other characteristics are also very important. Chief of these are the 
marketability or shiftability of the investment, its term, and the cost of ad- 
ministering it. In both shiftability and term, FHA and VA mortgages are 
different from conventional loans. 

This characteristic of marketability is not only distinct but it is also new. 
Prior to the establishment of the FHA, the most common criticism of mortgages 
as investments was that they were “frozen” assets which could not be realized 
upon even in a local market. Now both FHA’s and VA’s are bought and sold in 
markets that are all but nationwide. 

So long as there is no Open market in which the price at which a mortgage 
ean be brought or sold can be ascertained, there is no acceptable basis upon which 
its yield or capital value can be computed other than the interest rate stated in 
the instrument and the amount of debt outstanding. Commercial loans in prior 
real-estate booms, as well as today, are carried on the books of investors at par, 
consequently, and the yield is taken as the interest rate stated in the mortgage. 
Changes in interest rates in money markets generally do not affect these invest- 
ments already made, but they have been reflected in the past in the interest rate 
at which which new advances have been made. 

But between the rates at which new mortgage advances have been made and the 
yield on other types of investments, some evidence indicates that there has not 
been any constant differential. And I am told, in fact, that the differentials 
between yields of other traditional types of investment have characteristically 
fluctuated rather than remained constant in the past. 

It seems to me, then, that the question of permissive interest rate on FHA and 
VA loans can be most fruitfully examined from the point of view of marketable 
securities, including the traditional types, rather than from the point of view 
of the conventional mortgage loan. If this be true, the following observations 
are probably valid: 

(1) It can be expected that the price at which existing FHA and VA loans 
can be bought and sold in the wide market which they have captured will 
continue to fluctuate as general interest rates change. 

(2) The permission interest rate on new FHA and VA supported advances 
will have to fluctuate in consonance with fluctuations in the yield obtainable 
by open-market purchases of existing obligations, if new or additional funds 
are to flow into these advances in satisfactory volume. 

(83) The response of the money markets to changes in yields on FHA’s 
and VA’s purchased in the open market will be promptly reflected in changes 
in the interest rate required upon new advances. So long as the permissive 
interest rate is below the market, discounts and other devices will be em- 
ployed to compensate for the low interest rate and the volume of funds avail- 
able will probably be less than if the permissive interest rate were higher; 
and when the permissive interest rate is above the market premiums, bonuses, 
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and other devices, including interest rates below the maximum permitted, 
will be offered in order to equate the yield on new advances with that which 
ean be realized from open-market purchases. 

(4) It cannot be expected, however, that the differential between the yield 
on Government-supported mortgages and any other type or types of open- 
market security will remain constant. 

(5) Any maximum permissive rate, established at such intervals as 6 
months and tied to rates prevailing over a preceding period of time, would 
inevitably lag the market in periods of rapid change and thus when needed 
would be to some extent “too little and too late.” If the interval for adjust- 
ing the maximum permissive interest rate were established and known, 
in periods of rising interest rates the disparity between the rate permitted 
on new loans and the yield obtainable from open-market purchases might 
appear and funds for new loans no longer be available long before the date 
for revision of the interest rate arrived. 

(G6) The best means of obtaining in the open market the largest volume 
of funds without placing upon the borrower any obligation except that 
required to attract the funds is to remove the restriction on interest rate 
and allow it to be fixed by the market in the light of the rate of premium or 
discount prevailing on existing obligations. 

If these observations are valid, it follows that the specific amendment which 
you quoted in your letter, suggested by Mr. Clarke, might not produce the effect 
which it is expected to produce. (I take it that some such words as “not to 
exceed” would be inserted in the proposed amendment so that the rate established 
by the Commissioner would be a maximum permissive rate and no a specific 
prescribed rate. ) 

It seems clear that the interest rate on government-supported mortgages must 
vary from time to time if mortgages are to compete for funds in the investigation 
market. Under existing legislation flexibility can be had only by action of Con- 
gress or by change in the regulations. These means of obtaining flexibility in 
interest rates have not proven satisfactory in operation. It appears to me that 
the interest rate should be freed from restriction. I believe, furthermore, that 
the national open market which has developed for these Government-supported 
mortgages would assure a prompt response of interest rate on new loans to 
fluctuations in the yield of existing securities. 

If a maximum permissive rate is retained and is linked to another aspect of 
the market for investment funds, it might be worth while to consider linking it 
to quoted prices on these securities themselves. 

May I add one other comment: Rising interest rates, I take it, are an indica- 
tion of expanding demand for money and credit. This expansion arises from 
expanding markets, production facilities, business and economic activities of 
many sorts. Expansion of money and credit to meet the expanding demand 
may involve inflation of costs and price levels. It may not be possible or desir- 
able to provide all the funds or credit demanded in such a period. But if all 
demands are not met, some complaint of shortage of credit is likely to arise. 
Competitive interest rates in a given type of investment in such a period is not 
going to quiet such complaints. They may assure that a given type will obtain 
a larger or smaller proportion of the pool of funds available at a given time for 
investment, but they will have but little effect upon the size of the pool except 
in the long run. 

Again, I thank you for the opportunity to comment on this question. 

Respectfully submitted. 

ERNEST M. FISHER, 
Professor of Urban Land Economics. 


NEW YorK LIFE INSURANCE CoO., 
New York, N. Y., January 14, 1957. 
Hon. JoHN SPARKMAN, 
United States Senate, Washington, D. C. 

Dear SENATOR SPARKMAN: Thank you for your letter of January 2. We are 
greatly interested in sound national policy with respect to housing and mortgage 
lending and have given a good deal of thought to the questions you have raised. 

As far as the New York Life Insurance Co. is concerned, I would say that our 
views with respect to the interest-rate structure applicable to FHA-insured or 
VA-guaranteed mortgages differ from those expressed by the advocates of closer 
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legislative control of these rates. In our opinion, it is important that there be 
a rate that is much more flexible than has been the case in the past. A life- 
insurance company does not invest solely in mortgages but makes many types 
of investments, and its allocation of investment funds into the outlets available 
to it is in part influenced by the yield pattern available at the time. In a free 
market, interest rates are established by conditions of demand and supply in 
the money market. In times such as today, where the demand for funds far 
exceeds this supply, interest rates tend to rise. In these periods the loans which 
bear an interest rate which is administratively or legislatively restrained be- 
come less attractive in comparison with rates that are free to move freely in 
accordance with current conditions. As a result, funds flow into the more 
attractive investment outlets. 

I am sure you have seen the Statement of Housing and Mortgage Lending 
which was submitted jointly by the American Life Convention and the Life 
Insurance Association of America to Mr. Albert M. Cole, Administrator of the 
Housing and Home Finance Agency, in August of 1953. Despite the passage of 
time since this policy statement was prepared, we feel that in a great many 
respects the statement is applicable to today’s conditions. 

With this background I will give our answers to the specific questions raised 
in your letter: 


1. What would be an appropriate base? 


We would prefer to see a completely free rate. If it is determined that a base 
is essential, we think the most appropriate base would be the going rate on new 
issues of high-grade corporate bonds, since this constitutes the major competing 
outlet for institutional investment. 


2. What would be an appropriate allowance for costs of procuring and servicing 
the loans and for administrative expense? 

It has been our experience that the cost of servicing residential mortgages is 
almost without exception one-half of 1 percent, and that our administrative 
overhead adds about an additional one-fourth of 1 percent to costs, giving a 
total of three-fourths of 1 percent for our company. 

We have found that the present differential in rate between FHA and VA 
residential mortgages is causing great difficulties in our mortgage lending, par- 
ticularly in view of the fact that deep discounts are an unsatisfactory method 
of adjusting to current rates. We believe this sentiment is shared by many 
other institutional investors. 

I hope that this expression of our viewpoint will be of assistance to you in 
your study of this matter. The opportunity you have given us to express our- 
selves in this respect is greatly appreciated. 

Sincerely yours, 
R. M. Brown, Jr., Vice President. 


LIFE INSURANCE ASSOCIATION OF AMERICA, 
New York, N. Y., January 14, 1957. 
Hon. JoHN SPARKMAN, 
Chairman, Subcommittee on Housing, 
Committee on Banking and Currency, 
United States Senate, Washington, D. C. 

Dear SENATOR SPARKMAN: Benjamin L. Holland, president of the Life In- 
surance Association of America, has asked me to reply to your letter addressed to 
him on January 2 inviting his views on the proposal made in 1950 by William A. 
Clarke for a flexible, self-executing formula to govern the rate of interest on 
Government-insured mortgage loans. ‘Since I work closely with mortgage loan 
officers of life-insurance companies, I am very much interested in the question 
of interest rates on Government-insured mortgages, and I am familiar with Mr. 
Clarke’s proposal. I am glad, therefore, to have this opportunity to present my 
views. 

Before discussing Mr. Clarke’s proposal, it would be helpful to review why 
there is a pressing need for the Government-insured mortgage rate to be highly 
responsive to demand and supply forces in the capital market as a whole. The 
major portion of loanable funds becoming available for investment in the resi- 
dential mortgage market flow, of course, through the savings institutions of the 
country such as savings and loan associations, savings banks, and life-insurance 
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companies. These institutions, functioning in the role of trustees of the funds 
of millions of small savers, have a deep responsibility to secure the highest 
possible return on these funds without assuming undue risk. In carrying out 
their investment function these institutions must be constantly alert to directing 
their funds into channels where the return is most attractive. This does not 
mean that they can ignore social objectives, but their responsibilities as trustees, 
and competitive forces, require that maximum investment return be a foremost 
objective. Accordingly, in a period such as we have been experiencing in recent 
years, during which the demand for capital funds has been outstripping the 
supply of savings and interest rates have been rising, it has been natural for 
the funds of savings institutions to shift away from investment areas in which 
rates are rigid or inflexible into investment areas where rates are highly re- 
sponsive to market demand and supply forces. Basically, therefore, no formula 
for introducing flexibility into the rate on Government-insured mortgages will 
succeed unless it is highly responsive to current market forces. This is recog- 
nized in the next to the last paragraph in your letter. 

Turning specifically to the formula put forward in 1950 by Mr. Clarke, I 
thought at the time it was presented (and still think) that it is a highly con- 
structive idea. It is desirable, in the light of the present situation, to reex- 
amine the proposal and see whether it does give real promise of solving our 
present difficulties. 

Addressing myself to your two specific questions, if Mr. Clarke’s proposal 
were adopted what would be an appropriate base? Should it be the going 
rate on all Federal obligations, on long-term obligations only, or some other index 
such as Moody’s Aaa corporate bonds? If the base selected is yield 
on Federal obligations, then it should clearly be the index of yields on long-term 
obligations only. The accepted base of this nature is the Treasury index of 
yields on United States Government taxable bonds due or callable after 12 years. 
Bearing in mind what I have said above about the need for the base index to be 
highly responsive to market forces, | would be most pessimistic about the suc- 
cess of any formula employing the long-term Government bond index as a base. 

This is because of the fact that the long-term Government securities market 
today is a highly artificial market in that the volume of transactions is very 
thin and the market prices (and yields) do not accurately reflect demand and 
supply conditions in the capital markets as a whole. Most of the savings institu- 
tions have long since ceased to be net purchasers of Government securities. In 
recent years they have persistently been active sellers of Government securities. 
The basic reason has been the tremendous demand for capital funds in the hous- 
ing and industrial fields, as well as State and local Government improvements. 
These same institutions, because of legal limitations on their surpluses and un- 
willingness to absorb capital losses, are only reluctant sellers of Government 
securities despite the fact that they could easily reinvest the funds at rates which 
would recoup such losses in a relatively short. period of time. I should think, 
therefore, that tying the Government-insured mortgage rate by a formula to 
changes in the yields on long-term Government securities would offer little pros- 
pect of providing a Government-insured mortgage rate responsive to changes in 
the capital market. 

If the average yield on long-term Government securities would not be satis- 
factory, what about Mood’s Index of Aaa corporate bond yields? Here again 
I would have serious doubts as to whether using this index as a hase would 
provide sufficient responsiveness to capital market forces. The fact is that 
in the main the savings institutions of the country do not purchase outstanding 
corporate securities. Moody’s Index of Aaa corporate bond yields is not a 
sensitive barometer of conditions in the corporate securities field. The corpor- 
ate bonds purchased by savings institutions are new offerings, and in a capital 
market situation like the present the spread between yields on new offerings of 
high-grade corporate securities widens appreciably as compared with the yields 
on outstanding high-grade corporate securities. Moreover, and most important, 
even in the case of new offerings the big bulk of new corporate bond offerings 
purchased today by savings institutions are direct placements and not publicly 
offered bonds. 

The real competition during the past year or longer for the Government-insured 
mortgage has thus come from new offerings of corporate securities, primarily 
direct placements rather than public offerings. In order for Mr. Clarke’s idea 
of a formula to operate successfully, the truly sensitive index reflecting market 
forces would be an index of yields on high-grade corporate securities purchased 
through the direct placement method. Such an index does not exist and would 
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be difficult to construct. A much less satisfactory substitute would be an index 
of yields on new public offerings of high-grade corporate securities. This latter 
index can be constructed ; in fact, I understand that Moody is now in the process 
of constructing such an index. However, due to the fact that direct placements 
of corporate securities are not rated by a rating agency, and for other technical 
reasons, it would be a formidable task to construct an index of yields on new 
offerings of direct placements. 

Perhaps I can illustrate some of the points I have made in the following way, 
Responding to your second question, ‘What would be an appropriate allowance 
for the costs of procuring and servicing the loans and for administrative 
expenses?” I would say that a reasonable figure would be a minimum of three- 
fourths of 1 percentage point. This is based on a fairly standard servicing fee 
of one-half of 1 percent on Government-secured mortgages, plus home office 
expenses of about one-fourth of 1 percent. Assuming, therefore, that the allow- 
ance for these costs was three-fourths of 1 percent, what would happen at the 
present time if we were using a formula based on the average yield on long-term 
Government securities. At the present time the yield index on long-term Govy- 
ernments is about 3.50 percent. Using the three-fourths of 1 percent spread to 
cover costs, the rate on Government-insured mortgages would be, of course, 414 
percent. At the present time the rate on new offerings of high-grade corporate 
securities placed directly with savings institutions ranges around 5 percent. This 
is shown by the fact that the World Bank is currently selling a new issue of 
prime long-term bonds at 4.5 percent, and FNMA 8-month notes are marketing 
at 4% percent. The Government-insured mortgage rate determined by a formula 
based on the average long-term Government bond yields clearly would not be 
responsive to capital market forces. 

If we were to take the average yield on Moody’s Aaa corporate bonds as a 
base, the yield reported for the week ended December 15 was 3.72 percent. Adding 
the three-fourths of 1 percent for costs, this would place the rate on Government- 
insured mortgages at about 4% percent. The experience we have had in the 
market at this rate indicates clearly how unrealistic such a rate would be in 
terms of market forces. It should be remembered, moreover, that the mortgage 
yield which must be competitive with corporate rates is the net yield after costs, 
because investment costs on bond purchases are relatively low. 

As I interpret it, the second question on page 2 of your letter suggested that 
the spread between the selected yield index and the permitted rate on Govern- 
ment-insured mortgages would be determined simply by the appropriate allow- 
ance for the cost of procuring and servicing the loans and for administrative 
expenses. There seems to be the implicit assumption that a Government-insured 
mortgage is nothing more than a Government bond with additional handling 
eosts involved. Actually, savings institutions in making their investment deci- 
sions would not think in terms of this comparison between a Government bond 
and a Government-insured mortgage. One very important difference is that a 
Government-insured mortgage is relatively much less liquid than a Government 
bond. Likewise, in a period of declining interest rates, Government-insured 
ment security would be noncallable for a period of years. Similarly, there may 
be other important points of difference. Consequently, much thought would have 
to be given to the proper determination of the spread between the basic 7 ‘eld 
index and the rate placed on Government-insured mortgages. Moreover, the 
proper yield spread would vary depending upon the tightness or ease of the 
capital market. I note that Mr. Clarke’s original proposal called for a 2-per- 
ecentage-point spread, and it would be interesting to go back and reconstruct 
how the 2-point differential was determined. 

Even though it were possible to construct a sensitive base yield index, such as 
the average yield on new offerings of directly placed corporate securities, and 
even though it were possible to determine the proper spread between this base 
and the rate on Government-insured mortgages, there would still remain serious 
problems. For one thing, this rate would be applicable to the country as a whole 
and would not take account of important geographic differences in the Govern- 
ment-insured-rate structure. Moreover, one of the most difficult problems arises 
from the fact that, in administering the formula, some time period would be 
required for periodic reexamination of the Government-insured rate. The longer 
the period the greater the potential difficulty that might arise. For example, 
let us suppose that a formula were in effect and that in June of 1957 the rate 
determined by the formula was 5 percent. Let us further suppose that the next 
period for determining a new rate would be 6 months later. In the highly 
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dynamic capital market we have today it is quite conceivable that during July 
and August a sufficient rise in interest rates would occur to create the certainty 
that the FHA rate would have to be raised to 544 percent or 54 percent by the 
end of December. It seems to me that in this situation we would have a very 
disruptive force in the Government-insured mortgage market in which there 
would be a tendency for investors to hold off their commitments until the higher 
rate became effective. 

I believe that because of the great difficulties involved in obtaining a basic 
vield index responsive to the capital market forces affecting Government- 
insured mortgages, as well as because of the difficulties which would be inherent 
in the use of any formula device such as Mr. Clarke suggested, it would be 
more fruitful to seek other means for obtaining flexibility of the Government- 
insured rate. This was the conclusion which the housing and mortgage com- 
mittee of the life insurance business reached in 1953 after a careful study of all 
of the problems involved. In a statement prepared in the spring of 1953, the 
life insurance committee expressed the following views: 

“The fundamental cause for the present shortage of Government-insured 
and guaranteed mortgage financing is, along with the excess of overall demand 
for capital funds relative to the supply of savings, that the existing rate on 
these loans is not sufficiently flexible, and although it was recently increased 
to 4%, percent the insured or guaranteed mortgage is still not entirely com- 
petitive at par with rates on alternative investments. It should not be over- 
looked that at this rate the net yield to investors after meeting servicing and 
other costs is considerably below 414 percent, and is nearer 3.75 percent. 
Other interest rates set by competitive market forces have risen in the past 
several months as a result of the heavy demand for capital funds, whereas 
the rate on insured and guaranteed mortgages has not been permitted to adjust 
fully to meet changing capital market conditions. 

“The basic solution to the problems which we have experienced in recent 
years in the mortgage market is to make the insured and guaranteed rate 
flexible so that it can reflect and adjust fully to free market forces. This can 
be accomplished in the following way. The FHA Commissioner should set a 
maximum permissible rate which can be charged on insured and guaranteed 
mortgage loans, but this rate should be substantially above the current going 
market rate. Under the ceiling of the maximum, the actual contract rates on 
individual insured and guaranteed mortgages would be set as a result of 
competitive market forces. The rates would move up or down depending on 
narket competition and would also be allowed to reflect geographical differ- 
ences in the market, as well as the additional expense involved in handling a 
small volume of loans in smaller towns and rural areas. Despite flexibility 
in the contract rate on insured and guaranteed mortgages, there will always 
be a tendency for discounts or premiums to arise on these mortgages (as on any 
mortgages) as market conditions change, so that official approbation of trading 
of insured and guaranteed mortgages at a discount or premium is needed.” 

It has continued to be the view of our mortgages committee that no solution 
short of a free rate will ever be satisfactory. We realize, of course, the prac- 
tical difficulties which stand in the way of moving to a free rate. It is for this 
reason that I have been particularly impressed by a recent proposal made 
by Harry Held, vice president, of the Bowery Savings Bank, which I think 
should receive most serious consideration. I am sure you have seen Mr. Held’s 
proposal, but in case you have not I am attaching a copy. The essence of his 
plan is that the rate on Government-insured mortgages would be free to move 
in response to market forces, just as our life insurance company statement 
proposed in 1953. He would add, however, the important provision that 
Government-insured mortgages would be insured only up to 50 percent rather 
than 100 percent. As you will see, there are other changes which he also 
proposes in the Government-insured mortgage program. Some of these are more 
controversial, but I believe that Mr. Held’s general proposal will have wide 
Support from mortgage lenders and students of the mortgage market. 

In view of your interest in obtaining information on the costs of procuring 
and servicing mortgage loans, I am attaching a copy of a recent study we 
have completed showing city mortgage lending income and costs of life insurance 
companies. I think that this report will be useful in supplying you background 
on this question. I am also attaching certain tables which we have prepared 
Showing sources and uses of capital funds over the period since 1946. These 
data may be helpful in the way of general background for consideration of the 
Government-iusured mortgage problem. Finally, also attached is a copy of 
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the statement prepared by our mortgage committee in 1953, to which I have 
referred. 
Sincerely yours, 
JAMES J. O'LEARY, 
Director of Investment Research. 


THe AMERICAN BANKERS ASSOCIATION, 
Washington, D. C., January 16, 1957, 
Hon. JOHN SPARKMAN, 
United States Senate, Washington, D. C. 


Deak SENATOR SPARKMAN: Mr. Earle Cocke, president of our association, 
has requested that I acknowledge your letter of January 2 relative to the inter- 
est-rate structure applicable to FHA-insured or VA-guaranteed mortgages and to 
advise you that the appropriate committee of the association is studying the 
amendment to the National Housing Act suggested by Mr. William A. Clarke. 

We hope to submit the views of the association on this suggestion in about 2 
weeks. 

Sincerely yours, 
J. OLNEY Brorr, 


THe AMERICAN BANKERS ASSOCIATION, 
THE FULTON NATIONAL BANK, 
Atianta, Ga., January 26, 1957. 
Hon. JOHN J. SPARKMAN, 
United States Senate, Washington. D. C. 

Dear SENATOR SPARKMAN: Since acknowledging your letter of January 2 re 
FHA insured and/or VA guaranteed mortgages, I have consulted the members 
of our committee on real-estate mortgages, which includes experienced bank 
mortgage men from various parts of the country, and from both small and 
large banks. 

We have weighed the pros and cons of various suggestions which have been 
made or which could be made. 

If the housing industry is to compete in the money market on a comparable 
footing with other users of credit, we believe a free interest rate approach would 
be the best solution, with perhaps « ceiling of 5% percent. 

A rate of this nature would permit builders to compete for money on an in- 
terest rate basis. rather than on deplorable discount bases. A free rate would 
provide a more sound situation in the housing industry, as it has heen evident 
in the past that while large-scale builders can absorb a fairly large discount, the 
small- or medium-volume builders are in an extremely disadvantageous position 
in progressively increasing discount markets. 

If Congress would authorize such an interest rate within a maximum limita- 
tion of 5% percent, we believe a good volume of money would flow into the 
mortgage market which otherwise would seek employment in a more lucrative 
field. 

Sincerely, 
EARL Cocker, President. 


NATIONAL ASSOCTATION OF REAL Estate Boarps, 
Washington, D. C., January 23, 1957. 
Hon. JOHN SPARKMAN, 
Chairman, Subcommittee on Housing, Committee on Banking and Currency, 
United States Senate, Washington, D.C. 

DEAR SENATOR SPARKMAN: Reference is made to your letter of January 2 in 
which you request the views of the National Association of Real Estate Boards 
with respect to the interest-rate structure on FHA-insured and VA-guaranteed 
loans. 

I delayed replying to your letter, because our realtors’ Washington committee 
was scheduled to convene in Washington on January 12. The committee dis- 
cussed your letter and the general question of interest rates in the light of a 
policy statement on this subject adopted by our national convention in St. Louis 
on November 18, 1956. This policy statement is as follows: 

“Interest rates: The real-estate and home-building industries can serve the 
home-buying needs of the American people with maximum effectiveness onl) 
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within an economic environment which permits interest rates, along with the 
prices of all commodities, to fluctuate in accordance with the influences of a free 
market. We, therefore, recommend that the Congress enact legislation to pro- 
yide flexibility in the interest rates of FHA-insured and VA-guaranteed loans. 
Such legislation would safeguard against excessive rates and permit such rates 
to be adjusted up or down in response to parallel trends in the money market.” 

The realtors’ Washington committee in implementing this policy statement 
approved a resolution which proposes the creation of an administrative board, 
from among the heads of agencies concerned, to review the interest rates on 
FHA-insured and VA-guaranteed loans and to make periodic adjustments, down- 
ward or upward, of such rates in response to parallel trends in the mortgage 
market. However, the rate would not exceed by 21/4 points the average yield, 
during the 6 months preceding determination, on Government obligations having 
a remaining maturity of 15 years or more. It must be emphasized that this 
formula would result in a maximum rate and not necessarily a prevailing rate. 
One of the great weaknesses in the law fixing the VA interest rate is that the 
statutory maximum rate is always the prevailing rate. On the other hand, the 
FHA statutory maximum is 6 percent, yet the prevailing rate has for more than 
20 years been less than 6 percent. It is essential to a proper evaluation of our 
proposed formula that it not be viewed as a means for making the maximum 
rate the prevailing rate. 

Your subcommittee might be interested in the recent action of the Canadian 
Government in increasing the rate on Government-insured residential mortgages 
to 6 percent. Canada has had in effect a formula which operates to adjust the 
rate so long as the date does not exceed by 24% percent the average yield on 
long-term Government obligations. While we do not suggest an increase in the 
FHA or VA rate to 6 percent, we do recommend that your subcommittee review 
the experience of Canada in fixing the rate on Government-insured mortgages 
through the operation of a flexible formula. 

We hope that we have been helpful to your subcommittee in expressing these 
views of our association. 

Respectfully yours, 
KENNETH 8S. Keyes, President. 


INDIANA UNIVERSITY, 


Bloomington, January 15, 1957. 
Hon. JoHN SPARKMAN, 


United States Senate, 
Washington, D.C. 


DEAR SENATOR SPARKMAN: This is in response to your letter of January 2, 
1957, regarding interest rates on FHA-insured and VA-guaranteed mortgages. 

If one could assume approximately perfect competition among lenders, a good 
argument could be made for a free rate on such mortgages. So long as funds 
are supplied by private leaders acting in their own best interests, the mortgage 
market cannot be insulated from and must compete with other markets for 
funds. A rate which is maintained by Government order at a level which is sig- 
nificantly out to line with competitive market rates will inevitably create an 
artificial imbalance between demand for funds and supply of funds available 
under such mortgage insurance or guaranty. 

At the other extreme, if mortgage lenders were in_a monopolistic position 
and were thus able to charge rates above a competitive rate, Government regu- 
lation of that rate would be highly desirable. 

The actual market situation, of course, is between these extremes. In my 
judgment it more nearly approximates perfect competition. However, the 
superior financial strength, knowledge, and bargaining power of the typical 
lender over the typical residential mortgage borrowers means that some measure 
of monopoly power exists in most such transactions. Moreover, in certain 
localized situations where there is only one lender or where the several lenders 
act in tacit agreement, a significant degree of monopoly power exists. 

It is my conclusion, therefore, that Government should continue to fix the 
allowable maximum rate on such mortgages but should adjust it from time to 
time as necessary to approximate a perfectly competitive rate. 

Probably the best test of the relationship between the established maximum 
rate and a perfectly competitive rate is the open market for FHA and VA 
mortgages. This is not a highly or well-organized market, to be sure, but it 
exists and prevailing premiums or discounts are fairly uniform and not difficult 
to determine. 
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I would suggest, therefore, that the FHA and VA (if VA-guaranteed mort- 
gages are continued—see below) be authorized and directed to adjust their maxi- 
mum rates from time to time such that first-quality mortgages issued under such 
insurance or guaranties will sell at no or only a slight discount in the open 
mortgage market. By “only a slight discount,” I mean a point or two. A discount 
this small can usually be absorbed by the builder or lender. A discount of 
several points, however, cannot be absorbed if the appraisal is honest and igs 
bound to lead to a drying up of funds. 

I doubt the wisdom of tying the FHA and VA rates to the yield on Government 
securities. The spread between such rates varies considerably from time to time, 
depending upon the demand for mortgage money and upon the portfolio needs 
of lending institutions. Mr. Clarke’s proposal, for example, would be of little 
or no help at present. FHA and VA rates should be tied, not to another 
money market, but to the residential mortgage market itself. 

May I also suggest that now, when VA-guaranteed mortgages are scarce, would 
be a propitious time to terminate the VA mortgage guaranty program. It could 
readily be absorbed into the regular FHA insurance plan. If it were the desire 
of the Congress to continue a veterans’ preference, this could be done by various 
devices. For example, the veteran could be exempted from the half-percent 
insurance charge, which the VA could pay direct to FHA from appropriated 
funds. 

I hope that these thoughts may be of some assistance to you. 

Sincerely, 
Roserrt C. TURNER, 
Professor of Business Administration, 


WASHINGTON, D. C., January 4, 1957. 
Hon. JoHN SPARKMAN, 
Chairman, Senate Subcommittee on Housing, 
United States Senate, Washington 25, D. C. 

DrAr SENATOR SPARKMAN: I have received your letter of January 2 with 
respect to interest rates in connection with housing. 

As you know, this is a matter to which I have given a great deal of study 
for many years, not only in connection with housing specifically, but also in 
connection with the relationship of housing to the whole economy. As soon as I 
can, I want to send you a comprehensive memorandum on this subject, but in 
the interests of a prompt response to your inquiry I very briefly summarize my 
views below. 

While the Federal Reserve Board tells us that the higher interest rate policy 
is designed to check inflation by preventing, among other things, an excessively 
high rate of housing construction, some of the institutions interested in home 
financing tell us that higher interest rates are needed to enlarge the volume of 
house construction. Since higher interest rates cannot at one and the same time 
stimulate and restrain the volume of housing construction, there is manifestly 
an inconsistency between these two viewpoints. 

Broadly speaking, I believe that the Federal Reserve Board is correct in its 
analysis of the effect of higher interest rates, as applied to housing. The basic 
limiting factor upon the construction of housing is not the availability of supply 
on the capital side, provided that the factors on the demand side were inviting, 
but rather the absence of an adequate demand for new housing construction 
because the cost of housing is beyond the reach of a large part of the mass income 
market. Consequently, raising the cost of housing by raising interest rates 
further restricts the market, and further restrains house production. 

However, as applied to housing, I believe that in the current economic situa- 
tion the effort of the Federal Reserve Board and others to restrain the production 
of housing, through means usually referred to as the hard-money policy, is pro- 
foundly wrong both economically and socially. It is wrong economically because 
the economy is not now suffering from overall inflationary pressures, or excess 
of total demand over total supply. In fact, when adjusted for price change, 
the real growth of the economy from the fourth quarter of 1955 to the fourth 
quarter of 1956 was only 2.2 percent, compared with an average of 3 percent over 
the last 40 years and an average of more than 4 percent during the years since 
1947. What has been happening in fact during the past year, and it is really 
dangerous, is an inflationary or relatively excessive rate of development in some 
parts of the economy, such as the investment by big enterprise in plant and equip- 
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ment, and an inadequate or potentially deflationary rate of development in other 
parts of the economy, such as the expansion of consumption, the building of 
houses, etc. Correspondingly, while some industrial prices and some profits have 
been rising excessively, farm prices and many other incomes in real terms have 
been falling excessively or not expanding sufficiently. Thus, the real trouble 
is not a generally inflationary situation, but an uneven, distorted, and unbalanced 
situation. In the face of this, the hard-money policy, or the higher interest 
rate policy, has been operating in a thoroughly upside down fashion to inflate 
the inflated parts of the economy, to stimulate the parts of the economy operating 
at relatively excessive rates, and to deflate or further retard the parts of the 
economy which are already in trouble on the low side. A prime example of the 
latter situation is housing. 

To put all of this more succinctly, the hard-money policy is redistributing 
the national income and the national production pie in a regressive direction. 
It is class legislation of the worst sort, supported by powerful and pervasive 
propaganda ; and for the very same reasons that it is economically wrong, it is 
socially wrong, depriving the people of what we need and have the resources to 
afford (for example, more and better housing) in order to divert benefits and 
opportunities to other sectors of the economy which do not need this distorted 
operation of the money power in their favor. 

During the past year, industrial prices have risen twice as fast as the economy 
has grown in real terms, and consumer prices have risen about 50 percent more 
than the economy has grown in real terms. This is the worst inflation in so- 
called peacetime in my recollection. Yet it demonstrates clearly that this in- 
flation is not caused by an excessively active or excessively expanding total 
economy; and therefore the application to this situation of the overall anti- 
inflationary measures which were proper when the economy was attempting to 
expand at a rate in excess of its resources, and expanding as fast or faster than 
the rise in prices, is entirely erroneous. Instead of the inflation being caused 
by too much economic activity, this particular inflation, which is really a dis- 
tortion, is reflecting itself in the repression of total economic activity below 
desirable levels, and in serious hurt to many groups and to many essential State 
and local services adversely affected by sharply rising financing costs. The 
hard-money policy is the prime instrument of this distortion. 

While this may seem like strong language. I assure you that it is not an over- 
statement of the facts of the case. One of the greatest economic gains of our 
generation in the United States, if not the greatest, was the reduction in the cost 
of money so that the basic producer and consumer were brought into better 
balance with those who control the money supply. The momentum of this gain is 
still carrying us, along with other earlier gains, at a fairly high level of pros- 
perity. But the hard-money policy is beginning to fritter away some of the 
strength, and its effects upon the general economy are already being felt. 

To relate the foregoing comments specifically to the inquiry in your letter of 
January 2, an interest rate on FHA-insured or VA-guaranteed housing mortgages 
at 2 percent per annum in excess of the average yield on long-term Government 
obligations would, with allowance for costs and servicing, result in an effective 
interest rate on housing pushing close to or threatening to exceed the proposed 
5 percent maximum. As you know from innumerable factual studies of the 
subject, housing financed at this interest rate is utterly incapable of meeting that 
large part of the mass market for middle-income housing which represents the 
controlling factor in the difference between an adequate and inadequate level of 
house construction. Legislation along these lines would, in my opinion, codify 
a factual situation which even now is contributing toward the persistent and 
undesirable decline in house construction. I do believe that legislation should 
concern itself with influencing those interest rates which affect the cost of 
housing. This subject is too important, both economically and socially, to be 
left to the operations of what some people call a completely free rate. 

I hope that every possible effort will be made during this year to bring the 
true facts of this situation fully before the Congress. With no interest to serve 
but the public interest, as I see it, I shall be glad to cooperate with your Housing 
Subcommittee and with other committees to make what contribution I can in 
this direction. And I would very much like to discuss this matter with you at 
your convenience. 

With all good wishes, 

Very sincerely yours, 


LEON H. KEYSERLING. 
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VETERANS OF ForEIGN WARS OF THE UNITED STATES, 
Washington, D. C., January 7, 1957. 
Hon. JoHN SPARKMAN, 
United States Senate, Washington, D. CO. 


DEAR SENATOR SPARKMAN: This is in reply to your letter of January 2, in 
which you requested the views of the Veterans of Foreign Wars concerning an 
appropriate base or formula for interest rates on FHA-insured and VA-guaran- 
teed mortgages; also, an appropriate allowance for costs and servicing the 
loans and for administrative expenses. 

At our 57th national encampment held in Dallas, Tex., August 12-17, 1956, 
several resolutions were adopted pertaining to the GI home-loan program and 
interest rates. None, however, pertain specifically to the questions you have 
posed, and accordingly I have directed my staff to make a thorough study of 
the suggested proposals. Our views will be presented to you in the very near 
future. 

Thanking you for the opportunity to participate in this program, I am 

Respectfully yours, 
Cooper T. Hort, 
Commander in Chief. 


Hovusine Securities, INC., 
New York, N. Y., January 16, 1957. 
Senator JoHN SPARKMAN, 
United States Senate, Washington, D. C. 


DeEAR SENATOR: Thank you for your letter requesting my opinion of a method 
by which mortgage interest rates could be coupled with the prevailing rate of 
long-term governments. 

I am not in favor of Mr. Clark’s plan, and have opposed it since the time it was 
proposed. I am afraid that any plan that connects interest rates with some 
publicly known index—whether it is government’s or Moody’s—would lead 
to a dislocated market. Any turn in these indexes, which are published daily, 
would serve cautionary notice on investors that at the next fixed date for a 
change that the rate would be up or down. As a result, they would rush to 
commit prior to the change or withdraw from the market awaiting the increased 
rate. Even in normal times there would be a tendency to play the season 
changes as investors now do in the bond market. I feel that the rate must be 
changed, but only after a definite change in the market has occurred and then 
only with reluctance. 

The subject of servicing charges that you raise is very interesting, and should 
be studied by your staff. I am of the opinion that a flat rate per mortgage per 
month, regardless of size, should be carefully considered. The present method 
places a premium on large mortgages, although the amount of work is the same 
for a large one or a small one. As a result, mortgage companies tend to reject 
or refuse to originate small loans on homes that we so desparately need. Sucha 
move would tend to give the lower cost homes an even chance and would eliminate 
one of the major inmpediments to low-cost housing. 

A flat fee per month will, in the long run, work to the mortgage companies’ ad- 
vantage and prevent some of the difficulties now in store for the housing in- 
dustry. As time goes on and the mortgages are paid down, the percentage fee 
becomes so low that servicing is neglected or various alternative devices are 
tried including attempts to get the homeowner to refinance the mortgage. 

I cannot let this opportunity go to state that I feel that so-called flexible inter- 
est rates will be the death knell of housing. The average home buyer is de- 
pendent on low interest rates and long-term amortization to place housing with- 
in his reach. When the total rate (interest plus one-half percent mortgage 
insurance) gets above 5 percent, I feel that the carrying charges are becoming too 
high. It is up to us to devise some method to keep interest rates on mortgages 
relatively low if we are to continue the development of homeownership. The 
present competition for yield by investors has gotten completely out of hand, 
and if continued rates will soon be at the legal limit in each State with illegal 
fees being paid to boot. 

It is for this reason that I have been so long working toward a central mort- 
gage bank and have hoped to gradually convert FNMA to that position. In- 
stead it seems to be moving the other way until we get in these periodic jams, 
and then it’s “dear old Fannie May” and the private-enterprise mortgage men 
seem to forget their antipathy for an agency to support the market. 
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In my opinion the present monetary policy of the Government is seriously 
damaging the housing industry along with many other small businesses. Not 
only is the tight-money policy ruining the long-term money market, but it is not 
stopping inflation. The seriousness of the present situation is not understood by 
this administration and the Housing Agency is failing to properly inform the 
administration. Housing starts are not dropping suddenly because builders must 
complete what they have underway and use up the land for which they are com- 
mitted. Those who can afford to stop have ceased operations and are trying 
to sell their land. Many builders are going bankrupt, but most builders are 
small and simply pass their operations on to their creditors to wind up. 

Mortgage companies are unable to borrow money in many cases to close loans 
in order to sell them to FNMA. The combined actions of the Federal Reserve, 
the home-loan bank, the Comptroller of the Currency, the FDIC, and State 
bank commissioners have placed a terrific stress on the home-mortgage field. 
Meantime, consumer credit soars to new high records ; proposed plant expansions 
for the year will be higher than ever. 

The average American family can borrow money to travel to Europe, to vaca- 
tion in Florida, or buy a car, but money to buy a home is nonexistent. The 
home buyer cannot compete with commercial and industrial users of money. 
The tax writeoffs, the ordinary tax advantages, make the interest rate a minor 
matter to many users of credit who hope to profit by its use. The homeowner 
is looking for a place to live and needs 25 years to pay with no tax advantages 
to speak of. 

The tight-money policy is unfair because the Government itself is the worst 
offender. While asking others to curtail, it continues to borrow and, to make 
matters worse, invades our field. First it was the Capehart housing with a 
program of $2 billion, guaranteed by the Defense Department, seeking funds 
for mortgages. Then the Maritime Commission is guaranteeing loans for ships 
at rates of 5 percent and up, also in the mortgage market and taking many 
millions of dollars. On top of these are highway programs, GSA and its lease- 
purchase of Government buildings, and now we hear of insured loans to buy 
aircraft. If all the users of funds that normally depend on bonds for financing 
come to the mortgage market, at least we should be able to go back in the bond 
market to get funds for mortgages. 

I am sorry to write such a long complaining answer to a few questions, but 
I believe in getting a word in when the chance occurs. I am writing you in 
detail regarding my suggestions for a central mortgage bank. I also believe that 
we need quick action, prior to a general housing bill, if we are to keep housing 
from serious trouble. First, parity of interest rates; second, additional author- 
ity in FNMA to keep them in business; and last but most important, $2 billions 
in FNMA special assistance to buy loans at not less than 98 for 203 and 501 
loans. This special assistance should probably be flexible to encourage housing 
in lower cost brackets ($12,000 and under) for minority groups and for rural 
areas. The special assistance is necessary to restore the market for mortgages. 
Present quotations in New York are 92 for 4%4’s and 95 for FHA 5’s. When the 
rate on VA’s is raised the old 414 discounts will prevail unless something is 
done, 

One of the new moves that will further weaken the market for mortgages 
is the rise in interest rates that commercial banks can pay savings depositors. 
With the aid of their consumer credit devices, the commercial banks can attract 
a large volume of savings from the mutual savings banks and the savings and 
loan associations who cannot meet the other services. The commercial banks 
will not invest in mortgages as the other institutions do, as they have many 
more profitable types of investments available to them. The result will be a 
reduction in the pool of available mortgage funds. 

The present policy is a return to the rule of the jungle and after our experience 
in the twenties, it is tragic to see money flowing only to those who can pay the 
most for it. 

Sincerely, 
THOMAS P. Coogan, President. 
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THE AMERICAN LEGION, 
Washington, D. C., January 3, 1957. 
Hon. JOHN SPARKMAN, 
Senate Office Building, 
Washington, D. C. 

DEAR SENATOR SPARKMAN: In the absence of Commander Daniel who is pres- 
ently making his official visit to the Department of California, I wish to acknowl- 
edge receipt of your letter dated January 2. 

For your information, we have a special housing committee which is studying 
GI loans at the present time, and we hope to have their report shortly. 

However, I am taking the liberty of referring your letter to the chairman of 
that special committee, Past National Commander Seaborn P. Collins, at Lag 
Cruces, N. Mex. 

With kind regards, I am, 

Sincerely yours, 
WILLIAM F. HAvck, 
Director, Washington Office. 





Las Cruces, N. Mex., January 14, 1957. 
Hon. JOHN SPARKMAN, 
Senate Office Building, 
Washington, D. C. 

Dear SENATOR SPARKMAN: Your letter of January 2, 1957, addressed to W. C. 
Daniel, national commander, American Legion, has, as you know, been for- 
warded to me for reply in my capacity as the chairman of a special housing com- 
mittee of the Legion. 

The committee has not had an opportunity to consider the subject of your 
letter. I am, however, immediately circulating your letter to the members of the 
committee with a request for their views. 

In the meantime, you may be interested in my purely personal comment 
which, I emphasize, is not necessarily that of the committee or of the Legion. 

Theoretically, interest rates should be allowed to seek their own level, like the 
price of all commodities and services in a free market which depend upon the 
interplay of demand and supply to fix appropriate prices and rates. In my per- 
sonal opinion, however, in practical effect this does not hold true with respect to 
the interest rates on residential mortgages for the simple reason that only on 
rare occasions does a “free market” exist in this field. The demand for mortgage 
money from home buyers (the consumers of housing) must contend with the 
fact that the supply of mortgage money has its choice either to flow into resi- 
dential mortgages or to other mortgage or bond investments or even (in periods 
of extreme demand for money as at present) into other higher yielding outlets. 
The supply of residential mortgage money can therefore easily be controlled and 
limited, either directly by the managers of investment funds or indirectly by the 
forces at work in the broader aspects of the money market. 

Consequently, it is my opinion, again speaking personally, of course, that the 
power to set a maximum permissible interest rate from time to time, on FHA- 
insured and VA-guaranteed loans, should lie within the authority of the Adminis- 
trators of the FHA and VA under limitations imposed by Congress. 

I do not believe that it would be feasible to require fluctuation of the rate in 
accordance with a “flexible self-executing formula” as outlined in your letter. 
In the first place, I do not believe that there is sufficient data upon which such a 
formula could be constructed. The spread between the long-term Government 
bonds and mortgages is not definitely fixed but varies from time to time. There 
is a grave danger that any spread legislatively fixed will become the minimum 
under which lenders will operate. 

There is the further disadvantage that a mandatory requirement that a dif- 
ferent rate be fixed every 3 months (or at any other arbitrary period) will cause 
the mortgage market to operate spasmodically. It would require superhuman 
wisdom of those in charge of the rate to fix it properly at any stated interval, as 
distinguished from a broad general power to fix the interest rate at such irregular 
intervals as were clearly required by the market. 

It is my further belief that this country must have a minimum of 1 million 
homes per year at the present time to assure adequate housing for its people 
and that, if it becomes necessary for Congress to furnish the funds through 
FNMA to provide a secondary market at a valuation close to par, this should be 
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done. We are following a very dangerous trend in recognizing the excessive 
discounts which are being demanded of builders and which should be limited 
by law. It is looked upon with disfavor by the larger insurance companies, and 
it is dangerous to the entire structure of the lending institutions and certainly, 
to some extent, is reflected in the price the buyer will pay for his home. 

I feel further that, inasmuch as the GI home-loan program is contributing so 
much in the way of housing in so many parts of the country, no other legislation 
should be passed that would in any way interfere with the efficiency of this pro- 
gram as originally designed by the Congress. 

Please do no hesitate to call on me anytime, as I feel very strongly about the 


~" 


social aspects of housing and the great contribution that, particularly, the GI 
program has made to the economy of this country. 

With kindest personal regards, I am 

Sincerely yours, 
SEABORN P. COLLINS. 

Senator SPARKMAN. We have one more witness, Mr. Robert Hoff- 
man. Mr. Hoffman represents the National Swimming Pool Insti- 
tute. Weare very glad to have you. 


STATEMENT OF ROBERT HOFFMAN, PRESIDENT, NATIONAL 
SWIMMING POOL INSTITUTE 


Mr. Horrman. Thank you, sir. Jam very glad to be here today. 

Senator SPARKMAN. You may proceed in your own way. 

Mr. Horrman. I do not have a transcript of my talk. I did not 
know it was necessary. 

Senator SparKMAN. It is not necessary. That is all right. You 
go right ahead and the reporter will take it down. 

Mr. Horrman. My name is Robert M. Hoffman. I represent the 
National Swimming Pool Institute. The National Swimming Pool 
Institute is universally —— 

Senator SPARKMAN. Where are you located ? 

Mr. Horrman. In New York City. Iam the president. The head- 
quarters of the National Swimming Pool Institute is in Harvard, Ill. 

Senator SPARKMAN, Yes,sir. Go right ahead. 

Mr. Horrman. The National Swimming Pool Institute represents 
all aspects of the swimming-pool business—the pool builders, the 
equipment manufacturers, the dealers in equiment and packaged pools, 
as well as public-pool operators, municipal health and sanitary and 
building officials, Red Cross, YMCA, and recreation officials, and so 
forth. 

In addition to the National Swimming Pool Institute, I am pub- 
lisher of the trade public ations of our field, which are 30 years old. 
For 30 years there has been a swimming-pool industry. 

If I may I would like to introduce as exhibits copies of our publi- 
cations, because they will give you an idea of the size of the market 
and the type of products and the type of companies that are in the 

market. There are today 89,000 swimming pools in the United 
States, as close as we can estimate, of which about 57,000 are residen- 
tial or backyard pools. In 1957, according to very conservative esti- 
mates there will be about 45,000 swimming pools built, of which about 
two-thirds will be residential. I say, conservative, because it looks 
already as though the market is running considerably ahead of our 
estimates. 

This will represent about $400 million of construction and equip- 
Ment costs in new pools alone. That includes labor as well as equip- 
ment. 
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The swimming-pool business is a small business. There are no 
United States Steel's, There are some big companies in it like Johns- 
Manville, Olin Mathieson, Bakelite, Worthington Pump, et cetera, 
but this is a small part of the business, and they make one product for 
this field. The largest company in the swimming-pool industry does 
an annual volume of about $10 million. Out of $400 million the 
largest company does $10 million, which gives you an idea of how 
small a business it is. There are perhaps another half dozen that do 
$1 million volume in the field. The rest are all considerably under 
that. The great bulk of the business is in the hands of small com- 
panies, small manufacturers, swimming-pool contractors, dealers, dis- 
tributors, and so forth. 

There has been considerable private financing growing up in the 
field. In requesting that FHA approve swimming pools as eligible 
for title I, we are not requesting it as a substitute for private finane- 
ing, but as a supplement. The Bank of America, for example, does a 
lot of swimming-pool financing. Banks all over the country, mort- 
gage and loan companies do. In 1955, 40 percent of pool builders had 
some financing available; 20 percent of all residential pools built were 
financed by some such source, and 11 percent of the public swimming 
pools. 

In 1956 this had grown to the point where 64 percent of the pool 
builders had financing available if they wanted it; and from 20 per- 
cent, the number of residential pools financed grew to 33 percent. 
From 11 percent, the nonresidential pools grew to 28 percent. 

I have an annual market report which we publish which I should 
also like to introduce as an exhibit, if I may, which gives a better 
breakdown on the market, types of pools, and so forth. 

Bankers Research, Baron’s Financial Weekly, the Wall Street 
Journal, and a number of other publications like American Banker, 
the daily publication, have recommended to their members and read- 
ers the financing of swimming pools in articles in their publications 
as a sound investment. Our experience that it is a sound investment 
has been very good. I do not know of any losses that have ever oe- 
curred to a bank on a swimming-pool loan, and I do not know of any 
that the FHA ever suffered when it included swimming pools under 
title I. As far as we have been able to discover from the FHA itself 
and surveys we have made there were no swimming-pool losses. 

There are a lot of reasons why the market is growing so fast. I 
will mention several. No. 1, lower cost pools are now available, much 
lower in cost than ever before because of technological advances. In- 
creased volume and increased competition. This is an important fac- 
tor in our rising bull economy with rising prices on every hand. 

Swimming pools are one of the very few things definitely going 
down in price. They are going through phases equivalent to what the 
automobiles did, when in the twenties they came from hand produced 
to mass-produced items. A satisfactory pool, including a filter, circu- 
lation system, and whatever you need to make the pool satisfactory 
and do a job ean be sold today at any place in the United States for 
$2,000. The $2,000 price makes it cheaper than most automobiles. 
It takes it out of the luxury class and puts it in the backyards of the 
average people. 

I have here, which I will if you wish introduce as exhibits, photo- 
stats of low-priced pools in medium-priced homes in small backyards. 
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As a matter of fact, the greatest business probably that has been done 
is one in areas where the builder, John Long, with $9,800 houses has 
swimming pools included in the backyard at the $9,800 price. 

There are a number of other types of swimming pools on the market 
with various types of materials that can be installed and sold at a 
profit to the dealer from anything like $1,900 to $2,000 and up. 

Senator SrarkMAN. Are you proposing to offer those pictures? 

Mr. Horrman. Yes, sir. 

Senator SparKMAN. They cannot be printed in the record. We 
cannot print pictures in the record. If you wish to make it part of our 
eommittee files we would be glad to have them. 

Mr. Horrman. I thought the members of the committee might be 
interested to see them. 

Senator SpaRKMAN. Fine. We would be very glad to have them up 
here now. 

Senator CareHartr. There is no question it is pretty much of a neces- 
sity in certain sections of the United States, like Arizona, or places 
where it gets very, very hot. 

Mr. Horrman. Outside of the picture of John Long’s development, 
not one of those pictures is from California or Florida, Senator. 
Several of them are from Indiana, Lllinois and New York. 

Senator Carenart. I still stand by the statement I made that it is 
certainly much more desirable there. It would be much more needed 
ina very hot climate where you could swim 12 months out of the year, 
than it would be in Indiana where you can only use it a part of the 
time. 

Mr. Horrman. Yes, sir. Actually there are a lot of reasons why it 
is growing even in Indiana and New York and Minnesota and Canada. 
One is that it is a very beneficial, healthy and relaxing sport. It is 
an activity in which everybody can join—old and young, children and 
the infirm. It iseven a valuable sport for polio victims. Asa matter 
of fact, for this reason there are a number of public agencies advo- 
ating the building of more residential swimming pools. 

An interesting fact is that in World War II 

Senator SparKMAN. Senator Douglas, did you want to ask any 
questions ¢ 

Senator Dovenas. I was going to break in to say it so happens I 
have a swimming pool on my place for health reasons, and it has been 
very fine and was justified; but I certainly am opposed to making 
FHA loans upon these affairs. These are something one should 
finance oneself. All the medicinal qualities and all of the other 
features the witness testified to I think are true, but I think the Lord 
expects us to do some things for ourselves, and if I do not throw the 
witness too much off his stride I want to register my distinct opposi- 
tion to it. I would have opposed it prior to my putting in a pool and 
prior to my contemplating putting it in as well as after the fact. 
Excuse me. 

Mr. Horrman. Surely. In World War II, 55 percent of all the 
men in the Armed Forces, or 80 percent I should say, could not swim. 
As a matter of fact in some cases 55 percent of the members of a 
ship’s crew drowned when a ship was sunk. 

It is felt more people now are learning to swim because of the greater 
number of swimming pools, and that is a factor which would make it 
very important to learn. 
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Another reason is the tremendous social force of moving to the 
suburbs and the trend to outdoor living. There are more one-family 
homes with larger families. Swimming pools, therefore, are a tre- 
mendous influence in eliminating juvenile delinquency. 

Senator SparkmAn. Mr. Hoffman, Senator Capehart and I both 
have an appointment. We are going to have to leave. Senator Doug- 
las, could you stay ? 

Senator Doveias. Yes. If you wish to turn him over to our tender 
mercies. 

Senator SparKMAN. I apologize for leaving but it is necessary, 
After he finishes, Senator Douglas, that completes the hearing for 
today, and we can recess until 10 a. m. tomorrow morning. 

Mr. Horrman. Thank you, Senator. We have chec ked with a num- 
ber of law enforcement agencies who agree it is an important influence 
in reducing juvenile delinquenc y. 

I will summarize this very briefly. To answer your specific argu- 
ment that there are some things we should do for ourselves, the FHA 
law, the way it was stated in your subcommittee report of 1956, was 
that we expect the Commisioner to continue ineligibility of sw imming 
pools, tennis courts, and so forth, and there were listed other items 
which in his judgment do not substantially protect or improve the 
basic livability or utility of properties. 

Senator Douetas. It also said loans should not be made for barbe- 
que pits, dog kennels, and fire alarm systems. 

Mr. Horrman. Yes, sir. 

Senator Dovenas. Which had been items on which loans were 
previously made. 

Mr. Horrman. We have here an item which is of tremendously 
more importance than that, and which does definitely increase the 
livability of a home and definitely increases the property values. We 
have made surveys among real-estate brokers in an area, and among 
the asociations themselves, who agree that there is no one item of 
home improvement that dollar for dollar adds as much to the value 
of a home as a swimming pool; which is one reason why it has been 
such a good item on which to make a loan. 

Actually, 9 depreciation of a swimming pool can be put at 1 to 2 
percent a ye When swimming pools were financed by FHA under 
title I it did at cost the Government a cent for the simple reason that 
there were no losses as far as we have been able to discover. The 
trend of prices brings it into the home of the average man who cannot 
afford clubs or other types of general activities like resorts or summer 

vacations. Ther efore, this is an excellent substitute and has the added 
advantage of keeping his kids at home and keeping all of the neighbors’ 
kids.at his home. 

Senator Doueias. Sometimes a dubious advantage. 

Mr. Horrman. To the homeowner, yes; to his children it is wonder- 
ful. Incidentally, swimming pools are also beneficial in times of 
national emergency because they form an excellent source of fire- 
fighting water and drinking water. The pools in the Los Angeles 
area, for example, where t here are a lot of them, are surve »ved regularly 
by the health department and fire department to see how much water 
is available. If the aqueducts were bombed and the city water mains 
failed, here would be a supply of 20,000 to 30,000 gallons of water each. 
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We are not asking for benefits and we are not asking for any money 
from the Government. We are not asking for special favors. All we 
are asking for is that swimming pools be taken out of the class of 
barbeque pits and tennis courts, and things which we do not feel are in 
the same classification. Put them on the eligible list. Move them 
from the ineligible list into the eligibles where they will be in a class 
with tree landscaping and spr inkler systems, sidewalks and curbs and 
things like that, and we feel the swimming pool is even more important 
to the homeowner who wants it. 

Basically that is my testimony and my plea and my request. 

Senator Doveras. I would like to call your attention to the fact that 
I think the statute and the committee report refer to improvements 
which will improve the “basic livability of properties.” 

Mr. Horrman. Yes, sir. 

Senator Doueias. A swimming pool, I do not think, is a great addi- 
tion to basic livability. It is an added feature but it does not deal with 
the basic features. ‘That is my objection. 

Mr. Horrman. Yes, sir; and yet I could name a dozen items on the 
present eligible list I think would fall in the same category. 

Senator Doveias The point is I agree with you that I would be 
agreeable to cut them out too. I started to say, dog kennels and fire- 
alarm systems. 

Mr. Horrman. But I think swimming pools fit in very closely with 
grading and landscaping, and fencing, which is gener ally done for 
decorative purposes. There are such items as venetian blinds on the 
FHA eligible list which could be argued. 


Senator Dovexas. It is one of these difficult questions as to where 
you draw the line. Thank you very much for your testimony. 

Mr. Horrman. Thank you for the opportunity to be here. 

(The following were received for the rec ord:) 


NATIONAL SWIMMING POOL INSTITUTE, 
Harvard, Iil., March 23, 1957. 
Hon. SENATOR FULBRIGHT, 
Senate Office Building, 
Washington, D.C. 

DEAR SENATOR: I am writing you in regard to the March 25 scheduled hearing 
before the Housing Subcommittee of the Senate Banking and Currency Commit- 
tee, in especial reference to consideration of reinstatement of FHA title I financ- 
ing authority for swimming pools. 

Private or other swimming pools can no longer be considered as being within 
the following categories of improvements: 

1. A luxury item with a very limited application to large homes of wealthy 
people whose loan requirements should be provided without governmental 
support. 

2. An investment which has high maintenance and repair cost, rapid 
ee and high replacement cost. 

An improvement for which there is very limited owner-demand, with 
consequent low demand for resale. 

4. A minor toy, of little active continuing interest in value to owners. 

5. A small field of the construction industry employing negligible amounts 
of raw materials and man-hours of artisans. 

6. No dual purpose value. 

7. Of little or no value to the public physical and mental health, morale or 
national welfare, 

The writer, with present principal headquarters in Oklahoma City, has been 
specializing in the swimming-pool field since 1923 and has, for 34 years, been 
more actively a part of its development than any other individual in America, as 
a professional engineer, a builder, and in the development and manufacture of 
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pool equipment. During these years, this business has increased from nothing to 
one which now employs more than 2 million persons, annually. Raw materials 
and special equipment represent a dollar volume of about $400 million. 

The great preponderance of swimming pool dollar-volume of over $1 billion ig 
represented by private residence pools costing less than $5,000. In many cities 
they are provided by subdividers for all homes in a $15,000 and higher price range, 
and are, in large areas of medium class homes, as common as two-car garages. 

In point of fact, maintenance and repair costs of pools which are well designed 
and built, my experience shows, will range annually between three-fourths per- 
cent and 114 percent of the initial cost, accumulating sufficient reserve to replace 
equipment items when required. Pools will normally remain in good condition 
and substantially equal to their original value far longer and will out-last the 
residences of which they are adjuncts. 

Swimming pools represent an improvement which invariably greatly increase 
the resale value of a residence. In many areas prospective sellers of residential 
property add a swimming pool solely to enhance the ease of finding a buyer for 
the property. 

In reference to continuing interest and active use by owners, it has been my 
personal experience that every good swimming pool invariably results in a pleas- 
ant surprise to the owner in the degree of usage it receives and in its steadily in- 
creasing value, in the case of private pool, to the owner and his family. It al- 
ways develops that the usage of every type of pool increases through the years 
because of the inescapable fact that people of all ages enjoy swimming more as 
they have one available and the same number of persons in a family or a com- 
munity will use a swimming pool, in my personal experience, 10 percent or more 
each year than the previous year and, of course, with the augmenting of families 
by children and grandchildren, this appears to be a continually growing thing 
to a remarkable degree. 

The engineering, construction, and manufacture of equipment for swimming 
pools is becoming very big business indeed. Since the war, there have been large 
increases in volume, both in dollar-cost and in number of units built in a steadily 
and very rapidly higher ratio. Last year the rate of increase was estimated at 
35 percent over the previous year and this year it is estimated another 40 to 
45 percent of this work will be done over that of last year. ‘The scope which 
the volume of this field represents is briefly noted elsewhere and from every 
consideration, of our living standard and particular interest which this type 
of improvement holds for people of all types in every area, it appears very obvious 
that swimming pool construction is very likely to increase at the present high 
rate for many years and continue indefinitely at a minimum equal to our popula- 
tion increase. 

In evaluating this type of improvement, as in others, it is common to consider 
what other usage, if any, it will have,, other than the one for which it is intended. 
When the water-treatment plant with which a swimming pool is provided, is 
operated, it will represent a large volume of potable water available for domestic 
supply. In times of disaster, enemy action, this would be a very important factor 
in the life of a community. Also, a swimming pool provides a very substantial 
amount of water in storage, available for fire protection or similar need, should 
any local or national emergency result in broken water mains, contamination, 
or other critical damage. 

It is considered that the value of swimming pool use, in providing necessary 
exercise for persons of all ages, giving young, energetic youth a healthy outlet, 
both morally and physically, keeping the family at home and similar factors are 
well established and well known. 

However, many of our State boards of health have recently discovered that 
drownings in creeks, gravel pits, and similar places represent a large and serious 
public-health problem as a result of young people not having had opportunities 
for learning to swim in good pools. In fact, two States anounced that drownings 
from causes as above represent far the greatest cause of fatalities among a large 
young-age group. 

Many of our high-ranking military personnel have been outraged and have 
shocked the public by releasing estimated figures covering the casualties in com- 
bat directly as a result of the large number of persons entering the armed 
services not having learned to swim. The percentage of casualties as a result of 
this has been painfully high and a very large percentage of inductees who cannot 
swim, particularly from the Middle Western States, is very high. 
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It is hoped that the subjects discussed here will be considered thoughtfully and 
I respectfully request that action be taken toward encouraging the increase in 
swimming pool facilities which FHA insured loans will provide, particularly 
among the income groups to whom FHA-insured loans for improvements are 
indicated. 
Very respectfully yours, 
PascaL P. Pappock, INc., 
Pascal P. Pappock, President. 


STATEMENT ON BEHALF OF THE NATIONAL SWIMMING POOL INSTITUTE 


(This is an outline of the testimony given by Robert M. Hoffman, president of 
the National Swimming Pool Institute and publisher of Swimming Pool Age 
and Swimming Pool Data and Reference Annual, 425 Fourth Avenue, New 
York, N. Y.) 


I. Explanation of the membership of National Swimming Pool Institute which 
is composed of manufacturers of equipment and packaged pools; pool builders 
and dealers; public pool operators; municipal, health, sanitary, building, and 
recreation officials and officials of such organizations as the Red Cross, YMCA, 
boys’ clubs, ete. 

Copies of Swimming Pool Age and Swimming Pool Data and Reference Annual 
were introduced as exhibits in order to show the scope of the market, the type 
of companies doing business in it and the type and number of products involved. 

II. Size of the market: 

A. There are today 89,000 permanent-type swimming pools in the United 
States of which about 57,000 are residential. Very conservative estimates 
place the number to be built in 1957 at 45,000 of which about two-thirds will be 
residential. This represents a market of $400 million in construction costs and 
equipment. 

B. This volume is done strictly by small-business men—there are no giants. 
The biggest company in the field does $10 million and only 4 or 5 others do $1 
million or more. The rest are all small-business men manufacturing equipment, 
building pools, ete. (3,500 companies—pool builders, equipment dealers, etc., 
involved in residential pool market.) 

C. Despite the fact that swimming pools are ineligible for FHA title I insur- 
ance, a large number of banks, mortgage and loan companies, personal finance 
companies, ete., are financing swimming pools. In 1955, 40 percent of all pool 
builders had some financing available to them. Of the residential pools built in 
1955, 20 percent were financed. 

In 1956, 64 percent of the pool builders had financing available and 33 percent 
of the residential pools built were financed. 

Articles published during 1956 in such publications as Bankers’ Research, 
Barrons, American Banker, ete., actually urged their readers to finance swimming 
pools. 

(At this point a copy of Swimming Pool Age’s 1957 market report was intro- 
duced as an exhibit.) 

III. Why is the market growing so fast? 

A. Eight thousand pools end of World War IT; less than 18,000 end of Korean 
war; 28,000, January 1, 1954; 56,000, January 1, 1956; 89,000, January i, 1957. 

B. Lower cost pools now available because of technological developments, 
increased competition, etc. A satisfactory pool today, including a filter, can be 
installed for $2,000 up, any place in country. This takes swimming pools out 
of luxury class. 

(At this point, photographs of inexpensive swimming pools belonging to 
moderate-priced homes from various parts of the country were introduced as 
exhibits. ) 

Actually the development of the swimming pool is reminiscent of the auto- 
mobile. A swimming pool a few years ago was similar to the automobile 50 
years ago. Since then mass-production methods and other factors have re- 
moved them from being playthings of the wealthy and made them possessions 
of the average man. 

C. Swimming is becoming more popular all the time because it’s a healthy 
relaxation enjoyable sport in which everyone can participate—old, young, ath- 
letes, polio victims, etc. This is important to health and welfare of country; 
80 percent of men in Armed Forces in World War II could not swim. Many 
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drowned because of this. Proportion of nonswimmers would be much lower 
now because of growth of swimming pools. 

D. The tremendous move to the suburbs and trend to outdoor living, larger 
families, more homes. 

IV. Why are backyard pools important? 

A. Good healthy form of recreation. 

B. Decreases juvenile delinquency by keeping kids at home, giving them a 
place to gather that is far better than dance halls, hot-rod races, etc., gives 
them outlet for their energies. Many law-enforcement bodies have cited the 
fact that swimming pools are very good influence in overcoming juvenile 
delinquency. 

C. Swimming pools definitely increase property values. 

D. Once swimming pools were eligible for title I. FHA’s experience ex- 
cellent. They know of no losses on insured mortgages having swimming pools, 
By and large, person who buys pool is higher type; he takes better care of his 
home; has more pride in his family; devotes more time to homelife and family 
living. 

E. In time of emergency, swimming pools can be important as sources of 
drinking water and water for fire fighting (backyard pools hold 15,000 to 40,000 
gallons of water). In Los Angeles where there is a large number of pools, the 
fire department actually surveys them regularly because of their excellence as a 
supply of fire-fighting water. 

Summary : This committee’s report of June 1956 entitled, “Housing Amendments 
of 1956” said, ‘““‘We expect the commissioner to continue the ineligibility of tennis 
courts, swimming pools, dog kennels, greenhouses, flower boxes, dumbwaiters, 
valance boards. ete., and any other items which in his judgment do not sub- 
stantially protect or improve the basic livability or utility of properties. * * *” 
For reasons cited above, we feel swimming pools do protect and improve the basic 
livability of properties and that it is definitely unfair to class them with such 
items as kennels, greenhouses, flower boxes, etc. 

To summarize briefly: 

1. This is an industry of small-business men (cite Sparkman’s Buffalo 
speech). 

2. It’s a healthy beneficial form of recreation, will make more swimmers— 
thus save many lives. 

3. The trend of prices makes them available now in many areas to indi- 
viduals with $5,000 or less income. 

4, Decreases juvenile delinquency. 

5. Inereases property values. Surveys of realtors, real-estate boards, ete. 
have indicated the definite opinion of these people that there is no single 
item of home improvement that, dollar for dollar, adds so much to the 
value of property. 

6. Emergency drinking and fire-fighting water. 

Conclusion: We are not asking for any great favors or special benefits ; we are 
not asking for subsidies, price supports or anything that will cost the Govern- 
ment or the taxpayers large sums of money. 

We are asking that you remove swimming pools from the unfair and inequitable 
classification with dog kennels, greenhouses, flower boxes, dumbwaiters, valance 
boards, ete. 

By removing them from the ineligible list, you will be putting swimming pools 
in a class with such items as grading, landscaping, lawn-sprinkler systems, 
fencing, etc., than which swimming pools do much more for livability and value 
of a home. 


Senator Doveras. We will recess until tomorrow at 10 a. m. 
(Whereupon, at 12:05 p. m. the subcommittee recessed until 10 a. m. 
the following day, Tuesday, March 26, 1957.) 
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TUESDAY, MARCH 26, 1957 


Unitep Srates SENATE, 
COMMITTEE ON BANKING AND CURRENCY, 
SUBCOMMITTEE ON HovusIne, 
Washington, D. C. 

The subcommittee met, pursuant to recess, in room 301, Senate 
Office Building, at 10 a. m., Senator John Sparkman, chairman of the 
subcommittee, presiding. 

Present: Senators Sparkman, Clark, and Bush 

Also present: Senator Gore. 

Senator SparkMAN. Let the subcommittee come to order, please. 
We have quite a list of witnesses this morning. We are delighted to 
have all of you here. 

The first group we have listed consists of three mayors representing 
the American Municipal Association—Hon. Ben West, mayor of 
Nashville, Tenn.; Hon. Donald H. Mead, mayor of Syracuse, N. Y.; 
and Hon. Richardson Dilworth, m: iyor of Philadelphia, Pa. 

I wonder if you three represented in that group would come forward 
to the table, please, and take your seats. 

Gentlemen, other members of the committee will be here shortly, 
but I think we had better get started, since we have such a long list 
of witnesses this morning. 

We are very informal, quite flexible. We hope you will proceed 
in your own way. It would be my thought, if this is agreeable with 
other members of the committee and with you gentlemen, that you 
present your statements, and then let the committee address questions 
to you as a panel. 

Let me say this. Your statements as presented to us will be printed 
in full in the hearings. If you care to, you may read the statement, or 
you may present the statement, summarize it, or ad lib—handle it in 
any way you wish. 

Mayor West, you are the first one on the list. Would you proceed. 


STATEMENT OF BEN WEST, MAYOR, NASHVILLE, TENN., PRESI- 
DENT, AMERICAN MUNICIPAL ASSOCIATION 


Mayor West. Mr. Chairman and gentlemen of the committee, [ 
appear as president of the American Municipal Association which 
represents more than 12,000 municipalities in the United States. With 
me here is Mayor Richardson Dilworth of Philadelphia, and Mayor 
Donald Mead of Syracuse, who is chairman of the association’s com- 
mittee on urban renewal. 
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Senator Sparkman. I may call your attention to the fact that one 
of your distinguished Senators is sitting with us in committee this 
morning. pote Gore has come in. 

Mayor West. Yes, sir. I am very grateful the Senator could find 
time to be present with us, because this program in Tennessee is just 
getting started, and we have a tremendous stake in it. 

We also have a mayor who is visiting this morning, Mayor Frank 
Zidler of Milwaukee, ‘who is also in the audie nce, together with other 
members representing the United States conference. 

The mayors of this Nation are shocked by the administration’s 
order to kill the slum clearance and urban renewal program. Munic- 
ipal officials are shaking their heads in disbelief at the new adminis- 
tration policy of limiting urban renewal projects to small piecemeal 
undertalicnige in cities which are already participating in the program 
or to those struck by disaster. 

That, gentlemen, is my summarization of the letter written by Mr, 
Steiner, of the HHFA, just recently: 

It is even more unbelievable, since this appears to be no temporary 
fund curtailment, but a permanent change in policy—requests for 
future slum-clearance money have been so drastic ally reduced that we 
question whether or not we can wage any serious war on slums. 

These developments are partic ularly discouraging to the American 
Municipal Association, which has spent much time and effort bac king 
adequate housing legislation. As you know, the American Municipal 
Association vigor ously supported the 1949 Housing Act and as 
appeared before Congress each year since to assist the committees in 
their deliberations on this vital legislation. 

In addition to that, the American Municipal Association has more 
or less been a salesman for this whole urban-renewal program which 
was started in 1954, after the 1954 legislation. 

More than two-thirds of our population live in urban areas. Five 
million families are forced to live in rockbottom dwelling units which 
should have been demolished decades ago. We have Federal programs 
to assist those who live on the farm and even to assist persons living 
in other countries. But aside from the housing program, we have lit- 
tle or nothing in the way of Federal assistance for those who live in 
our cities. To discontinue urban renewal would be to ignore the vital 
needs affecting a great majority of our people. 

Naturally Congress is concerned about Federal spending. So are 
we all. As municipal officials, we try to reduce our own budgets, too. 
But to practice saving by eliminating essential items is to practice 
foolish economy. In our cities we might save money by doing away 
with the police and fire depar tments—but it would be a violation of 
public trust. Likewise, we believe it is a violation of the public trust 
for Cengress to turn its back on our Nation’s slums. We are confident 
that Congress won’t do it. 

C utting the urban-renewa) program to a point where it is ineffective 
may save a few million in Washington—but how much is that saving 
going to cost at every level of Government? Let's look at this saving 
in its entirety. How much will it save our future citizens who must 
grow up in delinquency-ridden slums? How much will it save the 
community which hi as geared its highway, schools and public facilities 


programs to an expiring urban-renewal program? How much will it 


HOUSING AMENDMENTS OF 1957 581 


save the businessman who has planned to develop new plant facilities 
in a slum-clearance area? How much will it save in terms of crime, 
disease, and human frustration—in a general stunting of economic 
growth ¢ 

When we consider urban renewal, there is a tendency to think only 
of projects where entire areas are cleared and redeveloped. The con- 
servation aspects of urban renewal are, however, in our opinion 
equally important. 

Without the assistance of the urban-renewal program, it will not 
be possible to channel private capital into the great gray areas of our 
cities. These are the neighborhoods which are not slums but which 
are beginning to deteriorate. Homeowners are unable or unwilling 
to make necessary repairs and to adequately maintain their property. 
Many of the most energetic families move out. Private investors 
will not risk money in neighborhoods that are going down. In size, 
impact on the community, and opportunity for economy, this is the 
area where the investment of the smallest amount of Federal and local 
funds can bring the greatest return. Even the most conservative ele- 
ments of the business world have recognized this and are lending 
wholehearted support to this aspect of urban renewal. 

May I make a prediction. If we cut the heart out of the urban- 
renewal program now, within a period of 5 years we are going to have 
one gosh awful clamor for public housing. These gray areas are 
going to turn into slums. Neighborhoods that can be saved if we act 
now will be doomed if we delay. 

Figures will be presented to show how the cut in renewal operations 
will kill many local programs. In my own State of Tennessee, proj- 
ects planned, those under contract negotiation, and approved projects 
for which additional funds will be needed will require $45 million 
of Federal grant funds. If we have to stop or sharply reduce our 
efforts, imagine the blow to the cities involved. It takes literally 
years of effort to plan and program a project. We have reorganized 
our local administrative machinery. We have created new agencies. 
We have hired and are training and have trained key personnel. 
Citizens groups have been formed and all elements of the community 
have given their support to renewal. And all of this will be for 
nothing if the program is reduced to an ineffectual dribble. 

Congress gave us a do-it-yourself kit in the form of urban renewal 
with its workable program. We took the advice and went to work. 
It took some time, but we are just beginning to roll. Now it is pro- 
posed to take away our hammer and saw. If the administration pol- 
icy sticks, it seems to us that this is clearly a breach of faith with the 
municipal officials and all those who have worked so hard for this 
program, 

We cannot make sound local plans for highways, public facilities, 
long-range finances, and dozens of other local activities that are geared 
to urban renewal if we must operate with a stop-and-go national 
program. There must be an element of predictability. 

We would respectfully suggest a program of action to accomplish 
the goals envisioned by the Congress in the Housing Act. We recom- 
mend the following: 

(1) Capital-grant authorizations should be increased to an abso- 
lute minimum of $250 million as originally requested by the President. 
The House subcommitee recommended that loan and grant authoriza- 
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tions should be raised from $1 billion to $2 billion. We agree. We 
ean accomplish little if we are going to think little. This is a big 
problem and we are not going to rmake a big improvement with puny 
efforts. We must conserve those neighborhoods that can be saved 
and rebuild the slum areas. 


(2) Local public agency letter 91 should be rescinded immediately, 
And I ought to file that letter right now. We will offer it as soon as 
I finish here. 

Senator SparKMAN. We will be very glad to include the letter in 
the record. 

Mayor West. Thank you. 

(The letter referred to follows :) 


HovusING AND HOME FINANCE AGENCY, 
URBAN RENEWAL ADMINISTRATION, 
Washington, D. C., March 6, 1957. 


LocaL Puslic AGENCY LETTER No. 91 (SUPERSEDES No. 88) 


Subject : Use of capital grant authority. 

Since the issuance of local public agency letter No. 88, further review and 
clarification of the status of available title I capital grant authority has oe- 
curred. Consequently, local public agency letter No. 88 is canceled, and this 
letter outlines a revised system for the use of title I capital grant authority. 


SYSTEM FOR USE OF CAPITAL GRANT AUTHORITY 


Scope of system 


The system applies to all documents that propose the establishment or increase 
of a capital grant reservation. It also applies to applications for loan and grant 
(Pts. I and IIL) that propose a capital grant contract amount larger than the 
existing capital grant reservation and to requests for increases in capital grants 
under contracts already executed. With regard to all these, the system applies 
to documents now being processed by HHF A, regardless of when filed, and until 
further notice to future submissions. 


Administration of system 


The following policies will govern the administration of the system: 

(1) Available capital grant authority will be used for the following three 
purposes only: 

(Nore.—The order in which the purposes are listed is not significant.) 

(a) Increase of existing capital grant contract amounts. 

(b) Increases of capital grant reservations at time of submission 
of application for loan and grant, part I and part IT. 

(c) Establishment of reservations for projects in disaster areas. 

(2) The available capital grant authority will be allotted for these 
three purposes in an order based on the date of receipt (i. e., the date on 
which the HHFA regional office receives in substantially complete form the 
document requesting the establishment or increase of a capital grant res- 
ervation or contract amount). 

(3) Proposals to establish or increase capital grant reservations or con- 
tract amounts for these three purposes will be stringently reviewed by HHFA 
for necessity, timing, and amount. Favorable action will be taken only on 
those that are absolutely essential to the development of a sound project and 
only after a determination by HHFA that the projects cannot be tailored 
to the existing capital grant amount through a change in the project bounda- 
ries, a change in the redevelopment or urban renewal plan, or through some 
other method. 

(4) Until such time as additional capital grant authority may become 
available, HHFA will defer considering the establishment or increase of 
capital grant reservations proposed by: 

(a) Survey and planning, applications other than for disaster area 
projects. 

(b) Documents during the planning stage prior to submission of the 
application for loan and grant. 
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At such time as additional authority may become available, it may still 
be necessary to use the authority on the basis of a system that considers 
date of receipt in establishing the order of approving reservations. More- 
over, preference may be given to applications from localities for their first 
urban renewal project. 


REVIEW OF SURVEY AND PLANNING APPLICATIONS 


In reviewing survey and planning applications for approval at such time as 
additional capital grant authority may be available, HHFA will be guided by 
the policies outlined below. For the most part, these policies are not new; 
however, special attention is called to the following criteria at this time: 

(1) HHEFA will take favorable action only if it considers that the project 
has a reasonable expectancy of timely completion and is free of major 
factors that might preclude ‘the deve lopment of a feasible project. 

(2) Applications from localities that already have a number of title I 
projects will be reviewed with special emphasis on such factors as the 
financial capacity of the locality, its resources for relocating occupants of 
project sites, the capacity of its staff organization for carrying out the 
proposed additional project, and the capacity of the local market to absorb 
land for the contemplated uses. 

(3) In reviewing applications that propose large urban renewal areas, 
HHFA will recommend to the localities that the area should be reduced in 
size or divided into more than one project where a sound initial project 
will result. 

RECOVERY OF FUNDS 
Termination 

Efforts will be made to recover, whenever possible, capital grant authority 
that is no longer needed. For example, for several projects hope of reactivation 
has been abandoned and termination has been scheduled ; in these cases, the pend- 
ing termination actions will be accelerated. HHFA will try to retain projects 
for which reactivation in the immediate future may still be possible. 

Reduction of reservation 

Further recovery should result whenever it is apparent that the existing grant 
reservation or contract amount is not required in its entirety. Local public 
agencies are requested to review existing project reservations and capital grant 
contract amounts, and, whenever these are not needed in their entirety, recom- 
mend to the HHFA regional office that they be reduced. 

R. L. STErNer, 
Acting Urban Renewal Commissioner. 


Mayor West. This March 6 communication from the Acting Urban 
Renewal Commissioner to all the municipalities orders a drastic cut 
in new project authorizations and all but precludes sound slum elimi- 
nation programs. It instructs that henceforth those few new projects 
which are to be approved shall be “reduced in size or divided.” This 
piecemeal approach will only serve to generate more Federal paper 
work. It won’t eliminate slums. 

Senator Gore. Mr. Chairman, could I ask a question there? 

Senator SPARKMAN. Senator Gore, let me say this. We started out 
with the idea of having the three mayors present their papers and 
then we would ask questions. However, if your time is limited and 
if you have to leave, we will be very glad to break that rule. 

Senator Gore. As the chairman knows, I am chairman of another 
subcommittee holding a hearing. 

Senator SpaRKMAN. You go right ahead, then. 

Senator Gore. Mayor, I w vanted to ask if the capital redevelopment 
plan which you have successfully inaugurated in Nashville could have 
possibly been brought about under this order No. 91. 

Mayor West. No, sir. 
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Senator Gore. In other words, the program had to be envisioned 
in its total outlay and planned and submitted and considered and 
approved. 

Mayor West. That is right. 

Senator Gore. Even though segments of it could be constructed, 
acquired, it was necessary to ) consider the program as a whole, as an 
integral project, in order to make the project practical and feasible. 

Mayor West. That is exactly correct. And this Letter 91 merely 
suggests a piecemeal approach ‘to any such project in the future. 

Senator Gore. I mention this, Mr. Chairman, because the mayor has 
taken the leadership in bringing about one of the most beautiful urban 
renewal and reclamation projects in the Nation at Nashville, Tenn. 
It is something of which the people are proud. It has greatly en- 
hanced the values, the community utility, and the beauty of the State 
Capitol and the capital city. 

Mr. Mayor, if that be true of the capital redevelopment plan at 
Nashville, would you, as president of the Municipal Association, say 
that it would be true of similar comprehensive urban redevelopment 
plans in other cities? 

Mayor West. Yes, sir; it certainly would—not only other cities, 
but we have another one we are beginning, the second largest in the 
country, 2,200 acres, in East Nashv ille, that we have spent a year and 
a half getting ready for, that we are just beginning to start on. It 
will just kill that program. 

Senator Gore. It is your point, then, I take it, Mr. Mayor, that under 
this order the urban renewal and redevelopment program must vir- 
tually stop. 

Mayor West. That is right. 

Senator Gore. Thank you, Mr. Chairman. 

Senator SparKMAN. Thank you. 

Mr. West. Senator, it just represents a complete change in the whole 
thinking and philosophy and the whole program. That is the reason 
we are all so concerned about. it. It is not just merely a simple cut. 
The President of the United States said that we needed $250 million 
for each of the next 2 years, and then Mr. Cole comes in and says that 
$175 million is all that is needed, as against $500 million that the 
President said. Then you take the letter, this Public Agency Letter 
91, and try to read the meaning behind it. And you see that there is 
a complete change in the whole philosophy of the urban renewal 
program. 

Senator Sparkman. Mayor West, I hope you will keep in mind 
that Mr. Cole was speaking from instructions. So do not think that 
it represents a change down the line. It represents a change at the 
top. 

Mayor West. Senator, we certainly take it that way. We feel 
there are many folks over there in that agency that are sincerely 
interested in this program. 

Senator Crarx. Mr. Chairman, I think we should also kee “p in mind 
that Mr. Cole led this subcommittee to believe that $175 million would 
be adequate. 

Senator Sparkman. I doubt that he led us to that belief. Perhaps 
he attempted to do so. 
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Senator Crark. I would agree with the chairman. I have just 
been rereading his testimony and that of Mr. Steiner. 

Mayor West. At this time it might be interesting to note that Mr. 
Cole was the chairman of the P resident’s Special Advisory Committee 
back in 1953, and a look at the report that Mr. Cole filed then would 
be illuminating to the committee. 

(3) Federal participation in urban renewal projects should be 
increased from the present two-thirds to four-fifths of the net cost. 
The reason for this is simple. We are running out of local money. 
As long as Federal and State taxes are at their present level, we don’t 
know where we are going to get any more, either. 

That is the feeling of the mayors of the country. A resolution con- 
taining that thought was adopted at our annual meeting in December, 
in St. Louis. 

(4) Authorizations for public housing should be maintained at an 
adequate level. The various programs of the Housing Act are inter- 
related. They fit together into a whole. We cannot proceed to clear 
slums unless we have an adequate amount of low-cost housing to 
accommodate those who are displaced by renewal projects and who 

cannot afford decent shelter. Low-cost housing is even more im- 
portant in view of new Federal-aid highway legislation. It has been 
estimated that in the next 13 years, up to 1 million acres of land will 
have to be cleared in urban areas to make way for new roads. Natu- 
rally we are going to try to route these highways through the slum 
areas and this is going to increase the demand for low-cost housing 
for the displaced. 

(5) The community facilities programs should be maintained at an 
effective level. Smaller cities and towns are turning increasingly to 
the program of advances for public works planning to help them 
provide the schools and other facilities which they so urgently need. 
In this tight money period, the community fac ‘ilities loan program 
is prov iding needed financing for facilities that could not be otherwise 
provided. Many communities are also receiving valuable benefits 
from the urban planning assistance program. The combined cost of 
all three of these measures is small or even insignificant in relation 
to their value to municipalities. 

Tremendous forces are at work in our cities. Impatience with slums 
and blight is everywhere. Individuals and groups are demanding 
action. Our cities must be built into the healthy, attractive places 
we know they can be. We mayors want to meet this challenge, but we 
cannot do it alone. 

This is a national problem, too, and the National Government must 
respond. We have a golden opportunity to act, and we must act. As 
a Nation of plenty in times of comparative peace, when will we have 
a better chance ? 

Gentlemen, I will be glad to answer any questions. 

Senator SparkMAN. | think we will wait until the two other mayors 
have had their say. You just keep your seat and pass the microphone 


to Mayor Mead. 
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STATEMENT OF DONALD H. MEAD, MAYOR, SYRACUSE, N. Y., REPRE- 
SENTING AMERICAN MUNICIPAL ASSOCIATION 


Mayor Mrap. Mr. Chairman, members of the subcommittee, let me 
say at the outset I am delighted to have this opportunity to appear 
with several of my colleagues in representing the American Municipal 
Association, and we are indeed grateful for this opportunity you are 
giving us here today. 

I think that Mayor West has presented a perfectly fine statement 
on this entire subject, and having read Mayor Dilworth’s statement, 
I am certain that he is going to touch on practically all of the aspects 
of this proposed legislation. 

I would like to tell you this morning, however, the story of our city, 
which is a typical American city, and point out to you some of the 
history of urban renewal in our community. And since I am going 
to attempt to tell you a specific story, I expect to adhere rather ¢ losely 
to my preps ared statement. 

The city of Syracuse feels that it has a vital stake in the continuation 
and expansion of the program of Federal aid for urban renewal. [| 
would like to outline for you the situation in my community. Perhaps 
this recital will point out some of the implications which curtailment 
of capital grant funds at the Federal level holds for those of us who 
must plan and act at the local level. It is here—in the last analysis— 
that the program will succeed or fail. 

Most cities have an area which is generally recognized as the hard 
core or worst slum in the community. Syracuse is no exception. As 
in most communities of its age and size, the cancerous ring around all 
or part of the central business area has grown larger and larger, 
affecting many of the adjoining residential neighborhoods. 

We have made preparations to launch a full-scale attack on this 
area. At the same time, we shall be developing varying types of 
treatment for other neighborhoods having lesser problems of blight 
and decay. We feel that our Near East Side area holds the key to 
success or failure of the entire urban-renewal “Siren In Syracuse. 

Let me go back for a moment to the early days of the program. 
Shortly after the Housing Act of 1949 became law, our community 
applied for a capital-grant reservation for slum clearance. We had 
built public housing, some of it in the Near East Side area to which I 
referred above. 

This housing, however, repl: aced only a small portion of the seri- 
ously substandard areas, and Syracuse turned to the new Federal pro- 
gram for assistance. When I took office in 1954, the project was 
almest dormant. Our slums were growing unchecked. According to 
the 1950 census, we had over 14,000 dwelling units which were strue- 
turally substandard in varying degrees. Thousands of others were 
substandard by reason of overcrowding, mixed uses, or other environ- 
mental hazards. 

One of my first acts was to appoint a strong citizen’s committee to 
advise us in tackling the problem. West renot hened oul code enforce 
ment program—doubling our enforcement staff and budget. We 
moved in at once on the worst hazards. Then we began a systematic, 
block-by-block inspection of our principal problem area. 
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Through this program, we have brought approximately 1,500 dwell- 
ing units up to minimum standards, and have razed about 275 that 
were unfit for human occupancy. 

We realized from the Scelivalien however, that code enforcement 
alone could not do the job. A far more comprehensive approach was 
needed. 

A year ago, there was still no evidence of substantial progress on 
our title I slum-clearance and redevelopment project. I decided that 
time had about run out. 

We concluded that the work of urban renewal should be handled 
by a special unit of my office, staffed by technicians trained in the field. 
With the active cooperation of the common council, and the backing 
of many of our community leaders, we created an office of urban re- 
newal in our executive department, with its own budget. 

This was not set up as a temporary, short-range operation: we 
assumed that the intent of the Congress was to recognize this as a 
long-range, on-going job. We amended our charter to establish urban 
renewal as a permanent new function of our municipal government. 
Our long-range capital improvement committee recognized urban re- 
newal as one of the city’s major long-term programs. 

We did not stop there. Realizing the problems of interweaving a 
new function into the cloth of local government, we followed the lead 
of Baltimore and other cities, and set up a study board of nationally 
known experts to survey the administrative organization of our 
city, especially with regard to our planning, urban renewal, code en- 
forcement, and housing agencies. Headed by Mr. Walter Blucher, 
this board will make its report to us shortly. We anticipate that its 
recommendations will be carried out to the fullest. possible extent. 
We are setting the stage for a long-range campaign, and we want a 
solid foundation on whie th to operate. 

In our new agency’s first year of existence, our long-delayed old- 
law pilot project has ben brought to the doorstep of realization. As 
I speak here today, the first bricks are about to fall. We are starting 
demolition at last. 

The pilot project, incidentally, has meant just that to us—a small- 
scale operation to test the soundness of the program, to familiarize our- 
selves with the requirements and procedures involved, and to provide 
the basis for a long-range attack on our community’s problem areas. 

While this project has been moving toward completion, the ground- 
work has been laid for the clearance of 80 acres of the city’s worst 
blighted area. An application for a planning advance for this proj- 
ect has been prepared, and will be submitted to the regional office of 
the Urban Renewal Administration as soon as it has been approved 
by our common council. This will be Syracuse’s first application for 
funds under the 1954 act. We now understand that the contemplated 
reduction in Federal funds for this purpose imperils this project. 

Let me give you the reasons why we feel that the project must 
be carried out. 

First—and perhaps most important—the public is ready for it. 

Numerous problems will go hand in hand with relocation of twelve 
hundred families and scores of businesses, and the rebuilding of a 
large part of our downtown area. Yet I believe there are few Syra- 
cusans who would not be willing to contribute, in one way or another, 
to the success of this operation. 
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Second, delay will be costly to us, and to the Federal Government. 

Bisecting the project area will be a link of the projected Penn-Can 
Highway, an interstate expressway. It is programed for construction 
at about ‘the time we expect to be acquiring I: ind for our urban renewal 
project. We know from our initial experience, from our pilot project, 
what happens to land values when new facilities improve adjacent 
areas. While this project was limping through its slow-motion his- 
tory, a new State office building was erec ted across the street. The 
time required to process the pilot project is likely to cost us heavily, 
regardless of whether local factors or Federal procedures were to 
blame. 

Land costs along the right-of-way of the new expressway will rise 
rapidly, if it is constructed too far in advance of project land acqui- 
sition. The members of this committee are well aware of this pattern, 
The rise in values along expressways is already well documented. 

The net result of delay in the urban renewal program is likely to 
be this: The very highway program into which Congress is pouring 
billions of Federal funds will inflate urban renewal costs in city after 
city. The Federal Government and the cities together are likely to 
pay staggering sums for this postponement. W hether from Federal 
or local funds, it is all the public’s money. We cannot let this happen. 

Third, rebuilding is in the air of our community. 

Syracuse has undergone a period of unprecedented expansion and 
is now consolidating its gains. We needa new civic center. We need 
community hospitals. We need improved streets, new playgrounds. 
The logical sites for many of these new facilities are in portions of 
the project we are now planning, while other portions will be devoted 
to new housing for many of the families of various income groups 
now living in the area. 

The possibility that Federal aid may not be forthcoming will delay 
and discourage our community in its plans for rebuilding. It. will 
seriously jeopardize the future development of our metropolitan area. 

Are we to be penalized for our pilot project? Shall we lay aside 
our plans for the organization of a permanent Citizens’ Council for 
Urban Renewal? Will the opportunities for sound reuse planning 
of the areas adjacent to the new highways be lost to us? 

What Syracuse will, be asking from the Federal Government for 
urban renewal is but a small fraction of the cost of the new arterials 
and expressways that are proposed within the city limits with Federal 
funds financing 90 percent of the cost. We recognize the need for 
safe and adequate highways between the country’s metropolitan cen- 
ters; and we applaud ‘the Congress for setting this program in motion. 
Yet we must point to the far bigger problem of strengthening our 
urban economy, as well as providing better places to live for the people 
within our cities. 

Some advocates of reduction of the urban renewal program may 
argue that the relocation problem created by the building of high- 
ways through the cities will warrant slowing ‘down on urban renewal. 
This is a mistake. Congress, in drafting the Housing Act of 1954, 
wisely provided special “devices to encourage the provision of pri- 

vately financed relocation housing. Such “housing must be made 
available not only to families displaced by slum clearance and code 
enforcement, but as the result of governmental, action of any kind. 

The highway legislation, on the other hand, makes no provision for 
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rehousing of the thousands of families which will be uprooted when 
these expressways bulldoze their way through aeat populated 
urban areas. 

Unless a community can establish its eligibility for relocation hous- 
ing under an urban renewal program, the highway displacees which 
cannot be squeezed into existing public housing will present an almost 
hopeless problem. 

urthermore, unless the rehabilitation and conservation measures 
contemplated by the urban renewal program are put into effect, the 
wave of migration resulting from highway construction and other 
governmental action will breed new slums. 

Even assuming the urban renewal program is continued on its 
present scale, there is manifold evidence that the devices which Con- 
gress has provided for rehabilitation and relocation housing must be 
stil], further liberalized before they will serve the purposes for which 
they were intended. I refer, of course, to sections 220 and 221 of the 
1954 act. This is still one of the most serious bottlenecks of the urban 
renewal program. The highway program will accentuate the need 
for making them effective. 

It may be timely here to point out a further concern to those of us 
in upstate New York. We share our State with the Nation’s largest 
city. Because of this, we are seriously affected by the statutory lim- 
itation on capital-grant funds allocated to any one State. 

It is not that we » deery New York City’s vast program. We have 
nothing but respect for the important work they are doing, and the 
immense job they still have ahead of them. The records show that, 
of the $109 million of capital grant reservations allocated to New 
York State, $92 million went to ‘New York ( City, and we are alarmed 
at the comparison. We have polled the communities outside New 
York City, and we know they are planning projects which will need 
an additional $24 million in capital-grant reservations. A proportion- 
ate increase in New York City’s projects will bring New York State 
far beyond the present limitations on capital-grant authorizations. 

Syracuse has a long road ahead. Not only must we clear areas of 
slums, but we must utilize rehabilitation and conservation if we are 
to restore and preserve our neighborhoods, as good places in which 
to live. We know that this goal cannot be realized overnight. We 
know also that we cannot do it alone. 

The 1953 Report of the President’s Advisory Committee on Gov- 
ernment Housing Policies and Programs pointed again and again 
to the economic plight of the Nation’s cities. It reaffirmed the basic 
reasoning behind title I of the 1949 act, that Federal aid was essential 
if this proble m was to be solved. That need has not diminished. 
Indeed, it has increased, with our growing realization at the com- 
munity level that here, finally, is the way to total elimination of our 
slums. 

To tear this weapon from our grasp would be the ultimate in “false” 
economy on a nation: al SCé ale. 

Thank you, gentlemen. 

Senator SparKMAN. Thank you, Mayor Mead. 

Next, Mayor Dilworth. We are glad to have you with us. 
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STATEMENT OF RICHARDSON DILWORTH, MAYOR, PHILADELPHIA, 
PA., REPRESENTING AMERICAN MUNICIPAL ASSOCIATION 


Mayor Dirworrn. Thank you, sir. 

Mayor West and Mayor Mead very certainly covered the general 
subject beautifully. What I would like to stress is something they 
both brought up, namely, we never can accomplish what is necessary 
in urban redevelopment by this piecemeal approach. It has to be the 
total approach, the approach that was contemplated in the act of 
1954 when that additional $400 million was appropriated ; and I think 
possibly we can best show that by taking, as Mayor Mead has, the 
example of what happens to a large city. 

Philadelphia is a city of two-million-one-hundred-and-some-odd- 
thousand people. It is the center of an urban area of a little over 
4 million persons. Now, what has been the effect on these cities? 
I think it is also well to stress again that one-hundred-and-seventy- 
odd urban areas now have 65 percent of the population of the Nation 
and that since World War If with the increase of some 15 million 
in the Nation’s population, 95 percent of that increase has centered 
itself in these urban communities, and, of course, the problems that 
it has created are tremendous. 

Take an old city like Philadelphia, a city of over 2 million persons, 
We have now awakened to the fact that many of our industrial estab- 
lishments are no longer satisfactory for modern manufacturing— 
these loft buildings, 4- and 5-story buildings in which small manu- 
facturing went on—and there is no city that has a greater amount 
of manufacture or more diversified manufacture than Philadelphia. 
Yet we can no longer attract industry into those buildings. 

In our old city, of course, we now have 70,000 slum units oce upied 
by about 300,000 persons, and we really mean slums, that is, buildings 
that are unfit for human habitation. 

To rehabilitate our city and put it in the state where it can operate 
efliciently is our problem, and, again, I think we have to emphasize this, 
that we have in that great urban community over 30 percent of the 
population of the State, over 35 percent of the State’s taxable wealth. 
We produce over 35 percent of the manufactured goods that come 
out of the State’s production. So that it is an enormous spot which 
certainly requires a great deal of thought from the Federal Govern- 
ment. Just our defense manufacturing alone reaches into the billions 
a year, 

‘Now, what are we faced with? We are faced with a road program 
over the next 10 years, if we are to survive as an urban community, 
that is going to have to involve $1,200 million in expenditure s. 

These are not just the figures of so-called long hairs. These are the 
figures compiled by the responsible business community in the city of 
Philadelphia, 

Of course, we will get tremendous aid in that program, both from 
the State and the national governments. 

We also have to spend about $600 million in the next 10 to 12 years 
on our mass transportation system. 

It is now perfectly app: vrent in our |: arge communities that we can- 
not solve the problem by just more highways. It simply diverts more 
people from mass transportation to the highways; it simply makes the 
problem worse. 
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In a community the size of this, 80 to 85 percent of our people come 
in by mass transportation. We are losing many millions every year 
because of the decline of our mass transporation, and that has to be 
tremendously stepped up and improved. In addition to that, it will 
cost approximately $600 million to clear up our slum condition, and 
it will cost us about half a million dollars over a period of 10 years 
for our industrial renewal problem. 

Do the cities have the means of taking care of this themselves and 
are they doing the best that they know how? In the city of Phila- 
delphia, first under the administration of Senator Clark and then my- 
self, in the past 5 years we have increased our taxes by 35 percent, 
largely to meet this very problem. We are pouring into the problem 
that. faces us all the resources that are available to us. But again, I 
think it is important to point out that over a period of 35 years, where- 
as 35 years ago 75 percent of the taxes that were collected went directly 
to the cities and the States, tod: ay the National Government is taking 
that 75 percent, and the cities and the States are only getting 25 per- 
cent. And our tax resources are extremely limited. So that it is almost 
impossible for the cities to tackle this themselves. 

In addition, you have the further problem that the wonderful 
highway systems, better mass transportation, takes your younger 
people of rising incomes out into our suburbs, and those arbitrary geo- 
graphical lines are c ausing great penalties in all our urban areas. Since 
the war there has been a very material increase in the average income 
of people living in our total urban area of some 4 million people, 
yet the average income of those living within the city has very sharply 
dropped, and of course the result is it is that much more difficult to 
collect taxes from those persons. 

Following the act of 1954, what did we do? We mae planned, as 
it was intended to be planned, a total approach. We also mobilized 
all of industry. There has been formed a nonprofit corporation of 
all the substantial business interests who have paid in $2 million to 
help on their end in this total program. There are such diversified 
things as the great food distribution center. Ours was completely out 
of date. A combination partnership of city and business is moving 
into a new food distribution center, if this program continues, of 
course, which will be one of the great food distribution centers of the 
vast coast and will benefit the entire State of Pennsylvania. 

We have a tremendous program with the aid of the Federal Govern- 
ment and the State Government for the redevelopment of the entire 
Independence Hall area. That, in turn, has made it possible to bring 
private capital in to redevelop all those old residential areas there. 
So we expect to have a whole half-mile square area completely rede- 
veloped down there. 

Our hospitals, and they are among the greatest in the U ca States, 
need a tremendous amount of work and expansion. If this program 
can go through, we can make it possible for them to go into the proper 
expansion that they need. 

The same thing is true of our great universities, like the University 
of Pennsylvania, the Technical College, Drexel Institute, and Temple. 
Those plans are all in. They are going out and raising their private 
funds for it. 

We also have plans under this where we can get rid of most of our 
old out-of-date manufacturing establishments, these 4- and 5-story 
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buildings, where people will no longer go to manufacture, and get land 
set aside whereby we can have desirable industrial land. We are pres- 
ently spending well over a million dollars a year to make available 
sites along the Delaware River where manufacturing can move in and 
move in in modern circumstances. So we are attacking the problem 
from the basis of the whole city. 

The Pennsylvania Railroad, for example, has become extremely 
civic minded and has poured in $10 million of its own money for the 
complete redevelopment of Penn Center, with considerable help from 
the city, and some from the State, as part of this redevelopment plan, 

So if this is not all brought to a grinding halt, we will be able to 
develop one of the finest center city areas in the country. 

Somebody said the total program to clean up our city runs liter ally 
into a figure of over $3 billion. How can we do it?’ The am: izing 
part. as both the other mayors have pointed out, is that once it is appar- 
ent that the Federal Government is conscious of our plans, we will at 
least go into the pump-priming stage. After all, in our city we have 
been only getting $5 million ayear. We are not complaining about 
that. But it is not any vast sum toward the total sum. In other 
words, we have been getting $5 million a year from the Federal Gov- 
ernment which has been the pump primer for the total program of over 

$3 billion. The amazing thing is that you put in 5 percent of Federal] 
money, and it is perfectly astonishing the amount of private capital 
money and investment that brings in. For example, our hotels are 
committed to an improvement program in their hotel structures of over 
$12 million in the next 5 years. Our department stores are committed 
to an improvement program of $120 million in the next 10 years, if 
we can get this whole program moving. 

So that is what it means to a city of our size. I think it means 
a tremendous amount to the Nation. Because if we are producing, as 
we are today. in Philadelphia—and I want to stress the industrial 
end, too—35 percent of everything produced in the State of Pennsyl- 
vania is in that area—it is mighty important to the Nation as a 
whole that that be preserved. If we do not have proper conditions 
in which to live, proper conditions of transportation, if we do not have 
the proper area for our manufacturing—as Mr. Cole himself said, 
I believe. a year and a half ago, cities like Philadelphia, particularly 
those older cities like Philadelphia, Baltimore, Boston, and New 
York can come very close to being ghost towns. 

Now, if I might discuss just some legislative suggestions before 
closing. 

We think it is vitally important that there be authorizations for 
fairly continuous periods, like a 5-year period, so that we can make 
an overall plan and an overall attack, and a plan which will bring 
our great industries into that plan. As I say, our hotel industry, our 
great department stores, our industries and all those, are pitching in 
now, including our great Pennsylvania Railroad, to a perfectly 
amazing degree. But they are doing that with reliance on the fact 
that the Federal Government is going to continue this plan and is 
going to continue it as a whole, and not just piecemeal. 

We also believe that the Federal Government should commit itself 
to a project without reserving from existing authorizations the entire 
amount of funds anticipated to be needed for any specific project. 
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For instance, today there is a total of $900 million which goes back as 
far as 1949, and yet only $250 million of that is being spent out of that 
total of $900 million. 

We also believe that on such arrangements it would ease the limiting 
effect which the authorization of a set sum to be available at a given 
time has on long-term preparations for a series of projects. 

Another factor which operates as a drag on the attempt to really 
meet this whole problem head on, and as a whole, is because the limited 
nature of local resources is well known. So long as the localities 
are required to put up one-third—I again want to stress the tremen- 
dous limitation on the taxing power of the cities. I want to stress 
the fact that we in Philadelphia have increased our taxes in 5 years 
by 35 percent to try to meet this. But our taxables are suffering, 
because, as I have said, whereas the mean income of our 4 million 
population urban area has increased considerably in the past 10 to 
12 years, the mean income of Philadelphia has decreased consistently 
in the same period. So that it is vitally important that the physical 
condition of our cities, both as to homes, as to shops, our entertainment 
centers, our office centers, and our industrial centers be pulled up. 

We are receiving at the present time $1.5 million out of the State 
toward these programs. I am perfectly willing to admit, I think 
we all have to, that Pennsylvania has been very backward. As the 
second richest State in the Nation, it has certainly set a very poor 
example in that respect. But we are getting far more sympathetic 
consideration now to our needs than we ever have before. 

I am stressing both of these things because I know there is naturally 
the feeling on the part of Federal legislators that the cities and the 
States have to strain their resources to the utmost if the Federal Gov- 
ernment is to be asked to come in. But we do believe very strongly, 
and this was the unanimous position in the AMA, and not just a money- 
grabbing position—I know Mayor West remembers the very long 
debate that we had on it—that the matching funds, instead of being 
2 to 1 certainly should be in a ratio of 4 to 1 if this is to be accom- 
plished ; namely, the saving and the health and the rehabilitation of 
where 65 percent of our people live today, and where 75 percent of 
our goods are produced, in these one-seventy-odd urban communities. 

We would like also to have, as Mayor Mead stressed, a flexibility as 
to the proportion of total funds allocated to any one State—I think 
that is in States like New York, Pennsylvania, States that do have 
enormous urban populations. 

In addition to revising the national-fund ratio, the rate of progress 
on the programs could be stepped up tremendously, we think, by a 
revision of the regulations regarding what city improvements can be 
included as part of local contributions for projects. We believe that it 
is reasonable and fair to permit inclusion of recent improvements 
which actually do contribute to the project area. Second, that funds 
spent on such self-supporting facilities—and the city itself, of course, 
runs its water and sewer program and also the gas works—that we 
should be allowed to have credit for such items as those. And finally, 
that such improvements made to airports and ports, which tremen- 
dously benefit the project, should be raised above the 10-percent cutoff. 

Before leaving this general field, we have another proposal, and 
that relates again to the ratio of Federal to local funds, but aims at a 
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different problem than the one that I have just been discussing. This 
proposal is designed primarily to permit cities to finance the planning 
stage of renew al projects themselves, and then make up the difference 
by recovering a larger portion of the project costs from the Federal 
Government. 

At the present time, it takes anywhere from 3 to almost 4 years from 
the time you start work on a project until the dirt actually begins to 
fly. We think if we were permitted to do this, that it would be a 
tremendous help, and the cities are willing to undertake it. We have 
in the past year-and-a-half, in contempl: tion of this enormous center 
city development, been talking about spending $750,000 of our own 
city money on working out plans for an age 10-year plan for the 
improvement and redevelopment of our area. 

We also believe that there should be a saa in the present regula- 
tion that 55 percent of any redevelopment area has to be residential, 
We would like to give you one specific example on that. We have an 
enormous area of almost 2,500 acres known as the Eastwick area, which 
is right near our great International Airport and also fronts on the 
Delaware River. It has been wasteland for years. That project has 
actually been approved and will start. But we had to cut down more 
and more on the industrial end of it. We originally wanted to have 
1,500 to 1,600 acres of that industrial. But under this proportion, we 
have had to cut it down to about 750 acres. That is a very serious situ- 
ation for a city such as Philadelphia. We do not have the advantage 
that capital cities do in other States, where they great businesses are 
located and they get many taxes from them, right in those cities. We 
derive our real tax money from our industrial areas. As I say, I think 
we have the most diversified amount of industries, the largest number 
of manufacturing industries of any city over a million population in 
the country. New York, of course, is the great headquarters for cor- 
porations and derives a tremendous tax income from that. We have 
to rely for our taxes very largely on industries, and we draw in two 
ways from that—our tax on their gross receipts, which is the only one 
we are allowed to levy, and our tax on wages, which is the only income 
tax that we are allowed to levy. 

As regards public housing, we just did want to speak briefly on 
that. There again, we think it is extremely important to have at 
least a 2-year authorization, so we can plan on that. And as Mayor 
Mead pointed out—for instance, we are building now this $200 million 
Delaware expressway that is going right through the heart of our 
city up into a northern suburban county, which is necessarily dislodg- 
ing tens of thousands of people and almost a thousand small indus- 
tries, which all have to be relocated, and the people have to be re- 
located. So we are in great need of our continued public-housing 
program. 

We believe very strongly that the present statutory limitation of 
$2,500 cost per room must be revised upward. Costs have increased 
40 percent since that legislation went into effect, and in a city like 
Philadelphia it means that today we can only put public housing up 
on vacant land, and that just is not good, and it does not come any- 
where near solving the problems of a great city. 

We also believe that money should be more easily available for 
neighborhood-improvement programs. In other words, the way we 
like to attack a thing now is to bring in very small units of public 
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housing, get that to encourage neighborhood improvements, back that 
up with our enforcement of our new building code and sanitary laws 
and health laws, and then also bring in the cooperative groups, with 
help from the banks and the community groups. That is very difficult 
to do under the present regulations. But it is certainly much the best 
attack, particularly in older cities. 

Finally, I would like to throw this in because it is important. Here 
we are a center of 4 million people, yet w ., : ave never had a regional 
office there since the end of World War It keeps skipping us. 
They send it up to New York. Then we were told it was coming back 
to Philadelphia, but they forgot to get off the train and went right on 
through to Washington. Today we are in that situation of a com- 
munity of over 4 million persons, and we have to come down to Wash- 
ington. There is no regional office in our area. It makes it very 
difficult to get sympathe tie unders tanding for our r problems. 

Finally, the minority groups. We believe that the present pro- 
grams, while they sound fine, while somebody is listening to them, 
have been completely ineffective. We do believe that the only way 
we are going to be able to take care of minority groups, the : aged, all 
of those types that need a tremendous amount of help in this respect, 
is by direct loans from the Government. We just do not think that 
any of these other things work. We are particularly in favor of the 
bill that Senator Clark and six Eee have entered in this field. 

We have a number of other thing here, but I have taken more than 
my time. I understand this statement will be filed, and I think I 
should close right now. 

Thank you very much. 


The Prestporne Orricer. It will be printed in the record in full. 
Thank you very much. 
(The complete statement referred to follows :) 


STATEMENT OF RICHARDSON DILWORTH, MAYOr, PHILADELPHIA, PA., REPRESENTING 
THE AMERICAN MUNICIPAL ASSOCIATION 


Mr. Chairman and other members of the subcommittee, I wish to say at once 
that I consider this opportunity to appear before you to be one of the most crucial 
that has come my way in a long while. ‘“Crucial”—because the cities across the 
Nation have suddenly been confronted with the possibility of a setback which 
could affect the pattern of our people’s lives for generations to come. “Crucial”’— 
because I speak to you not only for Philadelphia but for those other cities as 
well. 

The American Municipal Association joint together 46 State leagues of munici- 
palities, taking in 80 to 90 percent of our urban population. I speak on behalf 
of the association today. So do the mayors of two other important cities. The 
AMA has not lightly asked that you listen to three spokesmen for it. Somehow, 
between us, we must convey to you the urgency of this present situation. 

I refer, of course, to the administration’s proposal to cut back the Nation’s 
progress toward renewal of its cities—a proposal made in the name of economy 
but one which is among the most crass examples of false economy I have ever 
encountered. 

Let me remind you, briefly, of where we stand on urban renewal. In the 
thirties Congress gave recognition to the national need to replace bad houses 
with good and to the importance of the market for homes in the economy as a 
whole. In the forties, Congress recognized the need for tearing down slums as 
such and for expanding vastly the supply of new private housing. In the early 
fifties, after 20 years of trying to solve the housing problem by tearing down old 
houses and building new ones, we found our cities to be in worse shape than 
ever. We had not even kept pace with the spread of blight. 

We might not have solved the problem, but we had at least accumulated some 
experience to guide us. Congress used that experience in 1954 to label the 
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problem correctly as a problem not of individual houses but of cities as a whole; 
to move toward pulling together all the Federal aids; and to insist that cities, too, 
attack the problem as a whole. A half a billion dollars had originally been 
authorized for the old piecemeal approach. Another $400 million was added to 
make possible a start on the new. 

City after city has responded to this new approach—forced by their increas- 
ingly serious circumstances, as well as drawn by the Federal incentives, to 
accept the need for a total renewal effort. They have surveyed their overall 
problems, reviewed all available experience. They have assessed their resources, 
worked out arrangements for putting these resources together effectively, stepped 
up the rate of their financial commitment to the maximum level possible. 

And they have begun to believe that the problem of blight can be licked. This 
is perhaps the most important of all the products of the new approach. No longer 
are the cities planning a patch of work here, a piece of activity there. They have 
begun to plan a continuing program providing a sure reprieve from decay within 
the foreseeable future. 

One who views all this preparatory work cannot help but realize that we have, 
at this moment, reached the action stage as never before. Merely to review 
the record on commitment of the Federal funds is to see this at once. 

The first $500 million for redevelopment was authorized in 1949. It took 
6 years for these funds to be fully committed. The next $400 million was made 
available in 1955. In less than 2 years they have almost all been allocated. 

On the face of it, now would seem the time when a major increase in the 
Federal authorization is called for. The time is ripe to strike a body blow at 
blight, which has until now won all rounds. To do so would be to give some hope 
that we can roll it back and some day taper off expenditures for its elimina- 
tion. To fail to do so would be to insure its spread and the need for endless, 
cumulatively greater costs over the years. 

Yet, at this of all times, it is proposed to cut the program back. S. 1609 would 
authorize only $175 million. It would not even make the funds available at once. 
The effect of such an authorization would be to waste the vast effort made in 
good faith that Congress meant—and would support—what it said about a total 
program. If this provision is approved, a continuous programed attack on 
blight will be impossible and, in a short period, progress toward urban renewal 
will once more grind to a halt. 

I should like to illustrate what this means by describing our situation in 
Philadelphia. 

PHILADELPHIA’S RENEWAL PROGRAM 


Accepting wholeheartedly the necessity for a total approach, we in Philadel- 
phia have taken time out to measure our problem and work out a well-balanced 
program for its solution. The staffs of the Philadelphia Planning Commission 
and the Philadelphia Redevelopment Authority studied in considerable detail 
the entire central portion of the city which contained blight at all stages and 
degrees. They worked out estimates of what was needed for sections in various 
stages of decay throughout the area. These and other agencies, under the 
overall guidance of the citiy’s development coordinator, reviewed the city’s 
operating resources and determined the role which each agency could play in 
a total program. The city council and the cabinet examined the city’s financial 
status and competing needs for city funds. We stepped up the rate of cash 
allocation to renewal work in the 6-year capital program and agreed to adjust 
future capital programs to meet the needs of the renewal program as it developed. 

We arrived at agreement on a policy approach which called for focusing all 
types of resources in the areas of beginning blight, for tying some resources in 
with institutional and business efforts, and for allocating certain other types 
of resources to provide a minimum program in areas which could not be treated 
immediately. We worked out priorities for applying this policy approach and 
have, in the past few weeks, selected the most suitable places to begin the pro- 
gram. Starting with those priority areas, we are now in process of refining a 
schedule which would tag every blighted area in the city with a definite program 
in a specific year. If this schedule could be followed, we would expect to have 
completed work in many of the areas and at least started work in all within 
the next 20 years. 

This is a definitely scheduled program. The capital program for the city has 
included allocations to serve as matching funds for Federal grants to do the 
work which has been planned for the first 6 years. The planning and redevelop- 
ment technicians are even now at work developing planning applications for 
the first projects under this program. 
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Let me underline that last statement. Planning applications to start the 
program are only now being developed. We took the time—and the city money— 
to work out a total program and a total approach. And not until this task was 
done did we start our preparations to request Federal aid. 

This total program, therefore, is not included in those to which existing 
Federal funds have been allocated. 

For Philadelphia, and all other cities working on a similar long-term program, 
this is a critical point. As of early March, the Housing and Home Finance 
Agency established a policy of accepting no new planning applications other 
than for disaster areas. The small amount of Federal aid still not yet allocated 
is to be used only for such disaster areas and for needed increases in funds for 
projects already underway. 

This means that, after doing all the necessary groundwork, Philadelphia can- 
not start its program until new Federal funds are made available. And maybe 
not even then. 

For, as part of its March policy determination, the HHFA indicated that 
limitations on accepting project applications might have to be continued even 
if new funds are made available, with priority given, among other things, to 
cities not presently participating in the urban renewal program. It seems pretty 
clear that, with a cutback Federal program, this would be the case. 

Quite apart from the question of when our program could get started is the 
question of its pace once it is started. Such a reduction in the Federal program 
would slow down this pace tremendously. 

The concept of a continuing scheduled program rests on the premise that, as 
soon as the first group of project areas move from the planning into the action 
stage, work is started on planning the next group. Our policy is based on this 
concept. But, under existing regulations, project planning cannot even be started 
unless the funds needed to carry out the project fully are available and can be 
reserved for it. A sharply circumscribed total program thus means that this 
continuing process must be halted, thereby returning us to the old piecemeal 
approach we thought we had outgrown. 

Further, curtailment of the total program means a corresponding sharp cur- 
tailment of the funds available to any one city, regardless of its need and its 
ability to make good use of the aid. This is because of the limitation set on the 
proportion of the total program which may be allocated to any one State. In 
working up our program, and in formulating our capital program, we bore this 
limitation constantly in mind. If the proposed $175 million is the amount 
finally approved, the sum potentially available to us would be much smaller 
than we had counted on and the program would have to be stretched out that 
much more, 

An so Philadelphia finds itself fully prepared with a long-range feasible pro- 
gram for truly eliminating blight. If S. 1609 is approved as drafted, the most 
we could hope for would be funds to do a few scattered pieces of it, with not even 
the wherewithal to do project planning for the next pieces. At worst, we could 
not even make a start on the program. 

I cannot find strong enough words to urge that long-range economy calls for a 
much larger authorization and one which clearly puts the program on a continu- 
ing basis. I urge you to provide for immediate use of the $100 million already 
authorized but not released by the President and for at least $250 million to 
be made available for each of the 4 years beginning in July 1957. 

The question of the total amount of Federal aid authorized is so urgent that 
I have wondered whether I should not perhaps restrict my comments to that 
subject. However, there are many other urgent and continuing problems in this 
field, and I cannot fail to comment on them, too. 





OTHER PROBLEMS CONCERNING FEDERAL GRANTS 





I have already indicated the importance of making possible a sustained long- 
term program approach to the problem of blight. And I have urged that annual 
authorizations be made for the coming 5 years rather than just the single au- 
thorization contemplated. This is, I think, important not just from the point 
of view of the amount of money available. It is also important as establishing 
the principle that this work is recognized as an integral—and key—part of our 
domestic program, that it is accepted as a job which Congress will support until 
its objectives are accomplished, that it is clearly to be thought of as a con- 
tinuing program. 
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Giyen such a context, I would then favor an arrangement whereby the Federal] 
Government could commit itself to a project without reserving from existing 
authorizations the entire amount of funds anticipated to be needed for the proj- 
ect. This is one of the criticisms that is frequently directed at the program. 
Millions of dollars have been allocated and are now tied up and kept out of any 
current use, while the amount that has actually been spent is far less. 

In reality, I believe wholeheartedly that this type of arrangement should be 
carried one step further. We in Philadelphia have long advocated getting away 
from the project approach to renewal. I would certainly like to suggest explora- 
tion of the possibility of a Federal commitment of some kind to supporting a 
series of related projects such as we and other cities have worked out as a total 
approach. Again I do not mean the actual tying up of funds. But, operating 
on the basis of a firm long-term Federal program, could there not be some agree 
ment on the larger program which encompasses a series of projects? For exam- 
ple, under our new policy we propose to do a whole series of conservation projects 
in south Philadelphia, another in west Philadelphia, another in the southwest 
sector, and so on. Each project in the cluster depends on the one before it and 
would be a suitable subject for a broad agreement or commitment of this type. 

Such arrangements would, of course, also ease the limiting effect which the 
authorization of a set sum to be available at a given time has on long-term 
preparations for series of projects. In combination with the higher authoriza- 
tions recommended, it would make possible the successive, stage-by-stage ap- 
proach which we all recognize to be the only effective way to handle the problem. 

Another factor which operates as a drag on the attempt to really crack down 
on blight is the current ratio for matching funds. The limited nature of local 
resources is well known. So long as localities are required to put up one-third 
of the cost of each project, operations will be held down to the pace which these 
limited local resources makes possible, rather than going forward at the pace 
needed to eliminate the problem quickly. The State of Pennsylvania has pro- 
vided $5 million to help Pennsylvania communities with this work, of which 
Philadelphia is receiving $1.5 million. We are urging an additional appropria- 
tion at the present legislative session. But the resources of the State, too, are 
limited. 

We are therefore in the position of having dug into our own State and city 
pockets to the greatest degree possible. This will still enable us to work only 
so fast—not fast enough to prevent additional deterioration, which will cost 
that Immch more money to eliminate later on. 

Federal and local officials have reached the stage where all agree that this 
work will have to be done eventually. Why not speed it up in all possible ways? 
Establishment of a ratio of four Federal dollars for each local dollar would have 
this effect. 

I should like to note also that this is the ratio urged by the AMA by resolu 
tion at its 1956 convention. It is a question relevant for all cities, large and 
small. Those with smaller needs also have smaller resources. Those with 
greater resources have more massive problems. 

In this connection, I should also like to urge greater flexibility in the limitation 
set on the proportion of total funds which may be allocated any one State. 
While smaller communities have the same need as larger cities for Federal 
coverage of a higher proportion of project cost, the total sum involved is of a 
completely different magnitude. It seems hardly realistic, therefore, to give 
so little leeway to the differences between heavily populated and more rural 
States. 

In addition to revising the matching fund ratio, the rate of progress on the 
program could be stepped up measurably by a revision of the regulations regard- 
ing what city improvements can be included as part of the local contributions 
to a project. Three categories, in particular, should, I believe, be permitted to 
serve as part of the locality’s share: (1) recent improvements which actually 
do contribute to the project area but which happen to have been made before 
the project was approved; (2) funds spent on such self-supporting facilities as 
water, sewer, and, in Philadelphia, gas works; and (8) such improvements as 
those made to airports and ports, which benefit the project area as they benefit 
the whole city but for which credit is presently subject to a 10-percent cutoff 
point. 

Before leaving this general subject, I should like to comment briefly on the 
“alternative” ratio proposal contained in 8S. 1609. This relates again to the 
ratio of Federal to local funds but aims, of course, at a quite different problem 
than the one I have been discussing. This proposal is designed primarily to 
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permit cities to finance the planning stage of renewal projects themselves yet 
make up the difference by recovering a larger portion of project costs from 
the Federal Government. I heartily endorse this proposal. It should eliminate 
one whole segment of the redtape which has slowed down this program every 
step of the way, and this is, in itself, a great advantage. For cities like Phila- 
delphia, which are committed to this broad program on a continuing basis, it may 
will provide some financial advantage as well. 

I need hardly mention that we also support S. 1609's technical revision of the 
provision for paying relocatees’ moving expenses. This provision would sim- 
plify a part of the program which may be small in terms of money amount but 
which is very important for the individual families involved. 

In this connection I would also urge that the maximum set for aiding busi- 
nesses to relocate be raised, from $2,000 to $5,000, and that the prohibition on 
using this money to compensate for loss of goodwill, local reputation, ete., be 
moved. We have encountered repeated instances, in our renewal work, of small 
local businesses which constitute serious nuisances to the residential neighbor- 
hoods in which they are located and which must therefore be moved if the 
neighborhood is to be brought back. But, in many cases, their owners point to 
years of hard work developing business at that location and the impossibility of 
recapturing this trade somewhere else. 


THE USES OF RENEWAL FUNDS 


In working out our balanced approach to the city’s overall problem, we in 
Philadelphia have run into several problems relating to the uses to which the 
Federal funds can be put. 

First of all, Il would recommend that the 1949 legislation be amended to permit 
commercial and industrial redevelopment without the “predominantly residen- 
tial’ restriction. The more we study our city and try to come to grips with 
problems arising in the various segments of its population and its economy, the 
more We realize how closely interrelated all these segments are. We cannot 
hope to renew our city by treating only residential problems. The residents, 
after all, are dependent on the commercial and industrial welfare of the city 
for the wherewithal for and many of the amenities of daily living. This con- 
cept is included in the depressed areas bill but should not be limited to such 
areas in its application. All cities should be able to take into account the most 
desirable distribution of land uses in their efforts at renewal. 

In addition, as we progress into prevention and conservation operations, the 
question arises as to how we can best stimulate the residents to action and con- 
tinuing concern with regard to their own homes and the general neighborhood 
environment. QOur experience with an experimental program of voluntary 
rehabilitation in Philadelphia leads us to the conelusion that the only way this 
ean be accomplished is by paid full-time workers assigned specifically to this 
kind of work. Please note that this is a quite different function from code 
enforcement. It is quite different from survey work of any kind. It is, in fact, 
a function nor normally undertaken by city government. It is absolutely essen- 
tial to any kind of success in this type of program, where government rehabili- 
tation and demolition will be at a minimum. Yet it cannot presently be covered 
by Federal funds. I believe strongly that the Federal program should be spe- 
cifically revised to permit such coverage. 


HOUSING SUPPLY IN A TOTAL EFFORT 


Any discussion of the title I program centers perforce primarily on clearance 
and other environment questions—the tearing out of blight and blighting inftiu- 
ences and the provision of needed facilities. The other side of the coin is, of 
course, the provision of adequate housing for all groups in need of it. 

To attempt to cut down somewhat the length of this presentation, I shall omit 
a good many of the details of individual need—which are in any case fairly well 
documented already. Rather, I should like to treat this in two broad groupings: 
the segment of the population for which a feasible program exists and those 
seginents for which provision has not as yet been made. 


PUBLIC HOUSING 


The first of these is the low-income group. Public housing has proved itself 
to be a workable means for meeting the low-cost housing need—in fact, the only 
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workable one yet developed. It should be authorized in an amount and over qa 
continuing period of time sufficient to meet this longstanding need and yet be 
programed so as best to fit the other parts of the locality’s effort. 

The present 2-year authorization for public housing has enabled us in Phila- 
delphia to approach the development of a public-housing program in a much 
more sensible way than was ever possible under previous annual authorizations, 
We have had time to consult our citizens, increasing greatly the understanding 
of the public housing program and indeed the whole housing and renewal prob- 
lem. We have had time to attempt to survey all potential sites and develop a 
well-balanced program—to work toward a programed series of sites similar to 
the successive series of urban renewal projects. 

This seems to us a most fruitful approach and one which justifies a long-term 
Federal authorization similar to that urged for renewal funds. Indeed, as we 
pull all the various resources for renewal more closely together, we are more 
and more aware how necessary it is to have each individual resource available on 
a basis sufficiently long term for integrated planning. In the conservation 
program I have mentioned, for example, we contemplate replacing blight and 
neighborhood nuisances with playgrounds, schools, health and other facilities 
as needed by the particular neighborhood. But we also anticipate some replace- 
ment by public housing as well. Our capital program insures the necessary 
local renewal funds and community facilities over a 6-year period. The board 
of education has continuing resources which have made possible a commitment 
that it will participate in the program as needed over the same period. Only 
the housing authority is not in a position to plan participation over that length 
of time. 

We therefore must continue to urge that the public-housing program be put 
on a stable basis, with a substantial annual authorization provided at once. 
I think you know our feeling that the figure should still be 200,000 a year. 

Quite apart from this broader issue, there are several changes needed in the 
public-housing program if it is to play its most effective role in solving our 
urban housing and renewal problem. Let me mention a few of them briefly. 

First, I strongly urge that the statutory limitation of $2,500 cost per room be 
revised in the light of increased construction costs since the enactment of this 
limitation in the 1949 Housing Act. These costs have increased nearly 40 per- 
cent since that legislation was passed, but the increase has gone unrecognized 
to date. We constantly encounter more and inore serious problems due to this 
unrealistic cost limitation. Good potential sites cannot be utilized, particularly 
sites in blighted neighborhoods. This includes sites in neighborhoods where 
the city is attempting to bring about rehabilitation without the aid of title I 
funds and where replacement of some of the blight with public housing would 
give a real shot in the arm to private rehabilitation of other blighted properties. 

Other restrictions have also proved a stumbling block to this kind of integra- 
tion of public housing into a neighborhood improvement program. For example, 
a real contribution could be made by the housing authority if it could purchase 
and rehabilitate existing structures in some of these areas. At present, the Fed- 
eral restrictions make such action just not workable. A simpler form of financing 
than bond issue and annual contribution contracts could enable housing authori- 
ties to carry out this fruitful activity. Such a program would be particularly 
useful for the larger cities—those with populations of a half million or more. 

Other facets of this question of developing the most useful public housing 
program possible include modification of the restrictions to permit construction 
of scattered public housing units in older row-house neighborhoods; authoriza- 
tion of funds for program as distinct from individual site planning, to make 
possible the continuing development of a well-balanced program geared to other 
city efforts; and a shift from the present practice of signing annual contribution 
contracts with a particular local authority on a piecemeal basis, which necessi- 
tates the maintenance of multitudinous Sets of books and contracts, to the 
establishment of a master contract covering all of the projects operated by the 
authority and permitting incorporation of additional projects as they are 
planned. This last-mentioned shift would enable a local authority to operate 
in the same way as—and as efficiently as—any large corporation; it would also 
strengthen the financial feasibility of small or scattered projects of the kind 
mentioned previously. 

Finally, it seems clear that the whole question of the rent-income ratio, the 
concept of sliding rents, the computation of income as including that of secondary 
wage earners, the desirability of extending the presently allowable exemption for 
minors to unemployable adult dependents, and so on, should be reexamined to 
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determine whether existing provisions truly reflect existing conditions and the 
overall objectives of the public housing program. 

Before proceeding to the needs of other groups I think I should call your 
attention to a matter which is not properly a question for this legislation, but on 
which the committee might well provide guidance. My previous remarks have 
indicated that we share the concern so frequently expressed by Congress for 
integrating all the parts of the housing and renewal program so as to obtain 
maximum effectiveness. This applies to the administrative mechanism as well 
as to specific projects, and is particularly important in the regional office setup 
with which localities deal directly. In our region all the Federal agencies are 
located together in Philadelphia except the field office of the Public Housing 
Administration. It would certainly facilitate a smooth and integrated operation 
to have the PHA field office included thereto, and I would hope that the com- 
mittee might recommend that this be done. 


OTHER HOUSING NEEDS 


Moving on to the question of those segments of the population with inadequate 
housing and no programs which effectively help meet their needs, I can perhaps 
group them together as has been done by various legislative proposals, past and 
present, on the subject. This includes minority groups, aged persons, large 
families, and the broad category of persons in the middle-income bracket. 

The first three categories have, of course, special problems which are too well 
known to require elucidating here. For these and all persons in the middle-income 
bracket, however, I should like to call attention to the recent action of seven local 
FHA offices in liberalizing recommended ratios of housing expense to income. 
In a recent article Housing and Home pointed out that, if the median lines of the 
seven new charts are averaged, families with $9,000 net income after taxes may 
now qualify for a $13,000 mortgage instead of $11,000; a $6,000 family may 
qualify for an $11,000 mortgage instead of $9,200; and a $3,000 family may 
qualify for an $8,500 mortgage instead of $7,000. It would seem to me that this 
constitutes clear-cut recognition by the Government that prices are too high for 
the middle-income family to purchase homes. 

To clarify the full implications of these figures I also call your attention to 
newly available data on 1956 construction in the Philadelphia standard metro- 
politan area. BLS surveys of new residential construction in the first quarter 
of that year show that less than 3 percent of the new sales units built were priced 
at under $10,000—and this covers the whole area, including the lower priced 
developments in surrounding counties. 

Some individuals in each of these categories are able to get help under existing 
Federal programs, of course. For example, the voluntary home mortgage credit 
program has helped individual minority families, and I certainly support the 
extension of this program which 8S. 1609 would provide. The normal FHA insur- 
ance programs have helped others in various of the categories. Again I am 
definitely in support of the liberalization of FHA downpayments and other terms 
which the draft housing amendments of 1957 include. 

But none of these aids has yet proved to be a solution for the problems as a 
whole. Bolder, more direct action is called for. I think myself the provision for 
direct low-interest loans by the Federal Government is far and away the most 
practicable approach, particularly in today’s money market. I say this in spite 
of the fact that I share with you the belief that all possible means of action 
through the private market should be exhausted before we turn to the Govern- 
ment for direct action. 

I think that we have exhausted the possibilities for solution through the private 
market. I therefore strongly advocate enactment of a direct-loan program such 
as that proposed last year by Senator Lehman. (A program of this type for 
cooperatives and nonprofit corporations is currently proposed in House bil! 
No. 815, but it should also cover loans to individuals as did the Lehman bill.) I 
would, however, extend such loans to housing for all of the groups mentioned. 

As alternative solution posed is that provided for by the bill introduced by 
Senator Sparkman on March 18. This would extend the benefits of section 221 
FHA mortgage insurance to all of the groups cited, hold the interest rate to 
4 percent, and establish a new special assistance category for FNMA purchase 
of these mortgages at par. This is designed to produce much the same result 
as a direct-loan program, but through the more roundabout mechanism of the 
FNMA takeout. It has the advantage of requiring no more than $200 in closing 
costs as an initial payment by the prospective homeowner, whereas the Lehman 
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proposal involved a 5-percent downpayment. On the other hand, the maximum 
mortgage amounts presently set for section 221 insurance are too restrictive to 
help many of these people—and indeed should be raised if the existing program 
is to serve its purpose of helping relocate displaced persons. Particularly for 
those displaced by action other than slum clearance is it important to have 
section 221 insurance available for houses in the $12,000 and $13,000 class. 

I, therefore, urge serious consideration of both these possible aids to adequate 
housing. Certainly one or the other should be provided by this year's legisla- 
tion, and perhaps a combination of the best features of both would be the best 
solution. 

After these last observations, I need hardly point out that we support S. 1609's 
provision for an increase in FNMA resources—both total and for the special 
assistance categories—but that we definitely oppose the proposal to repeal the 
requirement that FNMA pay a minimum of 99 points on mortgages in the 
special assistance categories. I am aware that, in today’s money market, there 
may be some risk in this latter requirement if FNMA is to be expected to be 
fully self-supporting in these categories and to resell fairly quickly large por- 
tions of the mortages acquired. I do not think this should be an overriding 
consideration, and I feel that the mere existence of the categories labeled 
“special assistance” points to quite a different objective for this FNMA opera- 
tion. In any case, the “profit-and-loss” columns may not read so very differ- 
ently from those of other FNMA operations over the long run. 

I fear that I have taken an overly large share of your time already, and 
I shall therefore merely record with you our continuing concern regarding two 
other broad problems. 

One is the ever-present difficulty that property owners encounter in obtaining 
rehabilitation financing. We favor the proposed legislation which would permit 
an increase in the maximum amounts of mortgages which the FHA can insure 
under section 220—and indeed any other revisions which might make this pro- 
gram effective in the rehabilitation effort. 

In addition, we have long made our position clear on the basic importance of 
an adequate research program in this whole field. We must not plan and 
execute these vital operations “in the dark.” 

You know, I am sure, how much we in Philadelphia appreciate your considera- 
tion of our views on these questions. I cannot state too strongly how important 
the outcome of your deliberations is to citizens throughout the Nation. 


(The following was received for the record :) 


Crivy OF PHILADELPHIA, 
tpril 8, 1957. 
Senator JOHN SPARKMAN, 
Chairman, Senate Subcommittee on Housing, 
Senate Office Building, Washington, D C. 

Dear SENATOR SPARKMAN: In connection with S. 1609's limited authorization 
of title I funds for urban renewal, I have now carefully reviewed the survey 
earried out by the National Association of Housing and Redevelopment Officials 
on the status of local renewal programs throughout the Nation and find that the 
magnitude of the immediate need is even greater than I had realized. The 
NAHRO survey shows that total grant requirements for projects to be initiated 
before July 1, 1958, amount to $676 million. This figure underlines not only 
the inadequacy of the proposed $175 million authorization but also the huge 
strides that cities have taken in recent months, the momentum gained, and the 
potential results which are now jeopardized. I should therefore like to revise 
my recommendation as to the amount of funds which should be authorized for 
this program. Clearly, $250 million a year—the figure I had recommended as a 
minimum—would be inadequate, and I urge the subcommittee to recommend a 
total of $500 million a year instead. 

I should also like to comment briefly on S. 1250, the bill which would au- 
thorize funds for a fellowship program for graduate training in urban planning 
and related fields. Such a program would be, I feel, a very sound investment— 
and one which would pay dividends in short order. 

Philadelphia has been fortunate in attracting some of the most capable peo- 
ple in the field to work on our urban renewal program. But the demand for 
trained people in this field is such that it is not always easy to keep them. In 
addition, as our program grows and we learn more about the renewal process, 
we ure increasingly aware that our need is growing for staff with skills that are 
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scarce indeed. We find this particularly true, for example, of persons trained 
and experienced in community relations and organization. This is a necessary 
ingredient for meaningful citizen participation—an! hence for the success of 
the program as a whole, since it is premised on effective participation by citizens 
at all levels. People with this training are needed not just by government but 
also by private organizations, and the skills themselves are needed in various 
fields of government. 

This is but one example. But it serves also to illustrate the need for a broad 
jnterpretation of the bill’s provision for “the graduate training of qualitied 
persons in urban planning and related fields’ so as to include the wide variety 
of skills needed in any renewal program. 

Such a fellowship program is needed to attract capable people to the field and 
to enable those who could not otherwise do so to obtain the necessary training. 
In Philadelphia, we have already had some experience of working with uni- 
versities to give students in the field of government an opportunity to gain prac- 
tical experience as part of their graduate training. We would be happy to co- 
operate in any such fellowship program as that proposed in S. 1230. I certainly 
urge its enactment. 

Finally, I should also like to note for the record some facts concerning Phila- 
delphia’s public housing program as compared with that of St. Louis. Mr 
Cole took occasion, in discussions with Senator Clark at subcommittee meeting 
on April 1, to state that “St. Louis, a town a fourth the size of Philadelphia, 
has about the same number of pubiic housing units.” 

In 1950, St. Louis had a population of 856,796—41 percent of Philadelphia’s 
2,071,605. Currently, St. Louis has a total of 9,245 public housing units in 
operation, being constructed, or under contract with the PHA but not yet 
started. This is 62 percent of the total 14,802 housing units which the Phila- 
delphia Housing Authority is currently operating or building—including a 
temporary project which is expected to be in use for some years but exclusive 
of 600 additional units for which negotiations with PHA are finally nearing 
completion. Certainly, this picture does not correspond with that painted by 
Mr. Cole. But I should also like to point out a few additional facts on this 
score. 

First of all, St. Louis has concentrated its units to date in 7 projects, al- 
though the 1,800 units for which they contracted last year will add several 
more. In contrast, Philadelphia’s units are or will be in 31 different projects— 
33, when the 2 sites for the additional 600 units mentioned are approved. 
Philadelphia has put great stress on keeping huge projects to a minimum where- 
ever possible, believing that smaller projects permit better integration with the 
surrounding community and thus are more healthy for both the community 
and the occupants of the project. We recognize that as much work is entailed 
in processing a small project as in processing a large one. But we feel that 
each project should produce the maximum welfare. 

At that same time, however, it is worth noting that in the past half dozen 
years Philadelphia has gotten all the public housing that it could. The city 
got off to a slow start on this matter. In the years before the current reform 
administration came to power, city officials, both elected and appointed, stub- 
bornly refused to admit the city’s need for added housing. In the war years, 
the city council actually voted not to pass agreements needed to obtain funds 
which the United States Housing Authority had earmarked for Philadelphia. 
In the early postwar years, only tremendous citizen pressure finally foreed 
the city government to accept a portion of the temporary structures Phila- 
delphia could have had. 

We have tried to make up for lost time and opportunity in the past 6 years. 
Each year we have put under contract the entire number of units allocated 
the city by PHA—with the exception of 1956, and it was largely due to the 
PHA and its overly strict regulations that we lost some units then. We re- 
quested contracts covering the entire allocation but were turned down on sites 
for several hundred units. Earlier I mentioned 600 units for which negotia- 
tions are now nearing completion. It is perhaps worth noting that these were 
covered in our 1956 applications. 

I shall much appreciate your inserting these added remarks in the sub- 
committee’s record. Once again may I thank you for the consideration which 
I know that you give all local views on these matters which concern us so deeply. 

Sincerely yours, 
RIcHARDSON DILWORTH. 
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Senator Sparkman. I wonder if there is any objection to this pro- 
cedure: We have 3 other mayors, and if you gentlemen would just oe- 
cupy these 3 chairs and let the other mayors come around, we will get 
their statements and then let all 6 constitute the panel. If there is 
no objection, I will ask the Honorable John B. Hynes, the mayor of 
Boston, Richard Lee, mayor of New Haven, James W. Morgan, mayor 
of Birmingham all to come around. 

Mayor Hynes. If it be agreeable to the chairman and the commit- 
tee, I would like to ch: ange the order of appearance. 

Senator Sparkman. It is up to you gentlemen, however you wish 
to proceed . 

Mayor Hynes. Mayor James W. Morgan of Birmingham, Ala., is 
going to offici ally disclose the position of the United States Conference 
of Mayors, and I would like to ask Mayor Morgan if he will begin 
this discussion. 

Senator SparKMAN. Fine. 

Mayor Morgan, we are very glad to have you with us. You have 
been at this a long time. 


STATEMENT OF JAMES W. MORGAN, MAYOR, BIRMINGHAM, ALA. 
REPRESENTING THE UNITED STATES CONFERENCE OF MAYORS 


Mayor Morcan. My name is James W. Morgan. I am mayor of 
Birmingham, Ala., and have served in that sapacity or as city com- 
missioner for the past 20 years. I am a member of the advisory board 
of the United States Conference of Mayors, president of the Alabama 
League of Municipalities, past president of the American Public 
Works Association and of the Southern Building Code Congress. 

At the invitation of Mayor John B. Hynes of Boston, president of 
the United States Conference of Mayors, I welcome the opportunity 
to appear before this committee to express the deep interest and con- 
cern of the United States Conference of Mayors in maintaining and 
expanding effective programs for housing and for the clearance and 
redevelopment of slums and blighted areas. 

The membership of our organization is made up of approximately 
300 major American cities. Our members therefore feel at first hand 
the full brunt of the pressure and need for decent housing for all the 
elements in our population. Looking ahead to the expanding future 
requirements for housing resulting from the constant increase in this 
country’s population, which is primarily occurring in the large met- 
ropolitan areas of the Nation, we feel that it is of utmost importance 
that there be continuity in improvement in the production of new 
housing throughout the coming years. 

While we do not nec essarily ‘consider ourselves as experts in the 
problems of mortgage credit and finance, we are seriously disturbed 
by the restrictive effect of current credit stringencies which are re- 
sulting in a decreasing volume of residential construction. We 
therefore trust that your committee will be successful in evolving 
methods for overcoming these current problems and assuring a con- 
stant flow of the home building required to meet the growing needs 
of our cities. We would also urge that your committee give consid- 
eration and study to the nec essity for eventually evolving : an effective 
method for assisting and encouraging the development of good hous- 
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ing for lower middle-income families who in most cities are now not 
being served either by private industry or by the national supply of 
low-rent public housing. I would also like to register the strong sup- 
port of our organization for adequate author ization of additional low- 
rent public housing. These will be absolutely essential in order to 
house adequately our low-income families and pensioners, and par- 
ticularly to provide for the decent relocation of families displaced by 
slum clearance and now by the large program of federally assisted 
urban-highway construction. 

I would like to devote the balance of my testimony to emphasize 
the vital importance of prompt congressional action to assure the 
continuity and the expansion of Federal financial aid for the slum- 
clearance and urban-redevelopment program. This program is essen- 
tial to the survival of American cities. It provides a mechanism 
whereby, at relatively modest cost to the Federal Treasury as com- 
pared with the cost of other Federal aid programs, the hard core of 
urban blight can be successfully attacked and the deteriorated sec- 
tions of our cities transformed and revitalized to provide new housing 
parks and playgrounds, new schools, modern commercial facilities, 
or sites for well-planned modern industry. This program, in short, of- 
fers an essential tool to help American cities and metropolitan areas— 
where an increasing majority of American citizens live and earn their 
livelihoods—to keep in pace with the dynamics of the American 
economy. 

It is for these reasons that the United States Conference of Mayors 
has been a strong advocate and supporter of the Federal urban- 
redevelopment program since it. first began to receive consideration 
and study by the committees of the Congress over a decade ago. As 
mayors, many of our members assisted in understanding the first 
pioneering redevelopment projects which followed the enactment 
of title I of the Housing Act of 1949. We have seen community 
interests in an experience with redevelopment broadened and mature 
in the ensuing years. Now we have arrived at a point where the full 
reer paten of well-planned redevelopment for revitalizing the 
lighted cores of our cities are seized upon by communities throughout 
the country. After a long period of probing and experimentation, 
our cities are now on the threshold of actual achievement of the full 
benefits of redevelopment. 

It is therefore with dismay that we learn that the continuity of this 
vital program is now threatened by the exhaustion of the essential 
Federal c: apit: al grant authorization. 

Since early January, when the President’s budget requested legis- 
lation for an additional $240 million in capital ‘grant authority to 
become available on July 1, 1957, and a further amount of $250 
million to become available on July 1, 1958, the administration has 
made an abrupt about-face in its estimate of the future needs of this 
program in which about 267 localities are now participating, of which 
over 200 have one or more projects still in the planning stage. In 
addition about 300 cities either have workable programs approved 
or under review. 

In the administration’s bill which the Housing and Home Finance 
Administrator has presented to Congress, additional capital grant 
authorization of only $175 million is being requested. Furthermore, 
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from all available information the Administration has no present in- 
tention of releasing the $100 million of additional capital grant which 
could be made available under existing legislation at the discretion 
of the President. Thus, the cutback in available authorization for 
future projects amounts to more than two-thirds. 

A close reading of the Urban Renewal Administration’s Local 
Public Agency Letter No. 91, dated March 6, 1957, indicates that a 
slowdown in the urban renewal program will be official administra- 
tion policy, regardless of the amount of additional capital grant 
authorization which may be made available by Congress. Coming at 
a time when local interests, activity and planning for the rebuild- 
ing and renewal of the blighted sections of cities have reached a point 
promising substantial accomplishments, this new negative policy on 
the part of the Federal Government threatens a grave setback to 
these community aspir ations. The salient points of the new go-slow 
policy are as follows 

1. Until such time as additional ¢ apital grant authorization is made 
available either by congressional action or by release of the remaining 
existing authorization by the President, no new urban renewal projects 
will be approved even for planning purposes. If the administration 
continues to withhold release of the $100 million already available, 
this means that local planning for new projects will be at a standstill 
until the passage of additional capital grant authorization by Con- 
gress. 

With regard to projects now in the planning stage which will 
require an increase in the present capital grant earmarking in order to 
make them financially feasible, the new policy indicates that such in- 
creases will be granted only after stringent review by the Federal 
agency and heavy pressure to force a reduction in the size and cost of 
such projects. 

At such time as additional capital grant authorization becomes 
available, the approval of new projects for planning purposes will 
have to run the gamut of new and purely Federal determinations as 
to their feasibility and size, with maximum emphasis on reducing 
the scope of projects. These purely Federal determinations would 
be made in advance of any local planning or local determinations as 
to the size and scope of the projects. 

This new slowdown policy on urban renewal and the additional type 
of Federal controls which are now being imposed have absolutely no 
support in the legislative history of the redevelopment program. On 
the contrary, the clear and consistent intent of repeated congressional 
reports and enactments have been to step up rather than slow down the 
tempo of local activity to clear slums and rebuild blighted areas. Fur- 
thermore, this new policy runs completely counter to the recom- 
mendations of the President’s Advisory Committee on Housing 
Policies and Programs in 1954, which heretofore have been the bible 
of the Federal renewal program. 

The only attempted justifications and exp: mation for this drastic 
about face in Federal policy have been in the name of anti-inflation 
and a reduction in governmental expenditures in the coming fiscal 
year. Actually, the availability of adequate capital grant authoriza- 
tion for local redevelopment projects and the continuation of pre vious 
policies in furtherance of local redevelopment undertakings have no 
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relationship whatsoever either to current inflationary a or to 
the size of the Federal budget for the next fiscal year. Capital grant 
authorizations becomes translated into actual Federal expenditures 
only after redevelopment projects are well into the actual execution 
stage, and become eligible for progress payments under outstanding 

‘apital grant contracts. Since the inception of the program in 1949, 
actual Federal _payments for capital grants have totaled only ap- 
proximately $87 million even though the outstanding commitments 
now total close to $900 million. As a matter of fact, the Federal 
budget for the next fiscal year does not contain a penny for additional 
appropriaions for payments of Federal ¢ apital grants for redevelop- 
ment for the simple reason that past appropriations carried over will 
be more than ample to meet any payments falling due during the next 
fiscal year. In short, on the basis of past experience new capital grant 
authorizations made today will not mature into claims on the Federal 
budget for at least 3 to 5 years. On the other hand, to deny capital] 
grant authorizations today or to press for small rather than large 
plans will put a drastic halter on local action for the future rebuild- 
ing of American cities. 

The planning and undertaking of redevelopment projects is by 
nature a complex and time-consuming process. The decisions in- 
volved go to the heart of the complicated social, economic, and prop- 
erty interrel: panpeiees of the American city and will vitally affect 
the future trend of its development. Even though both the cities 
and the Federal Series ‘nt have gained experience in redevelop- 
ment and, [I hope, will continue to find ways and means of reducing 
redtape and needless delays, there is no magic wand that will ever 
make redevelopment an easy and quick process. This fact of life 
makes it all the more evident that any hiatus in the progress and 
continuity of the redevelopment program resulting from a failure of 
Federal financing would represent a major setback to the future 
welfare of American cities. 

1 would like to urge upon your committee with all the forceful- 
ness at my command the urgent necessity of congressional action to 
make adequate capital grant authorization available as promptly 
as possible in order to avoid a stoppage in this vitally important 
program. 

I appreciate very much this opportunity to present the views of 
the United States Conference of Mayors at your committee. 

Senator Sparkman. Thank you, Mayor Morgan. 

Mayor Hynes. Mr. Chairman, Mayor Richard Lee of New Haven 
came down here this morning with a very well-prepared statement to 
consume about 30 minutes of the committee’s time. Unless the com- 
mittee has some objection, Mavor Lee has agreed to reduce that state- 
ment to about 10 minutes. Is that agreeable / 

Senator SparkMANn. Yes. The full statement will be printed 
the record. 

Just go right ahead. 
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STATEMENT OF RICHARD C. LEE, MAYOR, NEW HAVEN, CONN., 
REPRESENTING THE UNITED STATES CONFERENCE OF MAYORS 


Mayor Lexr. Mr. Chairman and Senators, I would like to begin by 
pointing out that our city has a population of 165,000 and the story 
of what we have done for redevelopment in the past year is typical 
of the kind of thing which can be done right across the country if 
this program continues to be the kind of program it is now, and we 
hope it will expand. 

A year ago we went into the loan and grant stage of our redevelop- 
ment program, and in that year we have relocated over 460 of the 
615 families who lived in that area. We have assisted over 100 busi- 
ness firms in relocating out of the project area. We have torn down 
whole city blocks of rat-infested buildings which, according to our 
sanitarians, had no less than 10,000 rates in them. We expect to con- 
tinue clearance and have it done by the end of the year. 

We have sold 5 acres of the project area to the Southern New 
England Telephone Co., which is going to construct a $10 million 
office building on the land. 

This building will offer employment to 2,500 persons, 1,200 of them 
new employees with an annual payroll of $7 million a year, within 5 
minutes’ walking distance of our central district. 

In the next 45 to 60 days, we expect to sell 10 acres in this same 
project area for about $8 million worth of apartments comprising 
(00 apartments with offstreet parking as well as recreation facilities 
and space. 

Also, in part of the planning for that area is a $10 million express 
highway which will run through the heart of this, our worst slum, 
but more important than that, it will run south of our central business 
district and provide an access route to our city which, we hope, 
will bring thousands of new visitors to New Haven each day. 

Our program involves not merely demolition of slums, but it also 
involves new buildings, whether commercial or residential, new pay- 
rolls, and, therefore, new buying power; and finally, an expressway 
which will help guarantee a brighter economic future for our city’s 
central business district; and, as important as anything else, will be 
a major factor in the solution of the traffic problem that always plagues 
those of us in a mayor's position. 

In addition, we have 4 blighted areas which have been put under 
renewal planning and survey contracts, and I would hope that loan 
and grant contracts for 2 of them will be executed this year. We 
hope to have a continuous program of renewal action until slums and 
blight have been wiped out in New Haven. 

Our capital improvement program is large, and we can tie it in 
with urban renewal to save our blighted neighborhoods. We cannot 
afford, nor, I dare say, can any city in America afford, both to replace 
and to renew its physical plant and to finance in addition the whole 
cost of urban renewal. If that were the choice, of course, more slums 
would be the inevitable result. 

But I think the fine thing about New Haven today, far beyond the 
physical aspects of our program, is the fact that there is a new spirit 
abroad in our city. There is a first-class attitude as to our future as 
to our future as a people, and a new determination to solve problems 
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which were once thought hopeless, and a willingness to plan and to 
dream for a magnificent city to pass onto our children, and a willing- 
ness to do the work to make the dreams come true. 

I would like to make several recommendations. The other gentle- 
man who have spoken have covered various details of the problems 
which this whole program will face, should it be cut back. 

The story of New Haven is outlined in detail in my manuscript, but 
I have several points which, at the risk of repeating some of what 
has already been said, I would like to read into the record: 

The minimum that the Congress should approve is $250 million 
for each of the next 2 fiscal years if this program of redevelopment 
and renewal is to have any meaning. The $250 million will not do 
the job, or anything like it. It will not accommodate the requests 
which were made by the cities of America which are prepared to 
match this request with at least $125 million of their own funds. 

This LPA letter 91 of the Urban Renewal Administration outlines 
a major cutback policy across-the-board which we fear will have three 
disastrous effects: 

(a) It will inevitably slow the program toa walk; 

(4) It will drastically limit the scope of an already limited 
program : 

(ec) It will cut off the flow of new projects. 

There is more to this sudden shift of policy than we mayors know. 
This new policy could kill the program. There is a limit to how 
much hobbling we can take and still go on with the job. 

Your committee has an obligation to investigate this policy shift 
thoroughly and spread on the record the reasons for it and the conse- 
quences which will flow from it. You should determine whether 
its issuance represents the best considered judgment of the people 
charged with administering the program or whether the policy was 
forced upon them. 

We believe by legislative rider, if necessary, this policy letter 
should be rescinded. 

Under Fannie May participation in the section 220 and 221 pro- 
grams, it seems to us the facts are not entirely clear, but it seems to 
us that FNMA support for renewal housing is to be withdrawn. 

I am at a complete loss to understand why it has been proposed to 
the Congress that those programs be scuttled. The inevitable conse- 
quence is that the contribution of the private enterprise sector to 
the construction of new housing in renewal areas will be shut off: 
and the alternative is public housing or clearance for nonresidential 
use. 

I would urge that ample provision be made for FNMA participa- 
tion in the renewal program and, furthermore, that FHA be encour- 
aged, if not directed, to take a more positive and active role in 
increasing the supply of new and rehabilitated housing in urban 
renewal areas, 

There exists in some quarters, including to some extent, I am told, 
the General Accounting Office, an idea that the urban renewal pro- 
gram is basically an extension of the public housing program and 
that the program must be primarily a housing program either in 
clearance of slums or building of new housing in cleared areas. 
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This view, in our opinion, results from an imperfect understanding 
of the forces at work in creating and spreading slums and blight 
in our cities today. This false idea seems to be rooted in the notion 
that any action on the slum clearance side or on the side of rehabili- 
tation or creation of new housing must directly deal with housing if 
it is to accomplish the obje ctives of the law. 

Nothing, in our opinion, could be further from the truth. 

The last point I would like to make is this. The reasons behind 
this sudden, drastic, and unforeseen cutback in urban renewal have 
not been directly or fully stated by those in positions of responsi- 
bility. However, the underlying reason seems to be a fear in some 
quarters that urban renewal has reached, or will soon reach, such 
proportions as to cause an inflationary threat. That is praise, 
gentlemen, which, in my opinion, the program has not earned today, 
if it ever will. 

The Federal moneys involved in urban renewal are less than one 
half of 1 percent of the Federal budget, and actual cash expenditures 
are only a fraction of that. 

On the other hand, the cost of slums to Federal, State, and local 
taxpayers is enormous, and it is growing worse day by day. The 
cost involves police: it involves fire; it involves health and welfare, 
and all other kinds of Federal aid, State aid, and local aid, beth 
financial, tangible and intangible. 

Some officials may feel that the Nation cannot afford redevelop- 
ment and renewal today. But I believe, and so do my colleagues, 
that the Nation cannot afford slums. 

Figures from the Federal Works Agency, just released, show that 
slums and blighted areas take up about 20 percent of a city’s entire 
residential area. But in these slums live 33 percent of our popu- 
lation; in these slums are committed 45 percent of our major crimes: 
these slums are the scene of 55 percent of all of our juvenile delin- 
quency; these slums account for 60 percent of all tuberculosis 
patients. 

To summarize, as I conclude, I would say that I agree-with what 
Mr. Cole said some weeks ago when he predicted that unless renewal 
and redevelopment programs are rolling across the country, especially 
in our older cities, by 1960, then these cities will face complete fiscal 
municipal ruin by 1965, 

These problems of slum and blight are very serious problems—the 
most serious we mayors face—and at long last these ra eae get of 
renewal and redevelopment are beginning to be recognized as the 
answers to these slum problems. 

The momentum of redevelopment and renewal is beginning to 

gather strength right across the land; the money on the local level 
is beginning to be provided, but the towns and the cities of America 
cannot do this job alone, for our slums are too large, our neighborhoods 
are too far gone, blight is spreading too fast. 

I urge most emphatically and most sincerely your support of the 
measures designed not to cut back renewal, but, indeed, to expand it 
and strengthen it. 

Thank you very much, Mr. Chairman. 

Senator Sparkman. Thank you very much, Mayor Lee. 

(Mavor Lee’s prep: ared statement follows: ) 
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STATEMENT OF Mayor RicHArp C. LEE, NEw HAVEN, CONN., UNITED STATES 
CONFERENCE OF MAYORS 


My namie is Richard ©. Lee. I am the mayor of the city of New Haven, Conn. 
Together with the other mayors who are here today, I am speaking for the 
United States Conference of Mayors and the American Municipal Association 
which, between them, represent just about every city in America with a live 
urban renewal program. 

I speak, too, as the elected chief executive of the seventh oldest city in these 
United States a city which is winning national recognition for the combina- 
tion of citizen participation, city-hall leadership, and competent and coordinated 
administration which, in 2 short years, has taken the plans and dreams of a 
generation of New Haveners and begun translating them into the kind of action 
that people can see and understand. 

Exactly 1 year ago today, by a striking coincidence, I appeared before your 
distinguished committee on behalf of the mayors of America to urge that the 
Congress provide us with the tools to do what is essentially and primarily a 
job for local government—the job of ridding our cities across this Nation of the 
slums and blight which infest and endanger them. My testimony appears on 
pages 410-424 of the published hearings of your subcommittee on the Housing 
Amendments of 1956. 

Nineteen hundred and fifty-six was a year of progress—in Congress, in the 
executive branch and in the cities of America—in getting the urban renewal 
program rolling. 

I, for one, had mistakenly assumed that the accomplishments of 1956 were 
recognized and safeguarded and that 1957 would be a year of further progress. 
With this unfounded confidence, I had earlier this month declined an invitation 
to testify before your committee. This spring happens to be a very crucial one 
for our development program in New Haven and I felt that I should not take 
time off to come here. 

The events of the last 2 weeks have made it clear that I was wrong, that 
progress cannot be taken for granted, and that it must be constantly fought for 
and defended. 

Today, I would like to concentrate on a few key issues in the Federal urban- 
renewal prograni. 

1. The need for adequate capital-grant authority. 

2. Rescinding LP A letter 91 of the Urban Renewal Administration. 

3. FNMA participation in the section 220 and 221 programs. 

4. Clarification of the declaration of national housing policy in section 2 of 
the Housing Act of 1949, as amended, through 1956. 

5. Federal administration of the program. 

6. Coordination of renewal and highway programs at the Federal, State, and 
local levels. 

7. The relationship between slums and inflation, which is perhaps the key issue. 

Before discussing each one of these issues I would like, so to speak, to qualify 
inyself, and my city, and my fellow citizens to appear before you today. 

There is a feeling among some uninformed and callous people that this urban- 
renewal program is just another Federal handout which should be jettisoned at 
the first sign of inflation: that the slums of America exist only in the imagination 
of do-gooders or that their extent is greatly exaggerated: and that, anyway, the 
cities could, if they really wanted to, do the job by themselves. 

Gentlemen, nothing could be further from the truth, nothing could be more 
dangerous to the American way of life. 

I have lived in the city of New Haven all of my 41 years. I have watched 
how, through ignorance, neglect, and worse, an ever-widening ring of blight is 
circling the heart of our city. This blight is imperiling our existing commercial 
and industrial enterprise, which is the very foundation of our economy as a ¢ity, 
and is stifling further business growth within our boundaries. 

I have observed how this ring of blight, with spreading slums at its core, has 
made a mockery of the American way of life for many, many hundreds of New 
Haven families in the midst of the greatest prosperity this Nation has ever 
known: I have been appailed at the accelerating deterioration of once fine neigh- 
borhoods, which has led to a mass exodus to the suburbs and which threa‘ens 
to upset the social, economic, and cultural balance of families which a healthy 
city should have. 

Lam not by nature a prophet of gloom and doom. T will content myself with 
Saying that the warning of Administrator Cole applies to New Haven: “Any 
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city that does not set in motion by 1960 a comprehensive program to halt blight 
will be flirting with municipal ruin by 1965.” For those who have eyes to see, 
it is clear that Mr. Cole was not exaggerating. 

I was here, as I have said, a year ago. If I am here asking your support again, 
I should be able to give an accounting of what we have done in New Haven in 
the last year. I am proud of what we have done. I think we have uphe!d our 
end pretty well. 

A year ago our Oak Street project finally went into the loan and grant, or 
execution, stage, after 5 years of planning and survey work. 

In that year we have relocated over 460 of the 615 families who lived in our 
city’s worst slums. The actual relocation has taken place over the last 5 months 
and will be completed by June 30. 

There is much that is worthwhile in this program, but nothing has given me 
more personal satisfaction than the manner in which we have carried out at the 
local level what is perhaps the basic purpose of the entire program—the relo- 
cation of families from slum dwellings to decent, safe, and sanitary housing at 
prices or rentals within their ability to pay. 

We have assisted over 100 business firms in relocating out of the project 
area. We were, I believe, the first city in the country to accept this responsibil- 
ity. I am not saying for a moment that this job has been done perfectly. It 
has not. But we have made great progress, and I believe we will do even better 
in the future. 

Whole city blocks of rat-infested buildings have come tumbling down and mil- 
lions of dollars tied up in our worst slum have been freed for new investments 
which will strengthen the entire economy of our area. 

Clearance is continuing and we expect it will be completed by the end of the 
year. 

We have sold 5 acres of the project area to the Southern New England Tele- 
phone Co. Ground-breaking ceremonies for a $10 million office building will be 
held next month. We have asked Senator Bush to be with us on that occasion, 
and I invite any of you other gentlemen who can to join us. It would give youa 
good opportunity to see what an active urban-renewal program means to a 
medium-sized city such as ours. 

This building, which would have been built outside the city limits without 
the redevelopment program, will offer employment to 2,500 persons and con- 
tribute in taxes more than twice as much as the entire 42-acre slum. It is a 
great boon to our economy, and will assist us in providing the kind of municipal 
services that our people desire. 

We expect to sell 10 acres in the project area within the next 60 days at public 
auction to a redeveloper who will undertake to build 700 apartments with off- 
street parking and recreation space for children and adults. 

This housing will not only help alleviate a critical shortage, but also will 
greatly strengthen the surrounding neighborhoods, just as the slum now being 
torn down threatened these same neighborhoods. The remainder of the project 
land will be sold to two syndicates formed by retail merchants who have been 
displaced by the project and by the adjacent Oak Street connector. 

Our planning for this whole neighborhood, incidentally, is not confined to 
just commercial and residential development, but also includes a gigantic eight- 
lane express highway which our administration has worked out in collaboration 
with the State highway department. 

The State is spending $10 million on this highway. It will run through the 
heart of this, our worst, slum, but, even more important, it will run south of 
our central business district and provide an access route, we hope, for thousands 
of new visitors to New Haven a day. 

In summary, it is obvious that our program is not only a pratcical one designed 
to meet our short-term needs, but it is also a long-range, a forward-looking, 
and an idealistic program. 

Our program involves not merely demolition of slums, but it involves new 
buildings, whether commercial or residential, new payrolls, and, therefore, new 
buying power; and finally, a new express highway which will help guarantee a 
brighter economic future for our city’s central business district; and, as im- 
portant as anything else, will be a major factor in the solution of the traffic 
problem which is always part of central business district problems. 

Four blighted areas have been put under renewal planning and survey con- 
tracts. I would hope that loan and grant contracts for two of them would be 
executed this year. Our aim is to have a continuous program of renewal action 
until slums and blight have been eradicated from our city. 
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Construction of 2 new high schools in 2 renewal areas has begun and will 
be completed next year. We are completing a new home for the aged, a new 
supply house for our public works department. Our schools are being refur- 
bished and refurnished, our parks and playgrounds expanded and improved. 

Our capital improvements are large. We can tie them in with urban renewal 
to save our blighted neighborhoods. We cannot afford, nor, I daresay, can any 
city in America afford, to both replace and renew its physical plant and to 
finance in addition the whole cost of urban renewal. If that were the choice, 
more slums would be the inevitable result. 

On the administrative side we have progress to report as well. We have re- 
cruited a competent staff with an aannual budget of over $250,000 to carry out 
our development program. We have set up a code enforcement committee to 
insure that the job of blight prevention is properly done. We are about to revise 
and strengthen our housing code. 

Our Citizens Action Commission, composed of over 600 men and women from 
every walk of life, has entered into its third year of active participation in 
the effort to rebuild and renew our old city. 

Best of all, there is a new spirit abroad in New Haven, a new determination 
to solve problems once thought helpless, a willingness to plan and dream for 
a magnificent city to pass on to our children, and a willingness to do the work 
to make the dreams come true. 

In brief, then, with your help this is what we have accomplished in 1 short 
year. Another year and I believe we will have even more to report. We are 
prepared; we are doing our part. But the Federal Government must do its 
share. 

Now, if I may, I shall come to the recommendations I should like to propose 
today. 


1. The need for adequate capital grant authority 


Two hundred and fifty million dollars is the minimum that the Congress should 
approve for each of the next 2 fiscal years if this program is to have any mean- 
ing. Two hundred and fifty million dollars will not do the job, or anything like 
it. It will not accommodate the request which will be made by the cities of 
America which are prepared to match this request with at least $125 million of 
their own funds. 

Two hundred and fifty million dollars is not a measure of the need; it is per- 
haps nearer to what the cities can be expected to handle. 

The $100 million reservation being withheld by the President should be re- 
leased—by legislative rider, if necessary—before it cripples the program. 

2. Rescinding LPA letter 91 of the Urban Renewal Administration 

This letter, dated March 6, 1957, and reaching us March 15, outlines a major 

cutback policy across the board which we fear will have three disastrous effects: 
(a) It will inevitably slow the program to a walk; 
(b) It will drastically limit the scope of an already limited program; 
(c) It will cut off the flow of new projects. 

There is more to this sudden policy shift than we mayors know. This new 
policy could kill the program. There is a limit to how much hobbling we can 
take and still go on with the job. 

Your committee has an obligation to investigate this policy shift thoroughly 
and spread on the record the reasons for it and the consequences which will 
flow from it. You should determine whether its issuance represents the best 
considered judgment of the people charged with administering the program or 
whether he policy was forced upon them. 

By legislative rider, if necessary, this policy letter should be rescinded. 


3. FNMA participation in the sections 220 and 221 programs 


The facts are not entirely clear, but it appears to us that FNMA support for 
renewal housing is to be withdrawn. 

I am at a complete loss to understand why it has been proposed to the Con- 
gress that those programs be scuttled. The inevitable consequence is that the 
contribution of the private enterprise sector to the construction of new housing 
in renewal areas will be shut off. The alternative is public housing or clearance 
for nonresidential use. 

It is a serious mistake, in my judgment, to limit the private enterprise contri- 
bution to the construction of new housing to the suburban fringes around our 
cities. I cannot understand why this policy should be proposed. I urge that 
your committee explore this thoroughly. 
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I would urge that ample provision be made for FNMA participation in the 
renewal program and, further, that FHA be encouraged, if not directed, to take 
a more positive and active role in increasing the supply of new and rehabili- 
tated housing in urban renewal areas. 


4. Clarification of the declaration of national housing policy in section 2 of Hous- 


ing Act of 1949, as amended, through 1956 

There exists in some quarters, including to some extent, I am told, the General 
Accounting Office, an idea that the urban renewal program is basically an ex- 
tension of the public-housing program and that the program must be primarily 
a housing program either in clearance of slum or building of new housing in 
cleared areas. 

This view results from an imperfect understanding of the forces at work in 
creating and spreading slums and blight in our cities today. This false idea 
seems to be rooted in the notion that any action on the slum-clearance side or 
on the side of rehabilitation or creation of new housing must directly deal with 
housing if it is to accomplish the objectives of the law. 

Nothing could be further from the truth. 

Let me cite two illustrations to make my point. 

1. It costs the city of New Haven $800 to educate the two school-age children 
of the average urban family. From that same family the city now receives some- 
thing less than $300 a year in taxes, leaving a deficit of $500. We must make 
up this deficit from our central business district, Our industrial plants, or from 
State or Federal aid. Three hundred dollars is a pretty high local tax load for an 
average income family to carry, and we cannot ask them for much more. 

The answer, therefore, lies in major part in using urban renewal to create a 
more balanced economy in order to provide the services which our householders re- 
quire. There should be no question at the Federal level about our authority to 
do that. 

2. Creating additional space for commercial enterprises and industrial plants 
will do as much to protect our existing housing supply of standard private hous- 
ing from slipping into the blighted category as any single step we could take. 

The industrial or commercial buyer needs to expand and he can pay more than 
the residential user. No city in America has or can resist this push, without cre- 
ating more industrial or commercial land in some other way. ‘The way in which 
residential neighborhoods adjacent to industry, and residential property on 
arterial streets, have been blighted in every city I know of is compelling evidence 
of the importance of this. 

There should be no doubt about our authority to make needed commercial or 
industrial land available in an orderly way through the renewal program to stop 
this residential blight and reduce the incursions on the very limited supply of 
decent, moderately priced private housing. I urge that you investigate this and 
if the doubt exists to take such steps as are necessary to remove il. 

J. Federal administration of the program 

Urban renewal is difficult enough of accomplishment at the local level because 
of purely local considerations. In my opinion the philosophy which should suide 
the Federal program is to allow cities to move as fast as they are able. No city 
I know of, including New Haven, is clearing slums and eradicating blight at a 
faster rate than they are being created. 

Mr. Cole and Mr. Steiner and their staffs are doing good work and you should 
encourage them in every way. Great strides have been made in the last vear. 

Iam particularly familiar with the regional oftice in New York. IT would like 
to give special commendation to Walter fried, the regional administrator in New 
York, who is doing a magnificent job of moving the program ahead; and to his 
renewyl staff, headed by Mr. Horan. 

I think it is appropriate indeed that I should state for the record the pro- 
found gratitude that I feel and I believe the people of New Haven feel for the 
outstanding work which has been done on our behalf by your distinguished col- 
league, Senator Prescott Bush. His grasp of this program and his understanding 
of its import for the Nation, and for the great State he represents, do him signal 
credit. 

6. Coordination of renewal and highway programs at the Federal, State, and 
local levels 

A very substantial amount, perhaps half or more of the $153 billion appropriated 
for the national highway program of 1956, will be for right-of-way and con- 
struction in and around urban areas. These magnificent new highways which 
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will be built under this program in the next decade will, we hope, solve the traf- 
fic problem, or a good share of it. 

But what will be the impact of highways on the cities? 

These highways can spread slums and blight in their wake—you have all seen 
cases of this in your travels. Thus, while solving our traffic problems with a huge 
outlay of Federal funds, a new problem will be created far beyond the capacity 
of local government to solve. 

On the other hand, a close coordination of highway program with other re- 
newal programs can be of enormous benefit to each agency. We have such co- 
ordination in New Haven and if there were time I would show on our map how 
the Oak Street Connector, Route 5, and the Connecticut Turnpike are tied in 
with urban renewal programs in Oak Street, Wooster Square and the south 
eentral area. In our program in New Haven the two efforts support and 
strengthen each other. 

The decision about whether these two important Federal programs can be tied 
together or should go their separate ways is too important to be left to chance. 

The Congress should declare itself on this major question of policy. It should 
insist that these two programs be coordinated in the best interests of both. 

I can assure you from personal experience that unless Congress does adopt a 
policy requiring coordination of highway and renewal programs it will not hep- 
pen and, in all possibility, slums and blight will greatly increase in our cities. 
The time to make this legislative change is this vear, while there is still time. 

?. Is urban renewal a threat to inflation? 

The reasons behind this sudden, drastic, and unforeseen cutback in urban 
renewal have not been directly or fully stated by those in positions of responsi- 
bility. 

However, the underlying reason appears to be a fear in some quarters that 
urban renewal has reached, or will soon reach, such proporations as to cause 
an inflationary threat. Gentlemen, that is praise which the program has not 
earned today, if it ever will. 

The Federal moneys involved in urban renewal are less than one-half of 
1 percent of the Federal budget. Actual cash expenditures are only a fraction 
of that. 

On the other hand, the cost of slums to Federal, State and local taxpayers 
is enormons, and it is growing worse day by day. The cost involves police; it 
involves fire: it involves health and welfare, and all other kinds of Federal aid, 
both financial, tangible and intangible. 

Some officials may feel that the Nation cannot afford redevelopment and 
renewal. But I believe, and so do my colleagues, that the Nation cannot afford 
slums. 

Figures from the Federal Works Agency, just released, show that slums 

and blighted areas take up about 20 percent of a city’s entire residential area. 
tut in these slums live 33 percent of our population ; in these slums are committed 
45 percent of our major crimes: these slums are the scene of 55 percent of all of 
our juvenile delinquency: these slums account for 60 percent of all tuberculosis 
patients. 

If the figures were available at the Federal, State, and local levels on how 
much was spent in service to these slums, indeed, there would be no question to- 
day, in my opinion, on the Federal level of the continuation of the urban re- 
newal program. These figures, labeled “slum appropriation’ would more than 
justify urban renewal and redevelopment. 


CONCLUSION 


To summarize as T conclude, I can only say to you again that T agree with 
what Mr. Cole said when he predicted that unless renewal and redevelopment 
programs are rolling across the country, especially in our older cities, by 1960, 
then these cities will face complete fiscal municipal ruin by 1965. 

These problems of sium and blight are very serious problems—the most seri 
ous we mayors face—and at long last these approaches of renewal and redevel- 
opment are beginning to be recognized as the answers to these slum problems 

The momentum of redevelopment and renewal is beginning to gather strength 
tight across the land: the money on the local level is beginning to be previded, 
but the towns and the cities of America cannot do this job alone—for our 
a are too large, our neighborhoods are too far gone, blight is spreading too 
ast. 
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Federal help is needed; it is needed badly if urban renewal and redevelop. 
ment is to continue. Urban renewal is the fiinest opportunity ever afforded to 
our towns and cities to rebuild for the future. It is vital to our national 
health and vital to our national economy. 


I urge most emphatically and most sincerely your support of the measures 
designed not to cut back renewal, but, indeed, to expand it and strengthen it, 


Senator SpARKMAN. Mayor Hynes. 


STATEMENT OF JOHN B. HYNES, MAYOR, BOSTON, MASS, 
PRESIDENT, UNITED STATES CONFERENCE OF MAYORS 


Mayor Hynes. Mr. Chairman, members of the ne I do not 
want to speak a great deal on what has been said tod: ay. I do, how- 
ever have some pe enciled notes here which I hope I can read. I hope I 
will not take over 5 or 6 minutes of the committee’s time. 

Physical decay is the most serious problem of our larger cities to- 
day and, indeed, a serious problem in some of the smaller cities also, 
It is altruistic to expect that private enterprise can or will attack 
the problem with any hope of a modest return on investment made, 

It is not possible for cities, with their ordinary commitments and 
their constantly increasing costs of operation, to shoulder, alone, and 
without assistance from a higher level. of government, the costs en- 

tailed in the amount of renewal which is necessar y. Toslow down or 

discontinue urban renewal will have little direct effect on financial 
nuances or inflationary trends. It will, however, have a debilitating 
effect on our cities which, slowly to be sure, but finally and with real 
enthusiasm, have indicated their confidence in the urban renewal law 
and are beginning to take full advantage of that beneficial legisla- 
tion. 

The urban renewal law was conceived in the minds of men who 
realized that the city was fighting a losing battle against decay and 
blight and deterioration. It is good legislation. For the larger city 
it is perhaps the most forward-looking legislation Congress has 
adopted in recent years. It should not be racked up and put on the 
shelf to gather dust while the cities of our Nation watch whole sections 
of their cities go deeper and deeper into a quagmire of rot and decay, 
against which the cities have no adequate or formidable remedy. 

No mayor of any large urban community will deny that the Federal 
highway program will ‘be of great benefit to the economy of our coun- 
try in all its various levels of government. Likewise, no mayor is 
ready to agree that a program of road de velopment should continue 
without interruption while the program of urban renewal is put in 
mothballs. 

In my judgment, a cutback in spending should not affect either the 
highway program or the urban renewal program, and certainly not 
the latter. 

The economic health of urban centers is of supreme importance to 
the economic health of the Nation as a whole. Cities which get sick 
unto death will infect the general community; blight and decay are 
highly contaminating and infectious. 

America since the turn of the century has ceased to be a pastoral 
nation. Two-thirds of our inhabitants live in urban communities. It 
is short-sighted, in our national planning, we believe, to ignore the 
place urban centers occupy today in the economic sphere. 








eral 
yun- 
ris 
inue 
t in 


- the 
not 


‘e to 
sick 
are 


‘oral 
, = 
, the 








HOUSING AMENDMENTS OF 1957 617 






The cities of our country have today survived the exodus of busi- 
ness and population. Through the medium of urban renewal and other 
media, the cities have begun to turn the tide. Instead of a pessimistic 
outlook, cities have seen the vision of better days ahead. If urban 
renewal is relegated to the scrap heap, even temporarily, cities will 
lose heart. and await the inevitable. Gloom will replace optimism. 
Despair will outrun hope. Surrender will overcome confidence. 

Do not let our cities down. Urban renewal is our ace in the en 
It is our atomic weapon against the insidious creeping effects of deca 
And do not water down, gentlemen, please, this most potent cou 
at the disposal of urban communities. Do not let our cities wither on 
the vine while the grapes of wrath, bitter grapes, grow in wild 
profusion. 

The cities of America more than any time since the Thirteen Colonies 
became united, need help. Do not withdraw that helping hand. 

America in all its history has been willing to take the calculated 
risk. We submit to you that if there is any risk to our financial sound- 
ness, to give hope to our cities, certainly we should take that risk. 

Cities without the instrument of urban renewal may survive after 
a fashion, but there is little likelihood they will be the vigorous and 
vital part of the American scene and the American prosperity they 
have been in the past. 

Nations come and go, but cities endure; that is, if decay does not 
destroy their roots. The American city is on the threshold of a new 
life. It will fall back into a noxious desultoriness or will go forward 
in the expanding economy of our expanding Nation. 

Financial theorists to the contrary, a host of sick cities will mean 
a sick nation. Let us keep our cities in reasonably good health. If 
we do not, the financial theorists and all their plausible arguments 
‘annot keep the roses blooming on the cheeks of fair Columbia. 

And we hope, Mr. Chairman, that your committee will be sym- 
pathetic to our pleas made here today, because we represent the mayors 
of all of the major cities in our Nation. We hope that there will 
be a rescission of the cutback order that has been promulgated, and 
we hope too that the original appropriation recommended by the 
President will be adopted. 

Thank you very much, Mr. Chairman and members of the committee, 
for your kindess and your patience in hearing us today. 

Senator SparKMAN. Thank you, Mayor Hynes. We thank all of 
your for your very fine and helpful statements. 

If Mayor Mead will come around here, and you gentlemen pull up 
there, as questions are asked, you can just pass the michrophone from 
one to the other, if you will. 

Senator Bush ? 

Senator Busu. I beg your pardon ? 

Senator Sparkman. Do you have some questions, or would you 
rather wait? 

Senator Busu. I would just like to ask the chairman of the confer- 
ence a question. 

Senator SparRKMAN. We have 2; we have 2 groups, one of them 
representing the American Municipal Association, the other the United 
States Conference of Mayors. 

Senator Busu. I am speaking of the United States Conference of 
Mayors. 
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Mayor Hynes. We are on speaking terms, too. 

Senator SparKMAN. I thought you were. 

Senator Busu. This I might say by way of introduction. This is 
a program in which I have ‘been very much interested and in which, 
as the mayor from New Haven has indicated, we have made substan- 
tial moves in our State to take advantage of this program and have 
many underway. I am very much concerned with it and very much 
interested in it. 

I would like to ask the chairman this question: In your discussions 
amongst yourselves in the conference of mayors, have you considered 
what supplementary aid might come in to these urban renewal pro- 
grams at the State level ? 

Mayor Hynes. Speaking for my own State, Senator, my Common- 
wealth is in desperate need of new funds. We are trying to put a sales 
tax across in Massachusetts. I am hopeful it will be successful. 

I doubt very much the Commonwealth of Massachusetts is prepared 
or at this time can take the place of the Federal Government insofar 
as the two-thirds contribution that the Federal Government is making 
under the law. 

Senator Busn. I am not suggesting that the Federal Government 
eut down its program at all; | am suggesting that, as the mavor of 
Philadelphia s: aid, the I ede ral Government, though, instead of prov id- 
ing two-thirds of the money, might very well eaninbdes providing 80 
percent of the money. 

[ think as a practical matter that you are going to run into resistance 
on that. What I am wondering is whether, if on the State level the 
burden is too heavy for the loc ality . the State itself might be considered 
as a possible contributor to this. 

I will illustrate that too by saying here in connection with some of 
our flood prevention works in New England—you are probably fa- 
miliar with this yourself—that we have suggested that, inasmuch as 
the Federal Government does require, on most flood-prevention pro- 
grams except the very largest ones, some measure of local participa- 
tion, and since it is a fact that in some of our New England commu- 
nities the ability to bear the burden of a great big flood prevention 
program is not very great, if any, we have proposed—and the reaction 
in our State has been very favorable from the Gove ‘rnor and some of 
the heads of the local governments—that the State itself might be 
interested, you see, in supplementing the funds so as to meet the Fed- 
eral requirement of local participation, but to do it out of the State 
treasury because of the complete inability of communities to meet the 
obligation. 

What I am asking—it was rather a long introduction—but what 
I am asking is whether that same philosophy might be applied in the 
ease of this very important slum clearance and urban-renewal work. 

How about our friend from Alabama there; what is your observation 
on that? 

Mayor Morean. We would not have a chance to get any money at 
all from the State. 

Senator Busu. You would not anticipate receiving funds from the 
State. 

Mayor Hynes. I think that is the unanimous answer. 

Senator Busu. Does the State not recognize that we have this very 
serious problem ¢ 
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Mayor Morcan. They recognize it, but they are having problems too. 

Mayor West. May T comment on that, Senator ? 

Senator Busu. Yes, sir; anybody. 

Mayor West. I am of the opinion that the legislatures of every one 
of the 48 States are rural-dominated and have little consideration for 
the problems of the cities. And I think that is pretty general. 

Mayor Hynes. Senator, Mayor Ben West has put his finger right on 
the vital spot; as a matter of fact, we, the mayors of our largest cities, 
were preparing to come down to Washington to see if we “could not 
get this urban-renewal law amended so that the Federal Government 
would pay 80 percent of the costs, and lo and behold, suddenly we are 
hit with this terrific blow. 

So now we are not so much interested in getting the 80 percent— 
we would like that—but we want to hold what we have had. I think 
that is the consensus of opinion here at the present time. 

We will delay our fight on the 80 percent until we can be sure of 
this program not being decimated. 

Mayor Ler. Senator, may I add a postscript to what you were 
saying ? 

Senator Busn. Yes, su 

Mayor Ler. I would like to point this out, which I am sure you 
know; but I would like to say it for the rest of the committee. 

In Connecticut, of course, we had two very serious floods in 1955, 
one in August and one in October, and there were many towns and 
cities in Connecticut which did not have redevelopment programs. 
The result of that flood was that many of our towns and cities which 
were hit by the floods learned of redevelopment and realized that 
it was the answer to the! - problems; but they were so badly hit from 
a municipal standpoint, fiscal standpoint, they did not have the funds 
even to participate in redevelopment. 

So the way it worked was that the Federal Government, of course, 
put up the usual two-thirds, and then the one-third matching funds 
supposedly coming from the community was put up half by the 
State and half by the city or the town. So, in other words, the town 
did not pay one-third; it aid half of one-third and the State paid 
one-half of one-third. 

I would say, however, that for those of us who were not hit by 
floods I do not think we could hope to get the same arrangement, but 
it has been done. It is possibly something we could try to do later. 

Senator Busn. Thank you. 

Mayor Mrap. I would like to respond to the Senator’s question ; 
that at my request, our State legislators for the past 2 years have 
introduced a bill in the New York State Legislature to do that very 
thing: To match the city’s contribution. We have been successful in 
getting the legislation passed on two separate oceasions, but it has 
been vetoed by the Governor. 

We are hopeful this year, however, that some of the technical 
problems will be worked out. I think that the legislature again will 
pass the bill. What the Governor will do with it, I am not in a post- 
tion to state at that time. 

Mayor Dirtworrit. May I add to that ? 

Senator Busn. Certainly. 

Mayor Dinworru. In our own State, we have our League of Cities, 
of 50 cities, and we have introduced legislation in each session of our 
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State legislature to try to compel the State to put up a more adequate 
sum, that it never has had before, both for public housing and for 
redevelopment. Those bills have never even gotten out of committee, 

In our State the rural domination of the legislature is almost com- 
plete, in addition to which they complain that their budget has almost 
doubled. It is now at the rate of almost $2 billions per biennium. 
They have imposed a 3 percent sales tax for the first time, and they 
are spending on a mental-health program, and they say that they can 
do nothing more than that. 

Senator SparKMAN. Senator Clark. 

Senator Ciark. Mr. Chairman, in my judgment, this testimony we 
have just heard is the most import: unt testimony which has come 
before the subcommittee yet, and I regret very much that it has not 
been heard by more members of the subcommittee. I hope it will 
receive the weight to which it is entitled when we go into executive 
session to come out with a bill. 

Having recently been a mayor myself, I assure you that I share 
some of the worries of these gentlemen, and I know they know what 
they are talking about. 

The only thing that concerns me, gentlemen, is that I suggest your 
psychology is wrong; you are too ‘defeatist.. There are still Some 
people down here who are interested in your problem. And I hope 
you will not just say that because the sky looks black that there is no 
chance in the reasonably near future to do something about these 
programs. 

I am going to direct this first to Mayor West, but I hope that Mayor 
Hynes will listen i in, too, because between the two of you you represent 
every substantial urban community in this country; is that not true? 

Mayor Wesr. Yes. 

Senator CLark. Mayor West, you started your statement by say- 





The mayors of this Nation are shocked by the administration’s order to kill the 
slum-clearance and urban-renewal program. 

That is pretty strong, and I wonder if any of the six of you think 
that Mayor West went too far when he said that ? 

Mayor Ler. I do not think so. 

Senator Crark. Mayor Hynes? 

Mayor Hynes. Speaking for the old city of Boston, which has 
troubles that some of our other cities have not approached yet but 
will, I suppose in time; speaking for my city, and I think for the 
United States Conference of Mayors, I w ant to say we were shocked— 
and I do not think that word should be watered down at all. I was 

called up by the press late at night, about 11:30 at night, and I was 

mn forked of this new order, and I just could not: believe it. I could 
not believe that this great legislation, which was amended in 1954, 
I believe, that this gr eat legislation for the benefit of cities was to be 
rescinded in any way. It is hard to believe now, Senator. 

[ think perhaps that is the attitude of all our mayors. It is hard 
for us to believe that this great weapon that was put at our disposal 
is suddenly withdrawn. And I cert: ainly hope that this committee 
will understand our problems. 

I feel that your committee is sympathetic to us. I know that you 

ire, Senator Clark, because you have been through all of this, all of 
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the problems and the trials of a mayor, which get worse as the days 
go by, and we look at you, frankly, with great envy. 

Senator Ciark. Maybe if some of the rest of you fellows would 
come down here, we would get something done. 

Mayor West, on page 4 of your statement you call attention to the 
fact that the House subcommittee recommended that loan and grant 
authorizations for urban renewal be increased from $1 billion ‘to $2 
billion, and you say, “We agree.” But then some of you gentlemen 
seem dissatisfied with $250 million. I wonder if that is really going 
to do the job. What do you think? 

Mayor West. Senator, we have just conducted a survey of 23 States 
and 162—let me get my figures here—23 States, 162 communities, 
which we h: ave just finished on yesterday. They need right now, by 
July 1 of 1958, of all these communities, under this program, some 
$650 million. 

Senator CLark. Then $250 million is not going to fill that bill, is it? 

Mayor Wesr. As I understood it, of course it is all needed but not 
at once, Senator. 

Senator Crark. I understand. 

Mayor West. This is a revolving sort of thing, as you know. But 
if the President’s first $250 million was voted with the anticipation 
that there be another $250 million, then that is $500 million. Then 
when you back up that, that is approaching the need of the $650 
million. 

But then Mr. Cole says $175 million will be sufficient. Then you 
couple that with this letter that was written, which just cuts it all 
out except disaster programs and piecemeal programs; then you 
realize that there has been a complete change in the whole thinking 
on the executive level, and that is the thing that we think. We think 
that the letter plus the figure that Mr. Cole puts in here are so un- 
realistic as to absolutely kill this program. 

That is what it is going to amount to. 

Senator CiarK. I agree with that, Mayor West, but what I want 
to find out for the record is whether you and Mayor Hynes, represent- 
ing your two organizations, want to leave as a recommendation to 
this subcommittee that we increase the authorization by $250 million, 
or whether you think that what the House subcommittee did, which 
was to raise it from $1 to $2 billion, would he preferable? 

Mayor West. Of course we think the other would be preferable, but 
when the President of the United States makes recommendations, we 
certainly felt we would be on better ground and get more support, 
per haps, if we stood by him and what he said which, at least, will come 
closer to meeting the need. 

Senator CiarK. I wonder if any of you other Mayors would care 
to comment as to whether you want to leave it at $250 million or go 
higher ? 

Mayor Hynes. First, I want to say that the Democratic mayor of 
Nashville, Tenn., shows a great understanding of the promise down 
here in W ashington, in view of that last statement he made. 

And may I say, while I still have the microphone, that perhaps one 
point has not been touched upon here today: We are spending vast 
sums of the peoples’ money in the United States, abroad. I think it 
is good. I think history would indict the American people if we did 
not do what we are doing for the free peoples of the world. 
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On the same hand, I think history will indict us, this generation, if 
we permit our great cities to become remnants of what they were years 
ago. 

Senator SparkKMAN. Mayor West, let me ask you this question ? 

Mayor West. Yes, sir, Senator. 

Senator SparkMAN. You made reference to this House recommen 
dation. When did the House make that recommendation ? 

Mayor Wrst. That was 1953, I believe. 

Senator Sparkman. Oh, I thought you were talking about new 
legislation ? 

Mayor West. No, sir. 

Senator CrarK. So did I. 

Senator Sparkman. It had me confused, because I did not know of 
any such recommendation, any recent recommendation. 

Senator Ciark. The same here. 

Mayor West. That is right. 

Senator Sparkman. All right, go ahead, Senator Clark. 

Senator CLiArKk. Mayor Dilworth, are you in accord with $250 mil- 
lion being as much as you can reasonably ask for now, additional 
authorization for urban renewal, out of a bill which the subcommittee 
will shortly bring out ? 

Mayor Ditrworrn. T simply bow to the judgement of the other 
mayors who have had a lot more experienc e in dealing with the 
Congress. We could use $500 million in the next year, in the next 5 
years, and it could be very well spent; and, actu: ly, in my opinion, 
that should be a minimum program, but we had the feeling jointly 
that if we asked for anv such thing as that, it might defeat the very 
purpose of what we are attempting to do. 

So we are very glad to get behind President Eisenhower. It is time 
somebody did. 

Senator Crark. Mayor West, would you please place in the ree- 
ord, Mr. Chairman, the results of that survey you spoke of which 
shows a need for $650 million additional authorization right now? 

Mayor West. Yes, sir. I certainly will. It will be my pleasure. 
T think it would be interesting to all the members of the committee— 
State by State and city by city. 

Senator Crark. Thank you, sir. 

Senator SparkMAN. That will be placed in the record. 

Mayor West. Yes, sir. 

Senator SparKMAN. We will be very glad to have that. 

Senator Crark. Mayor West. Mr. Cole has recommended to this 
committee that certain changes be made in section 302 of the act so 
as to permit an 80 percent grant by the Federal Government under 
certain circumstances, and I understand that you and the other mayors 
are advocating raising the Federal participation from two-thirds to 
four-fifths ? 

Mayor West. Yes, sir. 

Senator Crark. I am wondering whether you think the formula 
recommended by Mr. Cole would accomplish that result or whether 
it is inadequate for the purpose you have in mind? 

Mayor West. Senator, I cannot answer that at the moment. 

Senator Crark. Can any of the rest of you do that? 

I wonder if we can ask the American Municipal Association’s staff 
to furnish us, Mr. Chairman, with a comment on the recommenda- 
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tions made by Mr. Cole? My own view is that the change in the 
formula is one in form and not in substance; it does not really meet 
the needs for increasing Federal overall participation. 

Senator Sparkman. May I say I do not think it was intended to 
do that: it was really intended to shorten the time for processing 
these. I do not think it represents any material change in the amount 
of money that is made available. 

Senator Crark, That was my view, too, Mr. Chairman, but I hope 
that we would not be led to believe that the Federal Government is 
going up to four-fifths when it is not. 
~ Senator SparkMan. No, that is right. 

Senator Crark. Mr. Chairman, could I read into the record at this 
point a very brief letter which I have received from the Chamber of 
Commerce of Greater Philadelphia and then have an opportunity to 
see whether the mayors here would agree with it. This letter is 
addressed to me and was received this morning. It is from Mr. Ford 
F, Robinson, chairman of the industrial council of the Chamber of 
Commerce of Greater Philadelphia, and he says: 

My Dear Senator: As chairman of the industrial council of the Chamber of 
Commerce of Greater Philadelphia, acting in accordance with the chamber’s leg- 
islation program for 1957, as approved by its board of directors, I am writing 
to request that an amendment to the Federal Housing Act be created, allowing 
redevelopment funds to be used for industrial purposes free from any restrictions 
that would necessitate its being tied to residential redevelopment. 

The redevelopment of substandard and antiquated industrial areas is of the 
utmost importance to the economy of the larger cities. The rehabilitation 
of these blighted areas offers new job opportunities, a revitalization of the com- 
munity and a sound use of invested funds. 

Mayor Dilworth, T wonder if you have any comment on that or 
whether you would reer 

Mayor Ditworrn. Oh, very strongly, because particularly as we 
brought out in our old ¢ Rs where so much of our industrial plant is 
obsolete, it is essential, and the specific example that we brought out 
is this Eastwick project, which is near our international airport, and 
as vou know, fronts for a large part of it on the Delaware River. And 
out of that 2,500 acres, we had originally hoped to have 1,500 for in- 
dustrial development, and we have to have that industrial develop- 
ment to save our tax base. And yet under the present formula we 
have had to cut that industrial area down in that Eastwick develop- 
ment to about 750 acres. 

Senator CLark. I wonder if any of the other mayors would dissent 
from what Mayor Dilworth has said, or care to add anything to what 
he said ¢ 

Mayor West. No, sir, I would like to approve of what he said. In 
delineating bag areas, Senator, for urban renewal with this residential 
limitation, it bocomes increasingly difficult for our planners to get a 
typically tune area to meet the Federal requirements, 

Mayor Hynes. I think, Senator Clark, we are all in agreement with 
that statement that Mayor Ben West made and the statement Mayor 
Dilworth made. 

Senator Crark, Can this subeomcommittee assume that you gentle- 
men are in accord that it is entirely unrealistic to expect any substan- 
tial State aid in assistance of your urban redevelopment program? Ts 
there any dissent from that? 


Mayor LEE. No. 
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Mayor West. None that I know of. 

Mayor Hynzs. The old fight, Senator, between town and gown, and 
urban and suburban still goes on. 

Senator Ciark. The result is that the rural-controlled legislatures 
make it realistically impossible to give to the cities the aid they need 
in urban redevelopment, is that correct ? 

Mayor Ler. Right. 

Mayor Hynes. Yes. 

Senator Ciark. I would like to turn briefly to the subject of public 
housing, and Mayor Dilworth, I would like to ask you how much public 
housing you think Philadelphia needs in the next 4 or 5 years? 

Mayor Diuworru. We have 60,000 slum units, and by that we mean 
unfit for human habitation. They are occupied by 300,000 persons. 

We could use 10,000 units a year, provided the base cost of $2,500 
was upped, because it just is not practical to build public housing in 
a large city on nothing but vacant land. But with the present unit 
cost that is allowed, that is pretty nearly what it has degenerated into, 

Senator Cuark. Mayor West, I understand that you need some pub- 
lic housing in Nashville, is that correct ? 

Mayor West. Yes, sir. 

Senator CiarK. How about you, Mayor Hynes? 

Mayor Hynes. We need some more, Senator. I think in our city 
we have more public housing the city sponsored, per capita, than any 
other city. But we do need an increase in accommodations in public 
housing, perhaps 10 percent more than we have at the present time, 

Senator Cuark. Is that also true, Mayor Morgan, in Birmingham? 

Mayor Morean. Yes. We have fully 25,000 units that are unfit for 
human habitation, and we are very much for help in public housing. 

Senator Crark. As I understand, Mr. Chairman, it will be part of 
the responsibility of this subcommittee to recommend what, if any, ad- 
ditional public housing authorization should be enacted into legisla- 
tion. I wounder if the conference of mayors and the American Munic- 
ipal Association has any figure they would like to recommend to this 
committee as being the amount of public housing which should be 
authorized for the future ? 

Mayor West. We would certainly be glad to get that up and submit 
it to the committee. I think we should work together on it; and we 
will do that, get a total for you. 

Senator CLarK. You recall that last session, under the leadership 
of this committee, the Senate passed a bill authorizing 135,000 units. 
There have been those who thought that 200,000 units was needed. 
We go back to the Taft-Ellender-Wagner Act of 1949 which would 
call for 800,000 units over a period of time. 

I would be very grateful to you if both of your organizations would 
submit in writing to this vdbivoiasnithes your recommendations for 
how much additional public housing you think is needed. 

Mayor West. Senator, to answer that just in this way, in my own 
town we have tried to cut down on requests for public housing and 
have notified our chamber of comerce and our building officials, and 
so forth, and the officials of the mortgage loan companies, that we 
expect them to do some of this job. We hope that they will do it all, 
and we want them to pitch into this urban renewal program; and 
they have. But, of course, if this fails, we are going to be faced with 
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a tremendous public housing problem not only in my town, but all over 
the country, because we are not even going to be able to save these 
areas on the downgrade and going downward. 

Senator SparKMAN. Let me suggest that it is contemplated that we 
will close these hearings on April 2. The record will probably re- 
main open about 3 days. So it will be necessary for us to have the 
figures, I would say, not later than April 5 for any additional informa- 
tion that you may want to place in the record. 

Mayor Hynes. To laste , Senator Clark, what you are aiming at, 
are you referring to low-cost public housing? 

Senator Cirark. Low rental public housing. This is the Taft-El- 
lender-Wagner program, which has been cut. back to 35,000 units a 
year during the last 3 years, and 45,000 units, I think 

Mayor Hynes. Our joint staff will have that information within 3 
days. 

Senator SparkMAN. Thank you very much. 

Senator Ciark. I would like to point out, gentlemen, that unless 
the mayors of America are behind this public housing program, it is 
a “dead duck.” 

Mr. Chairman, I just have two more questions, and then I will be 
through. 

Senator SparKMAN. Very well. 

Senator Crark. Gentlemen, at earlier hearings before this sub- 
committee, when witnesses who took a somewhat different approach 
than you gentlemen have taken who are before us, testified, it has been 
suggested to us that this program, both of urban renewal, of public 
housing and of various financing aims to enable moderate income 
groups, elderly people, minorities, even colleges, to get funds to build 
housing cheap, either involve a philosophy of socialism or one which 
called for huge Federal subsidies which were not justified in view of 
the threat of inflation and, what is said to be the paramount need, to 
balance the budget. 

We are going to have to meet that argument, not only in this com- 
mittee but on the floor of the Senate. I wonder if any of you gentle- 
men would care to put in the record your views on those things in order 
that those of us who agree with you will have some basis for support ? 

Mayor Morean. Senator Clark, I would like to say this, that our 
experience has been, through many, many years, I have never been in 
favor of the Government going in competition with private enter- 
prise, but where private enterprise will not do the work that we are 
urging them to do; they cannot very well financially do it; that I see 
no other step to be taken other than the Government to get in and 
furnish low-cost housing for those who are unable to pay the price 
that will be necessary for private enterprise to do something about it. 

Senator CLarkx. And the same for urban renewal ? 

Mayor Morean. Well, yes. 

Senator Car. Would not urban renewal create tax resources for 
your city ? 

Mayor MorcGan. Why, yes, the program is set up whereby private 
enterprise comes in and takes over, and it is cleared out. They are still 
in the picture, very much so, there. 

In the low-cost housing, if we do not do something about it from 
the Federal standpoint, it will not be done. 
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Mayor Dinworrn. May I say ees I got it correctly, you referred 
to the aged, colleges, minority groups ? 

Senator CLark. Moderate income. 

Mayor Dinworrn. And moderate income groups. 

Senator Ciark. All these special categories where the private mar- 
ket at the moment does not seem to be able to meet the need. 

Mayor Dinwortn. It is just the opposite of socialism, because you 
take our moderate income groups and those with fixed salaries, pro- 
fessional people and so on; they are just getting a very bad squeeze, 
and they are being driven either to the upper level ro the lower level. 
If something is not done to help them get housing, it is going to be a 
terrible problem for that backbone of the Nation. 

Also for the aged, every community that has tried this housing for 
the aged has found it is a tremendous success. You take the city of 
Phil adelphia ; we have over 200,000 people over 65 years of age, and 
it would mean a tremendous amount for the city to do something for 
them. 

Colleges are exactly the same thing. I am on the board at Penn 
State U niversity now, and the only way they are financing their 
dormitories is through the general State authority, having them put 
it up, and they get the rentals back from the dormitories. Without 
that, they would be absolutely sunk because of the housing problem 
at the universities. 

As far as the minority groups go, it is absolutely essential again 
to—to put it crassly, keep them out of communism. I think we all 
know that it is virtually impossible for a Negro to buy a new home, 
If those of nonwhite color do not get assistance of this kind, it is 
just practically inviting them to go into much more radical parties 
and forms of government. 

Senator Chark. One final question, Mr. Chairman, then [ am 
through. 

Do any of you gentlemen consider himself sufficiently of an econo- 
mist to be able to answer the question which has always been thrown 
at us, that this is just feeding the fires of infiation, and that in order 
to stop the decrease mn the value of the dollar and prevent inflation 
we have got to cut all these programs back and balance the budget 
and cut the national debt; that also, they say, will reduce taxes. 

Mayor Wesr. Senator, let us leave that open for a little thought 
so that we may file a statement with the committee, if it is satisfactory. 

There are two final things. The question was asked a while ago 
about the number of units recommended. I would like to read this 
from the national municipal policy, adopted by the American Mune 
pal Association in November of 1956: 

The.Housing Act of 1949 authorized a 6-year program. It Was to provide 
810,000 units of public housing and a stepped-up program of slum clearance. 

The American Municipal Association urges Congress to return to the goals 
of the Housing Act of 1949 and to authorize up to 200,000 public housing units 
a year, the maximum permitted under the act. 

I made the statement a while ago, gentlemen—I want to make a 
correction—that a House committee had recommended that the author- 
ization be increased from $1 billion to $2 billion and that was im 1958. 

That was in error: this is a report of the Committee on Banking 
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and Currency, FLlouse of Representatives, dated October 2, 1956, Sena- 
tor, on page 26, where they say: 


The subcominittee heard considerable testimony strongly recommending that 
the Congress make a substantial increase in the authorizations for loans and 
grants under the title | program. The subcommittee endorses this whole- 
heartedly, and therefore recommends to the Banking and Currency Committee 
that present authorizations should be increased from $1 billion to $2 billion 
for both loaus and grants. 

I want to make that correction. 

Senator SPARKMAN. Fine. Thank you. 

Mayor Ditworrn. May | answer Senator Clark’s question about 
inflation 4 

1 think we are all conscious of the fact that credit is completely 
Government controlled nowadays, whether they want to conceal that 
fact or not. If the rates go up, the consumer industries can pay that 
rate, and they tack it onto the public. The result is, automobiles, 
iceboxes, refrigerators, all that, continue to pour out. Industries, like 
the depilatory “industr y all those industries can still get all the credit 
they want to sell to the public. While it is wonderful to be odorless 
and hairless, you have got to have some place to put your odorless and 
hairless body. 

do not think the raising of interest rates is affecting those types 
of industries. 1 think the Government has got to take the responsi- 
bility for spreading the credit around so that it can go to those 
branches that really need it, like housing and redevelopment, rather 
than letting it all go into automobiles, depilatories, and things of 
that kind. 

Senator SparRKMAN. Gentlemen, | wish we had another hour we 
could spend here; we could spend it profitably. I have several ques- 
tions I would like to ask. 

by the way, Mayor Mead, you made some reference to Fannie May 
pulling out of sections 220 and 221. I know of no— 

Mayor Mrap. No; Mayor Lee. 

Mayor Ler, It was my interpretation of 1 

Senator SPARKMAN. Oh, was it. Certainly this committee has not 
acted on that, and I do not anticipate that it will. 

Mayor Lee. Good. 

Senator SparkMAn. | would like to ask this question, and you may 
wish to put a statement in, or you probably can answer it with just a 
“yes” or “no.” Ave you having any trouble finding adequately trained 
personnel to advise or to direct your programs ¢ 

Mayor Hynes. Yes, sir; and I meant to bring that out, Senator. 
Mr. Chairman, that is another reason, if there is any temporary halt 
in this program even, we are going to lose some of our highly trained 
technicians and planners, which, as you know, sir, are in ver y scarce 
supply. 

Senator SpARKMAN. Are you familiar with the bill that I have in- 
troduced to provide a limited number of scholarships for the training 
of personnel ¢ 

Mayor Ler. No, sir. 

Mayor Hynes. No, sir. 

Senator SpARKMAN. I would be very glad for you to check into 
that, and if you ¢ are to, give some comments 

Mayor ¥yusi. Thank you very much. 
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Senator SparKMAN. Thank you very much, gentlemen. 

While you are here, let me express to you and, through you, to 
your two organizations, our deep appreciation for the very fine work 
that you did for us in this study that we made last fall on the question 
of housing with respect to the different income brackets. As you 
know, we put out a study based on that. It has been one of the finest 


obs I think that we have been able to do, and we were able to do it 
eben of your help. I want you to know that we are grateful. 
Mayor Wrst. Please call on us at any time, Senator. 
Mayor Hynes. Thank you, Senator. 
(The following was received for the record :) 


SUPPLEMENTAL STATEMENT, AMERICAN MUNICIPAL ASSOCIATION 


This association, at the direction of Chairman John Sparkman, files the fol- 
lowing statement as a supplement to its formal presentation before the commit- 
tee on Tuesday, March 26. 


NEED FOR URBAN-RENEWAL FUNDS 


During the course of AMA’s formal presentation, mention was made of a survey 
being conducted to determine the impact on municipalities of the proposed redue- 
tion in requests for new authorization for the urban-renewal program. The 
survey cited in the testimony was conducted by the National Association of 
Housing and Redevelopment Officials. The results of that survey are now com- 
plete. The survey reveals that in the 26 States reporting that the estimated 
capital grant requirements through the next 16 months are approximately 
$676 million. 

This measure of needs is to be contrasted with the Administration’s original 
request for $250 million each year for the next 2 years for new capital grant 
atthority. It should be noted that even this $500 million, together with the 
$100 million which is presently authorized but which is being ‘‘frozen” by the 
Administration, adds up to a total of $600 million or an amount short by $76 mil- 
lion of the present estimated needs for urban-renewal authorization. 

Contrast this with the $175 million which the Administration is requesting 
for 1 fiscal year only. By our calculations, this would indicate a request for 
future funds which is woefully inadequate to meet urban-renewal needs. 

Enclosed is a copy of the above-mentioned study made by NAHRO which we 
hope will be incorporated in the record of these hearings. 


Mayors protest 


Mayors and other municipal officials from every part of the Nation have 
protested the drastic cuts in future urban renewal authorizations. We are 
enclosing a few of the many letters that these officials are writing to their 
Congressmen, copies of which have been forwarded to AMA’s Washington office. 
Since they indicate the overwhelming sentiment of the people at the grass roots 
level, we respectfully request that a sample of these communications be included 
in the record of the Senate committee hearings, 


Inflation considered 


In passing, we would also like to make reference to a question posed by the 
committee at the hearing relative to the assertion that a cutback in urban 
renewal authorizations for the future would be a tool to curb inflation. We 
seriously question the validity of this idea since the administration requests 
that future urban renewal grant authorizations be reduced do not involve the 
expenditure of funds this year or in the near future. As the members of the 
committee know it takes many years before an authorization to commit Federal 
funds is translated into an actual request for funds. We know, for example, 
that this urban renewal program has been in operation approximately 8 years 
and, to date, only about $90 million or roughly $10 million a year of Federal 
funds have actually been expended to discharge these obligations. The Admin- 
istration’s reduction in their original request for new grant authorization will 
have no effect whatsoever on this year’s Government spending. 
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PUBLIC HOUSING NEEDS 


The American Municipal Association has strongly and consistently supported 
the housing goals of 810,000 public housing units established in the Housing Act 
of 1949. Specifically we call for Congress to authorize up to 200,000 public hous- 
ing units a year, the maximum permitted under the act. Our policy on this sub- 
ject was unanimously adopted at our 1954 Philadelphia meeting and was re- 
affirmed by our membership in 1955 at Miami, Fla., and again in 1956 at St. Louis, 
Mo. Our policy statement reads as follows: 

“The 1950 census revealed that there were 10 million substandard nonfarm 
housing units. President Eisenhower’s Advisory Committee on Government 
Housing Policies and Programs pointed out that local governments with their 
limited taxing powers are not in a position to provide standard housing for the 
low- and middle-income groups in our population. Private enterprise has also 
failed to provide adequate shelter for these income groups. The Housing Act of 
1949 authorized a 6-year program that was to provide $10,000 units of public 
housing and a stepped up program of slum clearance. The American Municipal 
Association urges Congress to return to the goals of the Housing Act of 1949 
and to authorize up to 200,000 public housing units a year, the maximum per- 
mitted under the act (1954).” 

Justification for up to 200,000 units of public housing per year is made on the 
basis of need. When Congress considered the 1949 Housing Act, it was deter- 
mined that the Nation needed 1,350,000 units of housing per year. It was also 
established that approximately 10 percent of American families are totally 
unable to secure adequate housing on the private market at prices that they can 
afford to pay. Congress, therefore, arrived at the figure of 135,000 units of public 
housing to implement normal housing construction needs. The 1949 Act estab- 
lished a 6-year program or a total of 810,000 units. Actually only approximately 
300,000 public housing units have been constructed since that time. We have a 
backlog of 510,000 units. 


TABLE I 


Annual public housing needs as determined by— 

Units 
(a) 10 percent of needed housing starts__ _.. 135, 000 
(b) Proration of present backlog (using 8 years as period) —___ aa OU 


"FOUN os ee eared stn anevada et 200, 000 


Need for 200,000 units of public housing can be established in still another 
way. The urban renewal needs survey made by NAHRO quoted above indicates 
that the actual slum clearance needs of the Nation are $676 million in the next 
16 months. Experience indicates that for every $2,000 to $3,000 spent on urban 
renewal by the Federal Government one slum unit can be eliminated. This means 
that if the Congress meets the urban renewal needs during the next 16 monthis, 
there would be a minimum of 226,000 units scheduled for removal. Again 
experience has shown that about half of the families living in these units will 
need public housing. Therefore, it would require 113,000 public housing units in 
the next 16 months just to satisfy the urban renewal program, or an annual 
rate of 84,750 units. This does not take into account the number of slum units 
which will be removed because of highway construction and other Federal and 
local construction activities. The normal losses of all housing units through fire 
and other natural causes amount to 100,000 to 160,000 units a year. A large 
percentage of these units, of course, are located in slum areas as any municipal 
fire chief can attest. A very large percentage of these displaced families will 
need public housing. 

It has been argued by the Administration that cities have not made requests 
for new public housing projects at a rate higher than the 35,000 a year which 
the Administration has requested. We believe that part of this inactivity is 
due to the excessive amount of procedural redtape which has surrounded the 
Public Housing Administration. Another reason is the Administration’s require- 
ment that a municipality must comply with the ‘workable program” regula- 
tions as a prerequisite for participation in public housing. This discourages 
municipalities, particularly the smaller ones, from applying for needed low-rent 
housing units. In the November 1956 issue of Washington Municipal News 
figures from Mr. Albert Cole’s office are cited which showed that of the 426 
communities that had taken steps indicating an interest in obtaining public 
housing units, some 370 had no “workable program.” About 70 percent of these 
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370 cities are communities of less than 10,000 population. About 40 percent 
have a population of less than 2,500. 

Presumably this is why the President in his state of the Union message re- 
quested that Congress remove the “workable program” as a prerequisite for 
smaller municipalities to participate in the public housing program. 

Public Housing Commissioner Charles HB. Slusser in a recent speech pointed 
out that it has been estimated that there are upward of 8 million substandard 
housing units in the United States today. Of this number the Commissioner 
pointed out that a conservative estimate would indicate that the families from 
approximately 214 million of these units would be eligible for public housing. 
Taking the Commissioner’s evaluations of public housing needs and comparing 
it with the 35,000 units a year which the Administration has requested, it would 
take 71 years to adequately house those in the low-income group. Authorization 
of 200,000 units annually would still take 124 years to meet the needs cited by 
Commissioner Slusser. 


URBAN RENEWAL SCHOLARSHIPS 


AMA was asked at the hearings to comment on the Honorable John Sparkman’s 
bill, S. 1230, which would authorize the Housing and Home Finance Administra- 
tor to provide urban planning fellowships. The American Municipal Associa- 
tion, has, since the hearing, had an opportunity to analyze this bill. We are 
w holeheartedly in favor of its intent and purpose. 

In our conversations with operating officials in the field, we repeatedly hear 
the complaint that local urban renewal programs are delayed because of the 
critical shortage of people trained in urban planning. We feel that S. 1230 is a 
constructive step forward toward solving this complicated problem. We hope 
that it will be speedily enacted, as it should be effective in solving this problem 
We pledge the support of this association for this measure. 


Senator SparKMAN. We have several statements and telegrams frora 
the Governor of Pennsylvania, mayors, and other municipal officials 
which, with any others that may be received, will be inserted in the 
record at this point. 

(The material referred to follows :) 


COMMONWEALTH OF PENNSYLVANIA, 
GOVERNOR’S OFFICE, 
Harrisburg, March 29, 1957. 
Hon. JosepH 8S. CLarkK, Jr., 
Senate Office Building, Washington, D. C. 


DEAR SENATOR: I most urgently request that you lend all possible support to the 
authorizations for urban redevelopment and renewal as originally recommended 
in the President’s budget. These were $250 million for the fiscal year 1958, and 
$250 million for the fiscal year 1959. 

The suggestion of the Administrator of the Housing and Home Finance Agency 
that the total new authorization be reduced to $175 million for 1957 would do 
creat injury, if adopted, to the strenuous effort of Pennsylvania cities to clear 
their slums and blighted areas and replace them with modern developments. 

A survey of Pennsylvania redevelopment authorities shows $22 million of 
Federal assistance is required merely to supply additional needs of present pro- 
crams and applications pending in HHFA offices. (Additional Federal applica- 
tions expected from Pennsylvania’s 39 redevelopment authorities prior to July 
1958 total $73 million.) Applications for State assistance which provides one- 
half of local contribution toward the matching Federal assistance now total over 
$28 million, indicating long-range need for Federal grants over $112 million, based 
on $2 Federal assistance to each $1 local. 

Many worthwhile programs will bog down or die half completed if assistance 
is not available, thus causing tremendous loss of money already expended. Other 
projects will have to go forward on a piecemeal hasis at increased cost. 

There is no anti-inflationary effect in reducing authorizations. Actual appro- 
priations will not follow for a number of years, at which time the American 
economy may badly need the investment of private capital which comprehensive 
urban redevelopment can produce. 

The reduction in authorizations can only result in a reduction in planning. 
Already, the Urban Renewal Ageney has revised its standards for advancing 
planning funds and allocating canvital grants to a disastrously narrow base. 
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Pennsylvania, as a State, has shared in the financing of urban redevelopment 
programs under legislation passed in the Duff administration and in this one. 
We are currently proposing to our legislature a policy which will advance the 
planning of future projects by the assurances it provides of State assistance 
equal to the local contribution. 

It would seem that this productive area of Federal, State, and local coopeva- 
tion should be encouraged, not cut back. 

I am enclosing a list of the redevelopment authorities in Pennsylvania with 
active planning and action programs, so that you may judge the effect in each 
congressional district. But, however individual districts may be affected, I think 
we must all agree that the conservation and rebuilding of our urban areas is a 
cause in which every American should take a deep and compelling interest. 

Your cooperation will be much appreciated. 

Sincerely yours, 
GEORGE M, LEADER. 


REDEVELOPMENT AUTHORITIES IN PENNSYLVANIA 


CITIES 

Allentown Erie Oil City 
Altoona Farrell Philadelphia 
Beaver Falls Harrisburg Pittsburgh 
Bethlehem Johnstown Pottsville 
Bradford McKeesport Reading 
Carbondale Meadville Scranton 
Chester Monessen Shamokin 
Clairton Nanticoke Sharon 
Easton New Kensington York 

COUNTIES 
Allegheny Delaware Monroe 
Beaver Fayette Northampton 
Centre Franklin Somerset 
Cumberland Jefferson Washington 





Aspury Park, N. J., March 29, 1957. 
Hon. JAMES C, AUCHINCLOSS, 
Third New Jersey District, House of Representatives, 
Washington, D. C. 


Dear JIM: It has come to my attention that the Housing and Home Finance 
Agency is in instituting a new policy of curtailing the present urban renewal 
program. 

The city of Asbury Park has instituted an urban renewal program which is 
on the way and have engaged engineers to do the work with Federal grants. 
We have put a great deal of faith in this slum-clearance program and anticipate 
making improvements in the city and provide healthier conditions for those who 
have suffered so many years. The fight on blight is on the way with great expec- 
tations to relieve a condition that has existed for many years. Studies have been 
made for years and a real progressive program has been instituted. 

Any curtailment of this program at this time would have disastrous conse- 
quences. I would sternly urge and request that you lend your support to 
the continued Federal urban renewal program and that nothing should happen 
that would curtail the improvements contemplated in the city of Asbury Park, 
N,.J. 

With kindest regards, I am, 

Sincerely yours, 
Roitanp J. HiNes, Mayor. 
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STATEMENT OF THOMAS D’ALESANDRO, JR., MAYOR, BALTIMORE, Mp., CHAIRMAN, 
STANDING COMMITTEE ON LEGISLATION, UNITED STATES CONFERENCE OF 


MAYorRS 


I am happy to have this opportunity provided by the Housing Subcommittee 
of the Senate Banking and Currency Committee to express the deep interest and 
concern of the United States conference of mayors in maintaining and expand- 
ing effective programs for housing and for the clearance and redevelopment of 
slums and blighted areas. 

The membership of the organization is made up of approximately 300 major 
American cities. Our members feel at firsthand the full brunt of the pressure 
and need for decent housing for all the elements in our population. Looking 
ahead to the expanding future requirements for housing resulting from the 
constant increase in this country’s population, which is primarily occurring in 
the large metropolitan areas of the Nation, we feel that there must be sufficient 
production of new housing throughout the coming years. We are also becoming 
more aware not only of the importance of clearing our slums but of the neces- 
sity for rehabilitating our existing housing supply and conserving those sec- 
tions of our cities which are still strong and sound. 

As a former Member of the House of Representatives, I would like to offer 
a special commendation to you for the fine staff report recently issued by your 
committee. I refer to the report which sums up and analyzes the answers of 
150 mayors to a questionnaire sent them by Senator Sparkman on the housing 
conditions in their cities. Because I feel these views are so timely and appro- 
priate, I would like to review some of the report’s findings, which are based 
chiefly on what the mayors said: 

(a) Serious housing shortages exist in the Nation’s cities. 

(b) Four groups in the population are especially hard hit by these short- 
ages: Low-income families, middle-income families, families from minority 
groups, elderly persons. 

(c) Current production of new, and rehabilitation of existing dwelling units 
are not materially reducing these shortages. 

(d) Prices of available sales and rental units, both new and used, are gen- 
erally too high for these groups to afford. 

(e) The great majority of mayors feel that expanded housing programs are 
needed in their communities, and that the Federal Government should provide 
more effective assistance in meeting these needs. 

I certainly feel that these mayoral views are fully in accord with what I 
wrote your committee about Baltimore’s housing situation. As the report pays 
me the honor of quoting my reply to the questionnaire at length (on pp. 18 and 
19), I will not take your time to repeat it here today. 

The conference of mayors wanted me to emphasize to you gentlemen that we 
are seriously disturbed by the restrictive effect of current credit stringencies 
which are resulting in a decreasing volume of residential construction. In 
plain language, the tight money market is knocking the blazes out of new- 
home building. We therefore trust that your committee will be successful in 
evolving methods for overcoming these current problems and assuring a con- 
stant flow of the homebuilding required to meet the growing needs of our cities. 

We would also urge that your committee give consideration and study to the 
necessity for eventually evolving an effective method for assisting and encourag- 
ing the development of good housing for lower middle-income families who, in 
most cities, are now not being served either by the private residential industry 
or by the national supply of low-rent public housing. I would also like to 
register the strong support of our organization for adequate authorizations of 
additional low-rent public housing. These will be absolutely essential in order 
to house adequately our low-income families and particularly to provide for the 
decent relocation of families displaced by slum clearance and now by the large 
program of federally assisted urban highway construction. 

In Baltimore, our thinking is in the direction of the coordinated use of all 
possible housing resources to meet current and prospective market demands, 
including existing and contemplated Federal and State assistance. Some sug- 
gestions along these lines are contained in the recent report of my urban 
renewal study board, a copy of which I have brought along to give the 
committee. 

I would like to tell the subcommittee members at this point something about 
the urban renewal study board, which I appointed last February and reported 
to me in September. This board was composed of 6 nationally known experts, 
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who rendered Baltimore outstanding service by recommending a 20-year, $900 
million program for urban renewal and a sweeping overhaul of our adminis- 
trative machinery to help carry out this program. I liked the report, so did 
practically all segments of Baltimore opinion, and we have moved fast to put its 
recommendations in effect. On December 31, 1956, I signed the ordinance creat- 
ing a new Baltimore Urban Renewal and Housing Agency, which represents an 
amalgamation of several existing boards and bodies and portions of other 
departments. 

Gentlemen, we recognize that each city is different, and has its own prob- 
lems, traditions, and circumstances. However, I think the following paragraph 
on page 1 of the report could well apply to a great many American cities, large 
and small. 

“If the city of Baltimore is to remain a community which continues to attract 
a reasonable cross-section of its employed population, it must face the problem 
of making more of its residential areas competitive in many respects with 
those of its surrounding suburban districts. Recognition of this need consid- 
erably expands the areas requiring urban-renewal treatment. Renewal must 
therefore deal with areas now substandard, areas becoming substandard in the 
future, areas which are merely obsolete or beginning to decline, and even fairly 
good areas which may decline in the future unless improved. Renewal, in short, 
includes slum clearance, the rehabilitation of declining areas, and the preven- 
tion of decay in areas now sound. It also includes community action to pro- 
vide adequate modern industrial and commercial land where new uses are 
required by the community in older areas.” 

We always prided ourselves in Baltimore that we were doing a great deal to 
halt urban deterioration. This report has fired our imagination, and made us 
realize how much bolder we must be to gradually rebuild our cities and 
strengthen our tax base. We understand that we must concentrate much atten- 
tion on slum prevention in order to reduce future problems. We now recognize 
that new, improved parks, playgrounds, schools, and other community facilities 
will have to be provided for most neighborhoods. Obsolete commercial and 
industrial areas must also be renewed. Baltimore is ready to sink a lot of cash 
and other resources into this challenging program and private investment will 
undoubtedly far exceed the estimated public cost of $900 million. But to make 
all this possible the Federal Government must do its share. 

I would like to devote the balance of my testimony to emphasize the vital im- 
portance of prompt congressional action to assure the continuity and the expan- 
sion of Federal financial aid for the slum-clearance and urban-redevelopment 
program. This program is essential to the survival of American cities. It 
provides a mechanism whereby, at relatively modest cost to the Federal Treas- 
ury as compared with the cost of other Federal aid programs, the hard core of 
urban blight can be suecessfully attacked and the deteriorated sections of our 
cities transformed and revitalized to provide new housing, parks, and play- 
grounds, new schools, modern commercial facilities, or sites for well-planned 
modern industry. This program, in short, offers an essential tool to help Amer- 
ican cities and metropolitan areas—where an increasing majority of American 
citizens live and earn their livelihoods—to keep in pace with the dynamics of 
the American economy. 

It is for these reasons that the United States Conference of Mayors has been 
a strong advocate and supporter of the Federal urban redevelopment program 
since it first began to receive consideration and study by the committees of 
Congress over a decade ago. As mayors, many of our members assisted in under- 
taking the first pioneering redevelopment projects which followed the enactment 
of title I of the Housing Act of 1949. I am pleased that the second redevelop- 
ment project in the country to be officially completed is located in Baltimore. 
We have seen community interests in an experiment with redevelopment broad- 
ened and mature in the ensuing years. We have arrived now at a point where 
the full potentialities of well-planned redevelopment for revitalizing the blighted 
cores of our cities are seized upon by communities throughout the country. After 
along period of probing and experimentation, our cities are now on the threshold 
of actual achievement of the full benefits of redevelopment. 

It is therefore with dismay that we learn that the continuity of this vital 
program is now threatened by the exhaustion of the essential Federal capital 
grant authorization. We recall that the chairman of a House subcommittee, 
Mr. Rains, had the foresight a year ago to propose an increase of $1 billion in 
this capital grant authorization. It was unfortunate that this recommendation 
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did not prevail in the legislation which was finally enacted in 1956, as the cur- 
rent situation demonstrates. However, I would like to urge upon your com- 
mittee with all the forcefulness at my command the urgent necessity of 
congressional action to make adequate capital grant authorization available as 
promptly as possible in order to avoid a stoppage in this vitally important 
program. 

The recommendations in the President’s budget for an additional authoriza- 
tion of $250 million in Federal capital grant contract authority to become avail- 
able on July 1, 1957, and a further authorization of $250 million to become 
available on July 1, 1958, are, in our judgment, the bare minimums needed to 
maintain the impressive momentum now developed in local renewal programs, 
In fact, I would urge your committee to consider whether the best interests of 
this long-term program would not be better served by a more substantial increase 
in the capital grant contract authority in order to avoid a future situation similar 
to what is now threatened. 

The planning and undertaking of redevelopment projects is by nature a com- 
plex and time-consuming process. This situation becomes intensified when you 
contemplate large sections of your city desigated as renewal areas. Baltimore’s 
new ordinance No. 692 refers to the “central functions of urban renewal, such 
as but not limited to, neighborhood and project planning, land acquisition and 
clearance, area code enforcement, relocation of displaced families, development, 
redevelopment, rehabilitation, conservation, management of property acquired in 
renewal areas, investment and improvement counseling, community organiza- 
tion services, research and public information.” These functions we have placed 
in one agency. But my study board reported that a city’s urban renewal pro- 
gram is even broader than this big list when looked at from the mayor’s view- 
point, and should also give a place to comprehensive citywide planning, capital 
budgeting, construction and maintenance of public works, operation of public- 
service facilities, and private enterprise participation. 

The decisions involved in urban renewal go to the heart of the complicated 
social, economic, and property interrelationships of the American city and will 
vitally affect the future trend of its development. Even though both the cities 
and the Federal Government have gained experience in redevelopment and re- 
newal and, I hope, will continue to find ways and means of reducing redtape and 
needless delays, there is no magic wand that will ever make the renewal of our 
cities an easy and quick process. This fact of life makes it all the more evi- 
dent that any hiatus in the progress and continuity of the renewal program re- 
sulting from a failure of Federal financing would represent a major setback to 
the future welfare of American cities. 

We would also like to recommend that your committee, in its consideration of 
legislation affecting the urban redevelopment program, study the impact of the 
present statutory requirement that one-third of the net cost of renewal projects 
be absorbed by the participating communities either in the form of cash grants 
or through the constribution of supporting public facilities and site improve 
ments. 

In our opinion, experience has shown that this requirement has restricted 
unduly the scope of redevelopment activities in relation to the needs and ob- 
jectives of cities. The record shows that almost 50 percent of the local contri- 
butions to the redevelopment and renewal projects undertaken thus far have 
had to be in the form of cash donations, over and ahove the facilities and 
work in kind which can be contributed through the normal capital municipal 
budgets. In view of the financial problems and financial demands upon all 
American municipalities and their restricted sources of revenue, the require- 
ment for one-third local contribution has, in our judgment. undoubtedly exerted 
a restrictive influence on the redevelopment program. We would recommend 
therefore that your committee consider the advisability of reducing the required 
local contribution to 20 percent. In light of the fact that the federally aided 
urban highway program, involving much larger expenditures of Federal funds 
than does the urban renewal program, requires only a 10 percent local 
contribution on a major phase of the overall program, the Interstate System. 
We believe that a 20 percent local financial participation in renewal under- 
takings would be most reasonable. At the same time it would greatly broaden 
the capacity of American cities to utilize this essential program for the sound 
future development of our urban centers. 

If the committee will pardon one more reference to Baltimore, I would like 
to conclude with the first paragraph of the foreword to the report of the Urban 
Renewal Study Board. 
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“Urban renewal is the new American frontier. During the last century that 
frontier was the development of the agricultural areas of the West and the 
mineral and other resources which have made this the most prosperous Nation 
in man’s history. In this century our population has become predominantly 
urban. Two-thirds of our people live in or near cities. Most of our recent growth 
has taken place in urban areas. Virtually all of our future population growth 
will occur in and around our cities. But these cities are largely the product 
of the 19th century. Their dwellings, factories and offices, their streets and 
community facilities are ill-adapted to the needs of mid-20th century civili- 
zation. Overcrowded, blighted, or threatened by blight, these cities must be 
rebuilt to meet the needs of our contemporary society and to serve the demands 
of a population blessed with an ever-rising standard of living. The conflict 
between the development of adequate transportation facilities and the creation 
of a satisfactory living environment must be resolved. This is the challenge of 
urban renewal.” 

I hope the committee will do its best to keep the Federal Government pulling 
its oar not only so that the boat doesn’t rock but that it will forge full speed 
ahead. 

I appreciate very much this opportunity to present the views of the United 
States Conference of Mayors to your committee. 


Crry or BALTIMORE, Mp., March 22, 1957. 
Hon. JOHN J. SPARKMAN, 
Chairman, Subcommittee on Housing, Senate Committee on Banking 
and Currency, Senate Office Building, Washington 25, D. C. 


My DEAR SENATOR SPARKMAN: I understand that your Housing Subcommittee 
is about to hold hearings on urban renewal legislation and appropriations. I 
am writing you to express my views on these important matters as mayor of the 
Nation’s sixth largest city. 

Mayors of cities like Baltimore have become increasingly aware of the neces- 
sity of making their cities better places in which to live and work. The idea 
of urban redevelopment has been broadened. Today we understand that the 
rebuilding of our cities includes not only slum clearance, but the rehabilitation 
of declining areas, and the prevention of decay in areas now sound. Modern 
commercial and industrial land must be made available in some older areas where 
required so we can strengthen our tax base. 

For municipalities to perform adequately these vital functions, it is absolutely 
essential that they be permitted to undertaken intelligent, long-range planning 
through a more substantial capital grant contract authorization. The recent 
Housing and Home Finance Agency proposal to reduce the already minimal 
authorization for 1957-58 of $250 million to $175 million would cripple this local 
planning process. Together with the new unfortunate administrative policy 
established by Urban Renewal Administration LPA letter No. 91, this cut could 
throw the long-range renewal process completely out of kilter and set our cities 
back for several years. 

In Baltimore, my administration has completely reorganized the administra- 
tive machinery to do our share of the federally assisted urban renewal program. 
All influential segments of public opinion are behind our $900 million program 
to renew our city over the next 20 years. The Federal Government should 
facilitate. not prevent, farsighted local plans for the rejuvenation of our urban 
centers. 

Towns and cities all over the country are threatened by blight and 
deterioration. 

To combat this threat, reasonable budget authorizations must be enacted. 
As an indication of the complete inadequacy of the proposed $175 million, Balti- 
more alone in the year beginning July 1957, has three renewal projects which 
will require an additional $22 million in Federal grant allocation. 

As a former Member of the House of Representatives, I know the Senators 
need no reminder that capital grant authorizations have nothing to do with 
actual budget expenditures this year or next. Capital grant authority does not 
become converted into actual expenditure for several years. Consequently new 
commitments authorized in this year’s budget can in no way be deemed infla- 
tionary for this year or next. 

The planning and undertaking of redevelopment projects is a complex and time- 
consuming process. This situation becomes intensified when you contemplate 
large sections of your city designated as renewal areas. It is no overstatement 
to say that a failure of Federal financing would represent a major setback to 
the future welfare of American cities. 
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Baltimore is ready to sink a lot of cash and other resources into this challeng- 
ing and essential program of renewal. Private investment will undoubtedly 
far exceed the estimated public cost of $900 million for Baltimore’s 20-year 
program. But to make all this possible the Federal Government must do its 
share on a sustained basis. 

I trust your committee will approve adequate budgetary authorization so 
the urban renewal program can move ahead and will do everything in your 
power to correct any administrative actions that would slow it down. I know 
you do not want continued municipal deterioration because of misguided Federal 
budget economy. 

Sincerely, 
THOMAS D’ALESANDRO, Jr., Mayor. 


COOKEVILLE, HOUSING AUTHORITY, 
Cookeville, Tenn., March 27, 1957. 
Hon. Estes KEFAUVER, 
United States Senate, 
Washington, D. C. 

Dear Mr. KEFAUVER: It is with deep regret that we received the information 
that the Housing and Home Finance Agency is instituting a new policy of cur- 
tailing the present urban renewal program. 

Also please be advised that the city of Cookeville, has been preparing and 
now has completed an application for an advance of funds to make preliminary 
survey and planning on an 86-acre project. 

Unless this program is restored to its former status, we feel that the city of 
Cookeville along with many other small cities will be forced to stand by and 
watch blight and deterioration continue to spread to our better standard homes 
and business places. 

We feel sure we can depend upon you to do everything humanly possible to 
assist in restoring this program to the high standard of maximum efficiency to 
which it was originally intended. 

Yours very truly, 
DALE W. BRADSHAW, 
Executive Director. 


OFFICE OF THE MAYOR, 
Elizabeth, N. J., April 1, 1957. 
Hon. FLoreENce P. Dwyer, 
House of Representatives, 
Washington, D. C. 

DEAR Mrs. Dwyer: The impending threat to the slum-clearance and urban- 
redevelopment program is cause for great concern in the city of Elizabeth, as 
a shift in Federal policy aimed at slowing down the program generally will 
greatly restrict our local progress. 

The proposed cutback in Federal aid would mean that the slum-clearance 
program our city has adopted would have to be abandoned. The additional 
amount of $100 million in capital-grant authorization, which the President 
has the authority to allocate under the Housing Act of 1956, will be sufficient 
for only a brief pericd, and, as our city has stepped up its activity in slum clear- 
ance, I feel that an increase should be made in the capital-grant authority of the 
Urban Renewal Administration under title I of the Housing Act of 1949. 

It is essential that we have assurance that reservation of Federal aid is not 
to end.abruptly next year. I therefore urge your support of continuing a strong 
slum-clearance program. 

Sincerely, 
STEVEN J. Bercik, Mayor. 


FLORIDA LEAGUE OF MUNICIPALITIES, 
Jacksonville, Fla., Mareh 25, 1957. 
Senator GreorGE A. SMATHERS, 
Senate Office Building, Washington, D. C. 
Dear GeorGE: I am this morning in receipt of information from the American 
Municipal Association to the effect that the Housing and Home Finance Agency 
has announced that it is instituting a new policy for curtailment of the present 
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urban-renewal program and requesting that future funds for this program be 
drastically reduced. It appears that this program will call for restriction of 
funds to existing projects or to projects in disaster areas, and this will prevent 
new projects from being undertaken to clear blighted areas in our cities, 

I do not know what is behind their thinking in such a request, but, at the 
annual convention of the Florida League of Municipalities at Fort Lauderdale 
last November, we adopted a resolution calling for the Florida League of Mu- 
nicipalities to introduce a proposed amendment to the constitution of the State 
of Florida which would authorize municipalities and other public bodies to 
undertake and carry out urban-renewal work, including the acquisition and 
clearance of blighted and deteriorated areas, the preparation of such areas 
for reuse, the sale or other disposition of such areas to private enterprise for 
private uses or to public bodies for public uses. We are, therefore, preparing 
such an amendment to our State constitution for presentation to the forthcom- 
ing session of the legislature. 

You can readily understand that our league is solidly behind the urban- 
renewal program, and I firmly believe that such action by the Housing and 
Home Finance Agency will seriously hinder the urban-renewal program in 
Florida. 

I will certainly appreciate your efforts in having this Agency reconsider the 
adoption of such a policy and use its best efforts to have the present program 
continued. 

With best wishes and kindest personal regards, I am, 

Sincerely yours, 
GORDON T. BUTLER, 
Executive Secretary. 


FRANKLIN, TENN., HOUSING AUTHORITY, 


March 28, 1957. 
Hon. Ross Bass, 
Housing Office Building, Washington, D. C. 

Deak CONGRESSMAN : As the executive director of the Franklin Housing Author- 
ity and also as a citizen of Franklin, I am every apprehensive about the move 
afoot to curtail the money available for urban-renewal programs in the future. 
We, here in Franklin, have completed about one-half of the necessary planning 
for a slum-clearance program embracing approximately 30 acres immediately 
south of the downtown business district. After all of the work and effort put in 
by so many people here, we would certainly hate for anything to happen which 
would make the completion of our hopes impossible. 

Coming from a small town yourself, I am sure that you are well aware of the 
extreme financial limitations which affect nearly all small communities. For 
example, Mayor Gray here once explained to me the tremendous budgetary 
complications which would be caused merely by employing a $4,000-per-year 
technician by the town. Because of these financial complications, it appears 
to me that the urban-renewal program is really more tailor made for small towns 
than it is for cities. I believe experience will show that this program is the only 
possible way by which a small community can take care of the removal of at 
least some of its blighted areas. 

Any help or assistance you can give in maintaining the urban-renewal program 
on its present tract will be greatly appreciated. 

Yours very truly, 
Epwarp K. SANDERS, 
Executive Director. 


City OF HARRISBURG, PA., 
OFFICE OF THE Mayor, 
April 2, 1957. 
Hon. Josepu 8, CLark, 
United States Senate, Washington, D. C. 

Dear SENATOR CLARK: I have recently received word through the League of 
Cities, also from several publications which we receive, that it is planned to 
reduce the appropriation for urban redevelopment. I have taken this matter up 
with a number of our leading citizens, council, also the redevelopment authority, 
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which, as you know, is a nonpaid group, and the unanimous opinion is that we 
voice our strongest protest against the proposed reduction. 

We are all in accord on the fact that economy should be practiced. However, 
urban redevelopment is a function which cannot be performed without sub- 
stantial assistance from the Federal Government. 

Our particular city is well along on its first redevelopment project, which 
is,as you may or may not know, in an area of the city just north of the 
State capitol. 

We have already passed a resolution wherein we propose starting on our 
second project, which is in the area south of Chestnut Street and between Fourth 
Street and Front Street. 

There are two other areas proposed, but we would defer action at this time 
on these in order to give priority to the Chestnut Street area. Construction of 
the South Bridge will mean that many homes will be taken and a large section 
of the neighborhood in south Harrisburg will, of necessity, be changed. In our 
opinion the urban-redevelopment program would be the only possible means we 
would have to reestablish the area. This could be an outstanding project, inas- 
much as the view across the Susquehanna River is unsurpassed in any area, 
The other project was an area adjoining the first project, which is north of the 
State capitol. 

We are not endeavoring to tell Congress how to appropriate funds but we do 
feel, and with good reason, that perhaps some foreign spending could be reduced 
and those funds diverted to urban redevelopment at home. 

I can assure you that Harrisburg is not wasting any moneys in its urban 
redevelopment program. On the contrary, we are moving steadily along and, 
at the sake of repetition, may we ask you to oppose any cut in the appropriation 
for urban redevelopment. 

Most sincerely, 
NoLtan B. Ziecier, Mayor. 


HARTFORD, CONN., March 26, 1957. 
Senator Prescott Busna, 
Senate Office Building, Washington, D. C.: 

Ata meeting of the Hartford City Council of March 25, the following resolution 
was passed unanimously. We urge your assistance in restoring this appro- 
priation. 

“Resolved, That the Mayor pro tem be and is hereby authorized to appoint a 
committee of the counsel who are empowered and authorized to confer at the 
earliest possible time with the executive staff of the President of the United 
States, the Administrator of the Housing and Home Finance Agency, the Acting 
Commissioner of the Urban Renewal Administration, and the appropriate mem- 
bers of the Connecticut congressional delegation relative to requesting favorable 
action on the Windsor Street application for a survey and planning advance; and 
be it further 

“Resolved That the committee impress upon the above legislative and adminis- 
trative officials as well as the Members of the Senate and the House of Repre- 
sentative Appropriation Committee the urgency for an appropriation of not less 
than $250 million for the Urban Renewal Administration during the fiscal year 
of 1957-1958: And be it further 

“Resolved, That the city manager be instructed immediately to wire the afore- 
mentioned officials informing them of the position of the city of Hartford in 
these vitally important matters.” 

CARLETON F. SHARPE. 
City Manager, Hartford, Conn 


OFFICE OF THE MAyor, 
Hoboken, N. .J.. March 22, 1957. 
Hon. Vincent J. DELLAY, 
Congressman, 
House Office Building, Washington, D. C. 

DeAR CONGRESSMAN DetiAy: I direct your attention to the action -of the 
United States Housing and Home Finance Agency curtailing the present urban 
renewal program and restricting the program to existing projects or those in 
disaster areas. 

The voluntary cut by the Housing and Home Finance Agency in its program 
indicates a Federal abandonment of the fight on blight in our cities. 
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This pennywise and pound-foolish reversal of democratic policy will reap a 
whirlwind of disaster in the years to come. 

Increased Federal financial participation and a minimum of $250 million in 
new urban renewal spending authority is needed. Rebuilding has been slowed 
by lack of capital. 

Slum clearance has been dealt a hard blow. Nothing less than increased 
slum clearance and increased Federal participation are required to meet the 
needs of our people. I know the need for good housing. I urge you to speak out. 

Very truly yours, 
JOHN J. GROGAN, Mayor. 


Ciry oF JOHNSON City, TENN., 
April 8, 1957. 
Senator JOHN SPARKMAN, 
Chairman, Housing Subcommittee, 
Senate Banking and Currency Committee, Washington, D. C, 

DEAR SENATOR SPARKMAN: Attached is a copy of a resolution passed in regu- 
lar session by the Board of Commissioners of the City of Johnson City, April 4, 
1957. I should like to invite your attention to this resolution which very defi- 
nitely asks your aid in seeing that the local public agency letter No. 91 recently 
posed by the Honorable Albert Cole, Administrator of the Housing and Home 
Finance Agency, be rescinded. 

Our city is very much interested in the urban renewal program and we feel that 
it has been one of the most progressive steps that our Government has ever 
made in aid to cities. We feel that many of our cities have taken many future 
planning steps which could not be easily curtailed, should the Federal Govern- 
ment decide to drop this program. 

We trust that you will give this resolution your every consideration and thank 
you very much for any help you may be to us in this matter. 

Yours very truly, 
D, A. BURKHALTER, 
City Manager. 


RESOLUTION 


Whereas the Administrator of the Housing and Home Finance Agency has, by 
official letter to local urban renewal agencies, announced a new official policy 
reducing the scope of the urban renewal program; and 

Whereas the available authorized funds for capital grants to localities from 
the FKederal Government for carrying out urban renewal projects are nearly ex- 
hausted: and 

Whereas the President of the United States, in his official budget message to 
the Congress of the United States, recommended additional grant-in-aid funds 
in the amount of $250 million for each of the next 2 fiscal years, and subsequent 
thereto the Administrator of the Housing and Home Finance Agency recom- 
mended to the Congress that capital-grant authorizations be limited to $175 
million; and 

Whereas numerous cities in Tennessee and throughout the country have in 
good faith complied with the provisions of the Federal Housing Act of 1954 which 
established a broad-scale program of Federal assistance to localities in carry- 
ing out urban renewal undertakings, by long-term financial commitments to 
public works, revising their administrative structures, adopting new codes and 
ordinances for regulating dwellings and providing the enforcement personnel 
therefor, by engaging in broad-seale planning for urban renewal undertakings 
and have organized broad-scale support through various citizen organizations in 
supporting urban renewal undertakings; and 

Whereas the city of Johnson City, Tenn., has carried out many portions of the 
preliminary planning having to do with the city’s undertaking an urban renewal 
program, which will be seriously affected by the orders and recommendations 
of the Administrator of the Housing and Hlome Finance Agency, and a long-term, 
adequate program of slum clearance and urban renewal for our community 
cannot be accomplished if Federal funds are curtailed by Congress; and 

Whereas the Tennessee Municipal League, the Tennessee Association of Hous- 
ing and Redevelopment Authorities, the American Municipal Association, and 
other representatives of municipalities are acting in concert to urge that Con- 
gress provide adequate funds for continued progress in clearing the Nation’s 
slums and halting blight: Now, therefore, be it 
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Resolved, That the Board of Commissioners of the City of Johnston City, Tenn., 
hereby protests the new policies of the Housing and Home Finance Agency which 
will curtail and probably drastically reduce the future prospects of worthwhile 
urban renewal undertakings in this locality, and hereby recommends that the 
Administrator of the Housing and Home Finance Agency rescind said local 
public agency letter No. 91, and that the Congress of the United States be re- 
quested to authorize additional capital grants for urban renewal programs in 
conformance with the recommendations of the President of the United States as 
set forth in his budget message to the Congress. 

Resolved further, That a copy of this resolution be transmitted to: (1) the 
Honorable Albert Cole, Administrator, Housing and Home Finance Agency, 
Washington; (2) Senator Albert Gore; (3) Senator Estes Kefauver; (4) Con- 
gressman B. Carroll Reece; (5) the Tennessee Municipal League; (6) the press; 
(7) Representative Albert Rains, chairman, Housing Subcommittee, House 
Banking and Currency Committee, Washington; (8) Senator John Sparkman, 
ehairman, Housing Subcommittee, Senate Banking and Currency Committee, 
Washington. 


City oF KexosHa, WIs., April 2, 1957. 
SENATE COMMITTEE ON BANKING AND CURRENCY, 
Care of J. H. Yingling, Clerk, 
Senate Office Building, Washington, D. C. 

GENTLEMEN : After consideration of bills S. 964 and S. 1433, the City Council 
of Kenosha has determined that they will not appear at the forthcoming hear- 
ings on these bills before the Banking and Currency Committee. They would 
like, however, to have this communication entered in the committee records. 

The council is in agreement with the intent of these bills to assist areas of 
severe and chronic unemployment and strongly supports the proposed legisla- 
tion in principle. 

Over 75 percent of the people employed in Kenosha are employed in manu- 
facturing and half of those employed in manufacturing are employed in two 
plants—the American Motors Corp. and the Simmons Co. Practically a third of 
all local employment depends on the operation of the American Motors Corp. 
plant. 

Because of the nature of the automotive industry, which is a factor beyond 
all local control, Kenosha has experienced sporadic periods of substantial 
unemployment as well as prolonged periods of steady unemployment. This is 
illustrated by an unemployment rate of 11.9 percent in September 1955 and 
11.5 percent in July 1956, and by the fact that the rate has been consistently 
higher than 6 percent since May of 1956. 

Through a local industrial development foundation, the city has been en- 
deavoring to attract new industry in order to diversify its economic base but 
thus far without success. 

Accordingly, the type of assistance embodied in the pending legislation, 
particularly in S. 964, is of great interest to us and has earnest support. The 
only suggestion we might make is that the eligibility standards might be 
altered or amended so as to provide for areas, such as ours, where fluctuations 
in the employment rate occur frequently. Under the present criteria, Kenosha 
would not qualify under either bill; yet the nature of our local industry is such 
that our local employment will continue to be unstable. Industrial redevelop- 
ment of the type outlined in S. 964 would definitely assist us on a long-range 
basis. 

Respectfully yours, 
Crry oF KENOSHA, 
By R. H. Custer, 
City Manager. 


City or Kingston, N. Y., 
OFFICE OF THE MAYOR, 
March 22, 1957. 
Hon. Irvine M. Ives, 
United States Senate, 
Washington, D. C. 

Dear SENATOR IveEs,: AS mayor of the city of Kingston, I strongly urge you to 
oppose any move to curtail the operations of the Housing and Home Finance 
Agency with respect to urban renewal programs. 
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The city of Kingston is in the throes of an industrial boom and we contemplate 
as part of our expansion program the utilization of the urban renewal plan. If, 
as I understand it is contemplated, the assistance is drastically eut, it will ma- 
terially affect the city of Kingston’s effort to improve local conditions, which 
will be reflected in the entire area. 

I understand that the American Municipal Association, which represents the 
State Conference of Mayors, has already voiced its opposition. 

Thanking you for your interest in this matter, I am, 

Cordially yours, 
FrepertcK H. Srane, Mayor. 


———— 


Lone Brancu, N. J., March 26, 1957. 
Hon. JAMes C. AUCHINCLOSS, 
House Office Building, Washington, D. C. 

Dear JIM: I am in receipt of a letter from the American Municipal Associa- 
tion, 1625 H Street NW., and also one from the New Jersey State League of 
Municipalities, with reference to the curtailment of the national slum-clearance 

rogram. 

' I think this has been the finest weapon and means of the many older cities to 
rejuvenate slum areas, which ordinarily could not have been afforded without 
Federal aid. 

I think it has been proven many times that well-thought-out, well-planned 
redevelopments have become effective, that it has created vastly new tax po- 
tentials for the cities. The effect has not only been in the immediate redevel- 
oped area, but the influence of improvement has spread out over adjacent areas 
that have necessarily increased values, created better conditions and better 
realty values. 

Having been interested in redevelopment since the inception in late 1949, I 
must protest any curtailment of the activities, and I am sure, your good influence 
will go a long way to prevent this. 

Our city is fortunate, insofar as the two programs we have afoot have been 
accepted, and as you know, the Shrewsbury River project has been fully certified. 

May I thank you in advance for your interest, and trust your fine piece of legis- 
lation will not fall by the wayside. 

With very kindest regards to Mrs. Auchincloss and yourself, I am 

Very truly yours, 
DANIEr J. MAHER, Mayor. 


COMMISSION GOVERNMENT, 
Vemphis, Tenn., April 10, 1957. 
Re request by city of Memphis protesting new policies of Housing and Home 
Finance Agency. 


Senator JOHN SPARKMAN, 
Chairman, Housing Subcommittee, Senate Banking and Currency Com- 
mittee, Senate Office Building, Washington, D. C. 

Dear Sir: Please find attached herewith copy of resolution passed by the 
board of commissioners of the city of Memphis on April 2, 1957, in conection with 
the above. 

We wish this to be filed as official protect. 

Yours very truly, 
C. W. CRUTCHFIELD, Comptroller. 


RESOLUTION 


Whereas the Administrator of the Housing and Home Finance Agency has, by 
official letter to local urban renewal agencies, announced a new official policy 
reducing the scope of the urban renewal program ; and 

Whereas the available authorized funds for capital grants to local cities 
from the Federal Government for carrying out urban renewal projects are 
hearly exhausted ; and 

Whereas the President of the United States, in his official budget message to 
the Congress of the United States, recommended additional grant-in-aid funds 
in the amount of $250 million for each of the next 2 fiscal years, and subse- 
quent thereto the Administrator of the Housing and Home Finance Agency 
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recommended to the Congress that capital grant authorizations be limited to 
$175 million; and 

Whereas numerous cities in Tennessee and throughout the country have in 
good faith complied with the provisions of the Federal Housing Act of 1954 
which established a broad-scale program of Federal assistance to localities in 
carrying out urban renewal undertakings, by long-term financial commitments 
to public works, revising their administrative structures, adopting new codes 
and ordinances for regulating dwellings and providing the enforcement personnel 
therefor, by engaging in broad-scale planning for urban renewal undertakings 
and have organized broad-scale support through various citizen organizations in 
supporting urban renewal undertakings; and 

Whereas the city of Memphis has carried out many portions of the preliminary 
planning having to do with the city’s undertaking an urban renewal program, 
which will be seriously affected by the orders and recommendations of the 
Administrator of the Housing and Home Finance Agency, and a long-term, 
adequate program of slum clearance and urban renewal for our coinmunity can- 
not be accomplished if Federal funds are curtailed by Congress: and 

Whereas the Tennessee Municipal League, the Tennessee Association of Hous- 
ing and Redevelopment Authorities, the American Municipal Association, and 
other representatives of municipalities are acting in concert to urge that Con- 
gress provide adequate funds for continued progress in clearing the Nation’s 
slums and halting blight: Now, therefore, be it 

Resolved, That mayor and city commission, Memphis, Tenn., hereby protest 
the new policies of the Housing and Home Finance Agency which will curtail 
and probably drastically reduce the future prospects of worthwhile urban re- 
newal undertakings in this locality, and hereby recommend that the Adminis- 
trator of the Housing and Home Finance Agency rescind said local publie 
agency letter No. 91, and that the Congress of the United States be requested 
to authorize additional capital grants for urban renewal programs in confor- 
mance with the recommendations of the President of the United States as set 
forth in his budget message to the Congress. 

Resolved further, That a copy of this resolution be transmitted to: (1) the 
Honorable Albert Cole, Administrator, Housing and Home Finance Agency, 
Washington; (2) Senator Albert Gore: (3) Senator Estes Kefauver; (4) 
Congressman Clifford Davis; (5) the Tennessee Municipal League; (6) the 
press; (7) Representative Albert Rains, chairman, Housing Subcommittee, House 
Banking and Currency Committee, Washington; (8) Senator John Sparkman, 
chairman, Housing Subcommittee, Senate Banking and Currency Committee, 
Washington. 





NEWARK, N. J., March 27, 1957. 
To the Members of the Subcommittee on Housing of the Senate Banking and 
Currency Committee, Capitol Building, Washington, D. 0. 

GENTLEMEN: We are greatly alarmed by information that the Federal urban- 
renewal program may be seriously curtailed or brought to a complete stop. 

Newark is an old city. It was founded 300 years ago. It has many obsolete 
buildings and large blighted areas. These deteriorating areas adversely affect 
the health of the people who live and work in them, and the economic welfare 
of the community, its tax base, and the cost of municipal services. The need 
for slum clearance and redevelopment is very great. 

The city has realized the urgent need to rid itself of slums. We have an 
approved workable program for overall community improvement. We are in the 
process of protecting good neighborhoods from the spread of blight. We are 
trying to check the progress of blight in neighborhoods that have begun to de- 
teriorate. The Newark Commission for Neighborhood Conservation and Re- 
habilitation has undertaken a rehabilitation project. We have strengthened 
city planning. 

We have participated in the urban-renewal program. Slums and blighted 
areas have been cleared and the land is being redeveloped in school, church, 
playground, residential, and commercial uses that represent solid civic better- 
ment. Through public housing, thousands of low-income families have been 
moved out of slums into decent, safe, and sanitary housing. 

Business, industry, finance, labor, and civic groups have all joined in the effort 
to renew the city. We have formed the Newark Economic Development Com- 
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mittee on which all these interests are represented. We have reorganized the 
city government. 

One hundred million dollars’ worth of new private construction is now under- 
way. Many people have spent a great deal of time, effort and money to advance 
the best interests of the city. Federal financial aid is an indispensable com- 
panion to these activities. 

The city is making the required local contribution to the Federal program 
in spite of our stringent financial limitations. Like other cities we are striving 
to lift ourselves by our own boostraps because major sources of tax revenue 
have been preempted by higher levels of government, Federal and State. The 
only balancing factor is the Federal financial assistance. 

The financial aid which the cities seek is actually the return of our own money. 
Most of the wealth of the country is concentrated in the cities and they are 
the source of most of the Federal tax revenues. The soundness of the national 
economy, in fact, depends largely on the welfare of the cities. 

Of course, population is also concentrated in the cities which now contain 
more than two-thirds of the country’s inhabitants. More than half the entire 
population lives in the older sections of our cities. This is the basis of the 
national importance of the urban renewal program. 

The urgent need for urban renewal! afflicts all the large cities of the country. 
Critical conditions are so widespread as to be epidemic. They have the charac- 
teristics of a national emergency requiring action by the National Government. 
Continued, substantial Federal financial assistance is essential if the cities 
are even to survive. And the survival and prosperity of the cities is vital 
to the future of commerce, industry, labor and to all levels of government. 

In the urban renewal program, the Federal Government has entered into a 
partnership with many cities which together represent the largest and most 
important segment of the national economy. Countless people are joined in a 
long-range undertaking which is progressing and must succeed. Defense of this 
undertaking should not be required. On the contrary, a great burden of proof 
that this program cannot accomplish its important purposes, rests on anyone 
who would propose to curtail or restrict the program. 

We have every right to expect that the urban renewal program will be con- 
tinued and expanded. It did not spring from a casual act by a single Congress. 

Urban redevelopment was studied in Congress for more than 5 years before 
the program was launched in the Housing Act of 1949. The program has been 
continued by successive Congresses since then. It was expanded as to function 
in 1954 and as to funds in 1955. 

From the standpoint of the cities, moreover, the urban renewal program is a 
method of maintenance and replacement of plant and structures. To reduce 
the appropriation would not be an economy because postponed maintenance is 
always more costly in the long run. This is specially true of the urban-renewal 
program which is just emerging from a protracted period of initial organization 
and experiment and is entering its productive stage. Postponement now would 
require a wasteful new beginning at some later date. 

Congress was not mistaken in 1949 when it declared “that the general welfare 
and security of the Nation and the health and living standards of its people 
require the elimination of substandard and other inadequate housing through 
the clearance of slums and blighted areas, and the realization as soon as feasible 
of the goal of a decent home and a suitable living environment for every 
American family.” 

This goal is still a good objective. 

In spite of our best efforts with all the resources we can muster, one or more 
generations of children will grow up in slums before slums are eliminated. 
Under these circumstances, we cannot relax in our efforts to combat the evils 
of slum and blight, which threaten human health and welfare. 

Very truly yours, 
Leo P. CArtin, Mayor. 


NorFoik, Va., March 25, 1957. 
RICHARDSON DILWorTH, 
Mayor, City of Philadelphia, 
Philadelphia, Pa.: 


The council of the city of Norfolk joins with you in your effort to have the ad- 
ministration rescind its action to curtail slum-clearance program as incorporated 
in LPA letter 91. You may use my name as representing Norfolk in the effort 
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to secure adequate appropriations for this vital program. We will cooperate 


in any way. 
W. F. Duckworta, 
Mayor, Norfotk, Va. 


PitTsspurGH, Pa., March 27, 1957. 


Hon. JoHn J. SPARKMAN, 
Senate Office Building, 
Washington, D.C.: 

As mayor of the city of Pittsburgh and also as chairman of the Urban Rede. 
velopment Authority of Pittsburgh, I strongly urge the Congress to provide at 
least $350 million a year in each 1957 and 1958 for a realistic continuation of the 
Federal urban renewal program. 

Redevelopment and renewal cannot be turned on and off like a faucet. We 
must have assurances that the Federal Government is prepared to continue this 
Federal-local partnership in saving our communities from the ravages of blight 
and environments that degrade mankind. 

The proposed $175-million allocation for 1957 is totally inadequate. It will 
postpone indefinitely two projects (East Liberty and North Side) in the city of 
Pittsburgh. It penalizes a community that has had success in this field and 
raises serious doubts whether Pittsburgh, or any other community in our cir- 


cumstances, can ever undertake another renewal project. 
Davin L. LAWRENCE, Mayor. 





Crry OF PITTSBURGH, Pa., 
OFFICE OF THE CITY CLERK, 
March 27, 1957. 


Hon. JOHN J. SPARKMAN, 
Chairman, Senate Banking and Currency Committee, 
Washington, D. C. 

Dear Sir: I transmit herewith, for your information and consideration, copy 
of the following entitled resolution, which was approved by the deputy mayor 
March 27, 1957: No. 100 resolution urging the Congress of the United States to 
reconsider the allocation of funds for the Federal urban renewal program. 


Yours very truly, 
GEORGE BOXxHEIMER, 
Citu Clerk. 


No. 100 


Whereas the Federal urban renewal program can be looked upon as one of the 
great forces to encourage rehabilitation of communities, large and small, and to 
prevent slums and blight in the Nation’s centers of population, 

Whereas the financial limitations contained in House bill 6047 and in Senate 
bill 1609 has forced the Housing and Home Finance Agency to institute a system 
of priorities which penalize communities which already have one urban renewal 
project underway but which are financially able to, and have been actively plan- 
ning to undertake more than one, 

Whereas this system of priorities will postpone indefinitely the planning of 
two projects in the East Liberty and North Side sections of Pittsburgh, placing 
in jeopardy and possibly making obsolete any of the preliminary work which has 
been accomplished thus far, 

Whereas the $175-million allocation contained in these 2 bills is for 1 year, 
thereby breaking a precedent of multivear appropriations which enabled all 
communities to plan projects on an orderly schedule and with reasonable assur- 
ance that Federal funds would be available when needed, 

Whereas certain Communities, including Pittsburgh, have 
capital budgets, based on people’s bond issues, with the purpose of an orderly 
expenditure of local sums, in the main, for public improvements in urban renewal 


adopted 5-year 


project areas, 
Whereas the Commonwealth of Pennsylvania also is committed to aid urban 


renewal projects as its share in the costs of local participation, and in fact, has 
scheduled funds for the East Liberty and North Side projects, and curtailment 
of the Federal funds may place State funds in an uncertain status: 

Whereas the orderly continuance of the urban renewal program is noninfla- 
tionary because it provides money to be invested in planning for projects which 
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may be executed 3 to 6 years hence, and thus builds a backlog of neighborhood 
commercial and housing requirements for a time when the Federal economy may 
need support; therefore, be it 

Resolved, That the council of the city of Pittsburgh urges that the Congress 
reconsider the allocations for the Federal urban renewal program in the mini- 
mum terms of the President’s original proposal of $250 million in each of the 
next 2 years. The urban renewal program is a positive approach to guaranteeing 
the orderly growth of all of our centers of population, large and small; its 
benefits can be measured directly in that it provides decent housing and living 
conditions for all of our citizens. 

Resolved, also, That copies of this resolution be forwarded by the clerk of the 
city of Pittsburgh to the President of the United States, to the two United States 
Senators from Pennsylvania, to all representatives to Congress from Pennsyl- 
vania, and to other interested Government officials. 

In council Mareh 25, 1957, read and adopted. 

Tuomas J. GALLAGHER, 
President of Council. 
Attest: 
GEORGE BOXHEIMER, 
Clerk of Council. 

Mayor's office, March 27, 1957. 

Approved : 

CHARLES D. McCartny, 
Deputy Mayor. 

Attest: 

STANLEY M. NoszkKa, 
Vayor’s Assistant Secretary. 


Recorded in resolution book volume 14, page 292, the 27th day of March 1957. 


URBAN REDEVELOPMENT AUTHORITY OF PITTSBURGH, 
April 5, 1957. 
Hon. JOHN J. SPARKMAN, 
United States Senate, 
Senate Office Building, 
Washington 25, D.C. 


DEAR SENATOR SPARKMAN: I am authorized, on behalf of the members of the 
Urban Redevelopment Authority of Pittsburgh, to express our serious concern 
about the effect of S. 1609 on the urban renewal program, not only in the city of 
Pittsburgh, but throughout the Nation. 

The amount of capital grant authority set forth in the bill, to wit: $175 million, 
is entirely inadequate for any reasonable continuation of this program. This 
authority, after a year of preliminary studies, has on file with the Federal Hous- 
ing and Home Finance Agency, applications for planning advances for 2 projects, 
requesting capital grant reservations in the total sum of $10,500,000. In Sep- 
tember of 1956 the electors of the city of Pittsburgh gave their approval to a bond 
issue for urban renewal purposes and the Commonwealth of Pennsylvania has 
committed funds of its grant program to the aforementioned projects. The re- 
quired local contribution can therefore be met. 

We know that these two projects, and of course any further projects, cannot 
be accomplished without Federal financial assistance. We believe that if there 
is to be a Federal program, capital grant authority must be authorized in the 
umount of $3850 million for this year and a like amount for the next year. If 
it is the intention of Congress that there be no urban renewal program, the com- 
munities of this country are entitled to a forthright answer on that question. 

We are enclosing herewith copies of two editorials appearing in our local news- 
papers. We urge your support for adequate capital grant authority for urban 
renewal and the continuation of a program dedicated to economically and socially 
desirable urban centers in these United States. 

Very truly yours, 
Davip L. LAWRENCE, Chairman. 











646 HOUSING AMENDMENTS OF 1957 


[The Pittsburgh Press, March 31, 1957] 
A Srop To SituM CLEARANCE 


Under heavy pressure to cut the $71,£00 million budget, the national adminis- 
tration has come up with at least one economy move—but there’s a serious ques- 
tion of how much the economy will cost. 

What the administration is proposing now could mean the end of slum 
clearance, the end of many bright plans for urban renewal, the end of a for- 
ward-looking program to fight blight and, by salvaging values and tax assets of 
cities, to enable them better to fend for themselves. 

The urban renewal program has been in the making since 1949, and is gather- 
ing speed. Uncle Sam pledges two-thirds of the cost of clearing slums, and lo- 
calities provide the rest. 

It takes years to develop such plans and bring them to the action stage. So, 
Federal funds are “reserved” or committed to approved projects. Thus far, $857 
million have been pledged to 267 communities. 

Pittsburgh’s dramatic Lower Hill slum clearance project is one of these. 
We're assured of getting the money for it, but if administration proposals are 
approved by Congress, that will be the last urban renewal project in these parts 
for many years. 

President Eisenhower’s budget originally asked authority to reserve an ad- 
ditional $250 million each year for the next 2 years to keep the attack on slums 
going—not an exorbitant sum, in view of the need and the value of the program. 

But something happened. Now, the administration asks authority to pledge 
only $175 million and for 1 year only. This has the ominous sound of being a 
cutoff—the last of the Federal Government's aid of this kind. 

If that happens, the most hopeful program yet devised for sprucing up Amer- 
ica’s aging cities, making them more livable, and shoring up their property values 
and taxable assets will go down the drain. There won't be any more slum 
clearance, except on a limited scale. 

Pittsburgh’s Lower Hill project would continue, but we would have no hope of 
¢etting similar projects for East Liberty and North Side. Also threatened are 
projects in Braddock, Dusquesne, Turtle Creek, McKeesport, Homestead, East 
Pittsburgh, Wilmerding, Carnegie, West Mufflin, Erie, Oil City, Beaver Falls, 
New Kensington, Uniontown, Brownsville, Connellsville, Perryopolis, Masontown, 
Monessen, Titusville, and Somerset County. 

All of these communities stand ready to scrape up their share of money to get 
the projects they need. The projects are, in a sense, a productive investment, 
for they will give the communities new assests and enable them to reduce ex- 
penses and increase tax revenues. 

We're just as much in favor of cutting the big Federal budget as ever. But 
why cut a program designed to help local communities all over the Nation to 
cope with a serious problem? 

The budget proposes $4,400 million foreign aid. It asks a record $5 billion 
total for farm aid. It proposes a $1,200 million program for aid to school con- 
struction—a brand new subsidy for Uncle Sam, and one that was turned down 
by the last Congress. 

In comparison, the 250 millions a year asked for urban renewal is a minor 
budget item. And most of the Nation’s population now lives in urhan areas. 

While cutting down on local communities, Uncle Sam still is taking good care 
of himself. The budget commits him to a $328-million program to air-condition 
Federal buildings and calls for $85 million for repair and improvement of the 
same buildings, plus $60 million for a new congressional building. 

As for some ideas on how the Federal budget could be cut without drawing too 
much blood see the preceding page of this issue of the Press. 





[Pittsburgh Post-Gazette, March 30, 1957] 
CONTINUITY Is A MusT IN CriTY REDEVELOPMENT 


Anyone who visits Pittsburgh’s Lower Hill District and sees acres of slums 
come tumbling down will be impressed with the immensity and importance of 
urban redevelopment and renewal programs. 

America’s long-neglected cities—and Pittsburgh foremost among them—are 
doing a tremendous job of clearing urban blight to make way for modern, whole- 
some, revenue-producing neighborhoods. 
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But they have to have help on a long-range basis. Once cities have been 
encouraged to formulate slum clearance programs in the expectation of Fed- 
eral aid, they have to be assured of the continuity of support. Otherwise, there 
is no basis for planning. 

It’s like the Federal highways program, which Congress projected on the 
basis of 13 years and the expenditure of some $50 billion, of which the Fed- 
eral Government will provide about $30 billion on a matching basis. 

The same approach must be taken to urban redevelopment and renewal if the 
biggest challenge to American cities is to be met. 

Since cities don’t have the revenue resources (heavily preempted through 
Federal taxation) to tackle slum clearance programs alone, the Federal Gov- 
ernment came into the picture back in 1949 with financial assistance on a 
matching basis. That’s how the lower Hill District project got underway. It 
provides the basis, too, for several other Pittsburgh district redevelopment pro- 
jects (Northside, East Liberty, Braddock, Duquesne, Turtle Creek) already ap- 
proved or in the planning stage. 

The Government provides this assistance through the Urban Renewal Admin- 
istration under title 1 of the Housing Act of 1949. But as a result of the 
national economy wave which has hit Congress, the program is threatened 
with a serious cutback. One can readily appreciate, then, the alarms being 
sounded by the Nation’s mayors and civie planners. 

The President’s budget contained a request for authorization by Congress of 
an additional $250 million in capital grant contract authority to become avail- 
able on July 1, 1957, and a further amount of $250 million to become available 
July 1, 1958, with an additional authorization of $100 million at the discretion 
of the President. 

When the budget came to Congress, the grant for urban renewal projects had 
been cut to $200 million and Housing Director Cole has testified that $175 mil- 
lion will be enough. Even more disturbing to city officials is the significant 
failure of the administration to ask for an authorization beyond 1957. That 
suggests an attempt to close the door to future projects. 

The United States conference of mayors argues that projects for which plan- 
ning applications are currently pending have raised the total capital grant re- 
quirements of the program to substantially more than $900 million. There 
must be an increase in the capital grant authority, it says, unless there is to be 
a damaging break in the continuity of local programs. 

It is pertinent to note, in this connection, that projects already underway, 
such as that in the Lower Hill District, are not threatened, since funds to meet 
their needs have been authorized. A reduction in 1957 authorizations and 
failure to provide anything for 1958, however, would inhibit or prevent further 
programing. 

Having encouraged cities to tackle the program of urban blight, the very least 
that Congress should do is approve the President’s original requests for $500 
million over the next 2 years. That would keep the program going without 
a break. 


Pontiac, Mrcu., March 21, 1957. 
Senators CHARLES PoTTerR and Patrick MCNAMARA, 
Senate Office Building, Washington, D. C.: 
Representative WILLIAM BROOMFIELD, 
House Office Buiiding, Washington, D. C.: 
This city developing urban-renewal project. Threatened reduction in Federal 
program would completely halt effort to destroy municipal obsolescence. 


W. K. WILLMAN, 
City Manager, Pontiac, Mich. 


PROVIDENCE, R. I., March 20, 1957. 
Hon. THEODORE FRANCIS GREEN, 


Washington, D. 0.: 

I earnestly solicit any action on your part which may prevent a serious cut- 
back in funds available to HHFA for allocation to cities for urban renewal. 
With projects under way and real results beginning to appear, it would be a 
tragic mistake to slow this program down. 

WALTER H. REYNOLDS, 
Mayor, Providence, R. I. 
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Ciry OF PROVIDENCE, R. I., 
EXECUTIVE DEPARTMENT, 
April 1, 1957. 


Knowing of your interest in urban-renewal activity, I am taking this oppor- 
tunity to call to your attention the enclosed editorial appearing in the Provi- 
dence Journal of Wednesday, March 27, 1957. 

Among other measures, presentation of this kind of evidence of community 
support may be helpful in protecting urban-renewal progress. 

CHARLES R. Woop, 
Housing Coordinator. 


[The Providence Journal, Providence, Wednesday, March 27, 1957] 
PROVIDENCE WaAS COUNTING ON RENEWAL AID 


By proposing a deep cut in Federal funds for redevelopment, the United States 
Housing and Home Finance Agency is yanking the rug out from under scores of 
cities, including Providence, which in good faith have been spending substan- 
tially in cash, time, effort, and planning to realize the goals of urban renewal. 

The facts are clear. In his budget message, President Eisenhower said he 
wanted $250 million in new redevelopment authority from this session of Con- 
gress and another $200 million at the next session. Federal aid absorbs up to 
two-thirds of the costs of urban slum clearance projects. 

But Albert M. Cole, HHFA Administrator, has said the President's request 
for the first year of the 2-year program would be cut by $75 million. He made 
no mention of cuts in the second year of spending, but it would appear logical to 
expect that the cut would be extended later. 

The proposed change in spending wouldn’t be as dismaying as it is if the Fed- 
eral Government itself hadn’t been so eager to get urban renewal into action 
across the country. Not too long ago, for instance, Mr. Cole was busy easing 
redtape restrictions in Washington to get faster action on local projects. 

Furthermore, at the behest of the HHFA, communities deeply interested in 
urban renewal have been driving themselves to meet standards of workable pro- 
grams for qualification under Federal aid law. Extraordinary achievements in 
local cooperation have been scored in many a city and town. 

Providence itself is a classic example of how cities have turned to the HHFA 
slum clearance and urban renewal programs in abiding faith that the partner- 
ship of local and Federal interests would recreate the living values of older 
cities. Providence has been in the vanguard of these self-help cities. 

This city became interested in redevelopment almost 10 years ago. It has led 
the way in Rhode Island to the writing of State law on redevelopment author- 
ities. It has led the fight to establish the constitutionality of redevelopment 
here. Its voters have supported redevelopment with bond authorities of $4.5 
million. 

Over the years, as a major contribution to the cause of urban renewal, Provi- 
dence has written new zoning and building codes. It has adopted a minimum 
standards housing code. It has established and maintained widely recognized 
planning and redevelopment departments at substantial annual costs in local tax 
dollars. 

Projects have been designated and suported even by those neighborhood polit- 
ical leaders who stood to lose office because of the changes redevelopment pro- 
posed to make in their bailiwicks. Citizen support of redevelopment has been 
mobilized effectively time and again in support of urban renewal. 

A major project is underway on the ground in South Providence. A start 
has been made on a very large industrial redevelopment project in the West 
River neighborhood. Plans for a third project are being nailed down. Pre- 
liminary studies are being made for renewal work on Constitution Hill. 

Fortunately for the city, the proposed change will have no immediate effect 
if it is translated into policy. But the long-term effect of a slowdown in plan- 
ning and work would be severe. Coming on the eve of a full flowering of the 
local program, the cut might well be disastrous. 

It’s little wonder that mayors from scores of cities are protesting the cut. 
Providence has not been alone in its willingness to move into new arens of 
service for the sake of eliminating slums, restoring usable housing, and prevent- 
ing the slippage of whole neighborhoods into slum conditions. 

If redevelopment were a public works boondoggle, a steep reduction in spend- 
ing would make very good sense. But redevelopment isn’t a boondoggle; it’s 
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an enlightened, long-range program to restore the cities in an urban Nation to 
full effectiveness as centers of living for millions of people. 

Furthermore, redevelopment and urban renewal aren’t giveaway programs. 
Local communities must pledge their own cash; they must invest in their own 
future with new laws and standards of livability within their own boundaries. 
Redevelopment gives much, but it also demands much. 

These newspapers are fully aware of the need for economy in Government, 
in Washington as well as in Providence. But to cut spending on redevelopment 
just as years of preparation are about to pay off from the east coast to the west 
coast would be a monumental error and a serious blow at the Nation’s future. 


Crry oF RICHMONb., CALIF. 
OFFICE oF CrTy MANAGER, 
March 22, 1957. 
Hon. JOHN J. SPAKRKMAN: 
Chairman, Housing Subcommittee, 
Senate Committee on Banking and Currency, 
Senate Office Building, Washington, D. C. 

DEAR SENATOR SPARKMAN: The city of Richmond wishes to express to you its 
alarm and deep concern in the reduction of urban renewal capital-grant author- 
ization to $175 millon. This is a backward step in a forward-looking program 
which is of vital importance to the very existence of healthy sound urban living. 
We urge your committee’s action to restore this program to a minimum of $250 
million. 

Richmond has been making vigorous efforts for the last 10 years to renew and 
replan its southside area which was so seriously dislocated during World War 
II by the construction of some 17,000 units of temporary war housing units 
which were scattered through partially developed residential subdivisions. In 
attempting the renewal of this area the city of Richmond has not looked solely 
to the United States for financial support and has completed redevelopment 
plans in three project areas (Harbor Gate, Terrace, and Pilot) under the pro- 
visions of the community redevelopment law of California without Federal 
financial assistance under the provisions of title I of the National Housing Act. 
Of these 5 projects, all have been sold and 2 are in active private development. 
Development of the third will be underway before July 1, 1957. 

The city has found it financially desirable to avail itself of title I financial 
assistance in two other project areas. Of these, one (Galvin project, U. R. 
California 7-1) is under a loan and grant contract and the first offering of the 
sale of land therein is planned for March 15, 1957. The second (Eastshore proj- 
ect, U. R. California 7—2) is in the final planning stages and will be submitted to 
the Urban Renewal Administration for a loan and grant contract on or about 
April 1, 1957. 

Our redevelopment agency has pending with the Urban Renewal Administra- 
tion a recently submitted application for a third title I project (project 1-C) and 
a capital-grant reservation in the amount of $2,500,000. In preparation is an- 
other application for an 80-acre project (Hensley project). 

The city of Richmond is currently undertaking a comprehensive urban re- 
newal program. It is apparent, however, that this city, and no other about which 
we are informed, can successfully eexcute an undertaking of such scope and 
importance without the Federal financial aid that has been available under 
title I. 

We respectfully urge that you and the members of your committee take favor- 
able action on the proposal for additional appropriations of capital-grant funds 
to aid American cities in halting the trend to urban blight. 

Very truly yours, 
EXpwitn S. Howe uz, City Manager. 


Marcu 26, 1957. 
ALBERT M. COLE, 
Housing and Home Finance Agency, Washington, D. C.: 

The city council last night approved the support of our city behind a movement 
of the Nation’s mayors appealing to the President in support of increased appro- 
priations for capital-grant authorizations. Our city has long supported your 
forward-looking urban renewal program. Richmond is deeply appreciative of 
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your concern and support for our postwar problems of rehabilitation. We recog. 
nize the consequences of your cuthack policy on our future programs. We hope 
a satisfactory budgetary solution can be fonnd to permit the restoration of this 
program to a minimum of $250 million and the successful continuance of your 
program. 
W. A. CANNON, 
Mayor, Richmond, Calif. 


Marcy 26, 1957. 
Hon. Dwieat D. EISENHOWER, 
President of the United States, 
The White House, Washington, D. C.: 

As mayors charged with the responsibility for ridding our cities of slums and 
blight we are genuinely alarmed at the sudden and totally unexpected cutback 
order by Housing and Home Finance Agency and Urban Renewal Administra- 
tion and to the equally drastic reduction in budget requests proposed last week. 
The cutback from $250 million to $175 million and the new administrative policy 
established by LPA letter 91 threaten to stop completely slum clearance in the 
Nation’s cities. Together they can result only in a complete breakdown of 
the fight against urban blight. Severe reduction of the urban renewal program 
will seriously weaken the economy and the whole fabric of our cities. Tens of 
thousands of American families will be condemned to live in squalid surround- 
ings and our cities will suffer irreparable harm. The drastic reduction in Fed- 
eral National Mortgage Association assistance to private enterprise under sec- 
tion 220 and 221 will have a disastrous effect on these important programs. 
Your HHFA Administrator recently warned us—‘Any city that does not set in 
motion by 1960 a comprehensive program to halt blight will be flirting with muni 
cipal ruin by 1965.” We agree with Mr. Cole. We are prepared to do our 
part if the executive branch will give us the help called for by the Housing 
Act of 1954, one of the landmarks of your administration. Urban renewal aid 
to cities is less than one-half of 1 percent of the Federal budget. Lconomy at 
the expense of municipal ruin is not the answer to the Federal budget problem. 
One-third of the cost of each urban renewal project is borne entirely by local 
funds. The unwillingness of our citizens to finance the local share of this 
program is the best evidence of their support for urban renewal. Knowing 
your support for this program and your faith in local government and with our 
own grave concern for our constituents leads us to respectfully request a meet- 
ing at your earliest convenience to review this policy and to urge that you order 
LPA letter 91 rescinded and the go-ahead signal given to communities that want 
to do a real job of eliminating slums and blight from the American way of life. 
Thank you for your courtesy. 

W. A. CANNON, 
Mayor, Richmond, Calif. 


+ “ny 


San Jose, Carir., March 25, 195 
Congressman CHARLES S. GUBSER, 
House of Representatives, Washington, D. C.: 

Please oppose cut in urban renewal program. San Jose is just starting on this 
important project and will need great financial assistance from the Federal Gov- 
ernment in the next 5 years. 

A. P. HAMANN, 
City Manager, San Jose, Calif. 


CITY OF SANTA CRUZ, CALIPF., 
Ciry HALL, 
March 28, 1957. 
Hon. WILLIAM F.. KNOWLAND, 
United States Senator, 
Senate Office Building, Washington, D. C. 

DEAR SENATOR KNOWLAND: Our League of California Cities has reminded us 
that there is a possible budget cut of the Housing and Home Finance Agency 
which will seriously impair the future year’s urban-renewal program. Santa 
Cruz has two projects, one just recently designated, which are very vital to its 
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economy, and we feel that urban renewal is one of the most important steps that 
can be taken in American Government to strengthen our economy. 

It would really be false saving to cut urban renewal, which actually assists 
local government to provide a more sound tax base and will enable many com- 
munities to take care of some long-standing problems. 

With best personal wishes. 

Sincerely yours, 
R. N. Kiern, City Manager. 


Ciry oF SANTA Fr, N. Mex., March 22, 1957. 
Congressman JOHN J. DEMPSEY, 
House Office Building, Washington, D. C.: 
We urge your support in seeing that the urban-renewal program is not cur- 
tailed. 
Leo T. MureHy, Mayor of Santa Fe. 


RESOLUTION No. 5808, Ciry CouNcIL, SCHENECTADY, N. Y. 


Councilman Leonard offered the following: 

Whereas increasing local activity in slum clearance and urban-redevelopment 
programs has made it imperative that there be a prompt increase in the capital 
grant authority of the Urban Renewal Administration under title I of the 
Housing Act of 1949 if there is not to be a damaging break in the continuity of 
local operations under this program; and 

Whereas, while the amount of actual capital grant contracts under execution 
still totals less than $250 miilion, the additional amounts of capital grants ear- 
marked for projects in the planning stage and needed to support projects for 
which planning applications are currently pending have raised the total capital 
grant requirements of the program to substantially over $900 million, or more 
than the total capital grant authorization now available to the URA. While the 
President has the authority under the Housing Act of 1956 to allocate an 
additional $100 million in capital grant authorization, at the pace of local de- 
mands for such allocations this additional amount would suffice to carry the 
program forward for only a brief period; and 

Whereas the President’s budget for the coming fiscal year contained a request 
for authorization by Congress of an additional $250 million in capital grant 
contract authority to become available on July 1, 1957, and a further amount 
of $250 million to become available on July 1, 1958, with an additional authori- 
zation of $100 million at the discretion of the President; and 

Whereas the need for continuing adequate financing of the slum-clearance and 
urban-redevelopment program will be among the matters of major municipal 
interest now being considered at hearings which commenced on March 6, 1957, 
by the Housing Subcommittee of the House Banking and Currency Committee 
under the chairmanship of Congressman Albert Rains of Alabama; and 

Whereas the city of Schenectady, a pioneer in urban redevelopment, is now 
in a planning stage for an urban-renewal project adjacent to the present re- 
development project ; and 

Whereas the city of Schenectady may request additional funds from the capital 
grant from the United States Government to complete this project; Now, there- 
fore, be it 

Resolved, That the Council of the City of Schenectady urges congressional 
approval of the President’s request in his budget for the coming fiscal year for 
authorization by Congress of an additional $250 million in capital grant contract 
authority to become available on July 1, 1957, and a further amount of $250 
million to become available on July 1, 1958, with an additional authorization of 
$100 million at the discretion of the President: and be it further 

Resolved, That copies of this resolution be forwarded forthwith by the clerk 
of the city of Schenectady to Representative Bernard W. Kearney, Senator 
Irving M. Ives, Senator Jacob K. Javits, and to Congressman Albert Rains, of 
Alabama, chairman of the Housing Subcommittee of the House Banking and 
Currency Committee. 

The mayor declared the resolution unanimously adopted, March 11, 1957. 
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STATE OF New York, Cirry CLERK’s OFFICE, 
City of Schenectady, ss: 
City and County of Schenectady, 3s: 

I, Freeman K. Keller, city clerk of the city of Schenectady, N. Y., do hereby 
certify that the resolution of which the foregoing is a true copy, was duly adopted 
by the Council of the City of Schenectady, N. Y., at a meeting thereof, held in 
the city hall in the city of Schenectady, N. Y., on the 11th day of March 1957. 

Witness, my hand at Schenectady, N. Y., the 25th day of March 1957. 


FREEMAN K. KELLER, 


[SEAL] 
City Clerk of Schenectady, N. Y. 


Sparra, TENN., March 27, 1957. 
Hon. Jor L. Evrns, 
House Office Buiiding, 
Washington, D. C. 

DEAR JOE: I am writing to urge you to support the urban renewal program, as 
promoted by the American Municipal Association, Some of our Tennessee towns 
and cities have benefited much by this and I am considering one for Sparta next 
year. 

Thanking you for your serious consideration of these matters, I remain 


Sincerely yours, 
BaiLeEY BocKMAN, Mayor. 


City oF STRUTHERS, OHIO, 
OFFICE OF THE Mayor, 
Struthers, Ohio, March 27, 1957. 
Senator FRANK J. LAUSCHE, 
Washington, D. C. 

DEAR SENATOR LAUSCHE: It is my understanding that the Housing and Home 
Financing Agency policy of urban renewal program is about to receive its death 
blow. As mayor of the city of Struthers, Ohio and a director of the Ohio Munici- 
pal League, I feel that it is false economy to curtail an investment in America’s 
future. 

Every dollar spent on decent housing by the Federal Government is well worth- 
while, inasmuch as it affects for the betterment of the morals and health of our 
citizens. 

I hope that you will use your influence to see that the urban renewal program 
is not curtailed to the extent that slum clearance projects that cities have been 
planning on will have to be eliminated. 

Sincerely yours, 
Haroip L. MInvican, 
VWayor of Struthers. 


TACOMA, WASH., March 26, 1957. 
J. W. FutsricHt, of Arkansas, 
Chairman, Senate Committee on Banking and Currency, 
Senate Office Building, Washington, D. C.: 

The city of Tacoma is shocked with the recent American Municipal Association 
announcement that the present urban renewal program is facing curtailment. 
Our state legiSlature has just passed the necessary enabling legislation to allow 
Tacoma and other cities to take part in this program. It is of the utmost urgency 
that our slum clearance projects be commenced and be completed, 

Please give us your assistance to save this program. 

JOHN H. ANDERSON, 
Mayor, City of Tacoma, Wash. 


TRENTON, N. J., March 22, 1957. 
Hon. CLIFFORD P. CASE, 
Senator from New Jersey, 
United States Senate, Washington, D. C. 
Dear Str: The Board of Commissioners of the City of Trenton, N. J., at their 
regular meeting held on March 21, 1957, unanimously agreed to protest the 
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announced new policy of the Federal Housing and Home Finance Agency, cur- 
tailing the present urban renewal program. 

It was their wish that I inform you of their stand; and, also suggest that you 
use whatever influence you may have at your command that this program should 
not be curtailed, but, in the future, expanded. ‘ 

I am sure you are aware of the fact that the city of Trenton has plans for 
urban renewal, and would not be in a position to fulfill them if the Federal 
Government didn’t continue its program of assistance. 

Very truly yours, 
Sranitey H. Maztrarz, 
City Clerk. 


CITY OF VINELAND, N. J., larch 28, 1957. 
Hon. Senator Ciirrorp P. Caspr, 
Senate Building, Washington, D. C. 

DEAR SENATOR CASE: I have read with great interest the National League Bulle- 
tin with reference to the curtailment of the urban renewal clearance program. 

I, as the mayor of the city of Vineland, am cognizant of the great need for the 
eontinuing of the program. It is true that in the city of Vineland we do not 
have a serious slum situation as in the larger cities. 

However, we are an integral part of the State of New Jersey and the slum 
areas in the other cities will definitely have a great effect on our city and on the 
State of New Jersey as a whole. 

Tam satisfied that with the contemplated new policy by the Housing and Home 
Finance Agency will definitely curtail the existing projects in the city that are 
effected and limit the cities in the future to only negligible planning. The result 
will be that the slum sections will increase and juvenile delinquency and crime 
will run rampant through the affected city. Of course, this will definitely affect 
the high moral standards of the cities affected and the entire State. 

I, as mayor of the city of Vineland, on behalf of the city administration sin- 
cerely urge you to do everything in your power and sound judgment to prevent 
the curtailment of the urban renewal program and to support a strong slum 
clearance national program. 

Sincerely, 
FRANK J. TESTA, Vayor. 


CITy OF WATERLOO, IOWA, 
OFFICE OF THE MAYOR, 
Varch 27, 1957. 
Subject file: Housing No. 1 
Mr. Patrick HEALY, 
Brecutive Director, American Municipal Association, 
1625 H Street NW., Washington, D.C. 

Dear Sir: The lowa Legislature has now passed the urban renewal bill by both 
the house and senate which would enable our cities and towns to participate in 
the housing and home finance program. We are very anxious that the Federal 
Government not curtail this program before our Iowa cities have an oppor- 
tunity to participate. I am enclosing a clipping from the Des Moines Register 
this morning in reference to this. 

Very truly yours, 
GLENN 8S. Stecn, Mayor. 


[Des Moines, Iowa, Register, March 27, 1957] 
House Votes 92-0 Passace or Strum Brit 
(By Allan Hoschar) 


A slum-clearance bill desired by larger lowa cities, won final approval in the 
lowa Legislature Tuesday. 

The house, 92-0, accepted the senate-passed bill and sent it to the Governor. 

Howard Reppert, Jr. (Democrat, Des Moines), told the house that the bill was 
an enabling act to allow municipalities to take advantage of Federal aid in slum- 
clearance projects. 
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CRIME, DISEASE 


“Slums are the breeding place for crime, disease and juvenile delinquents,” 
said Reppert. 

“This is not public housing,” emphasized Reppert, a point much discussed in 
the senate debates. 

The bill permits cities and towns to issue bonds to pay for property condemned 
for rehabilitation and slum-clearance projects. 

The property acquired for the urban renewal program may be sold to a com- 
mercial real estate developer. 

Federal aid is available up to two-thirds of the difference between the acquisi- 
tion cost and what the property might be sold for. 





ONLY STATE 


Iowa Chamber of Commerce secretaries, meeting recently in Des Moines, were 
told that such a bill is necessary to the growth of their cities. 

Iowa currently is the only State without such enabling legislation. 

Reppert told the house that no Iowa city or town would be required to accept 
such Federal aid in any clearance projects. 

He said passage of the bill is needed “because slums cost cities money, they 
don’t carry their own load,” meaning that the assessed valuation of the slum 
property is not sufficient to pay the cost of services given by the city. 





City ADMINISTRATOR, 
Yuba City, Calif., April 1, 1957. 
Hon. JoHN Moss, 
United States Congress, 
Capitol Building, Washington, D. C. 


DeAR Mr. Moss: As you are no doubt aware, the city of Yuba City is vitally 
interested in developing an urban redevelopment project throught its local re- 
development agency. We are currently engaged in filing application for a 
planning advance which will enable us to take necessary steps to bring an actual 
redevelopment and clearance project into fruition. 

We are somewhat alarmed by reports that the Housing and Home Finance 
Agency is cutting its appropriation request from $250 million to $175 million. It 
appears that this will make it much more difficult for cities such as Yuba city to 
obtain capital grant reservations in the latter part of 1957-58. We would 
creatly appreciate your active support in continuing the Federal slum clearance 
program at its current level. 

Very truly yours, 
Epwarp E. McComss, 
City Administrator. 


CHAMBER OF COMMERCE OF GREATER PHILADELPHIA, 
Philadelphia, Pa. 
Hon. JoseEPH S. CLARK, Jr., 
Member, Subcommittee on Housing of the Banking and Currency Committee, 
Senate Office Building, Washington, D. C. 

My Dear Senator: As chairman of the industrial council of the Chamber of 
Commerce of Greater Philadelphia, acting in accordance with the chamber’s 
legislative program for 1957, as approved by its board of directors, I am writing 
to request that an amendment to the Federal Housing Act be created, allowing 
redevelopment funds to be used for industrial purposes, free from any restrie- 
tions that would necessitate its being tied to residential redevelopment. 

The redevelopment of substandard and antequated industrial areas is of the 
utmost importance to the economy of the larger cities. The rehabilitation of 
these blighted areas offers new job opportunities, the revitalization of the coml 
munity, and a sound use of invested funds. 

Sincerely yours, 
Forp F. RosBINson, 
Chairman, Industrial Council. 


re 


pt 


ey 
m 


HOUSING AMENDMENTS OF 1957 655 


‘ator SparkmaN. Our next witness is George W. West, Sr., of 

os U nited States Chamber of Commerce. 

Senator Clark, are you going to be able to stay for some time? 

Senator Crark. I am sorry, ‘Senator, but I have to go to Pittsburgh 
on a 1:10 plane. } 

Senator Sparkman. I am in this situation; I have a 12: 30 appoint- 
ment. The full committee is meeting at 2 o’clock. So it looks as 
though we are in trouble. 

Mr. W est, you want to go back home tonight, I guess? 

Mr. West. If you want me to come back tomorrow, I will do it. 

Senator Sparkman. I was thinking—let me see, we have two groups 
here from Charleston. Where are the C harleston groups; can they be 
here tomorrow ? 

Mr. Jones. We will only take 5 to 10 minutes. 

Senator Sparkman. Mr. West, if you could stay over until tomor- 
row, why do you not let us call the Charleston groups and we will see. 

Mr. West. I will, sir. 

Senator SparkMAN. We have Mr. Jones here from the office of 
Senator Johnston. Mr. Jones, will you bring your people around. 

Mr. Jones. Mr. Chairman, first I would like to say that, on behalf of 
Senator Olin Johnston, we appreciate your hearing these two wit- 
nesses, - had planned to be here today himself, but was unable to 
make it. I discussed it with them, and they are going to make it brief 
and to the point. 

Senator Sparkman. Thank you very much, Mr. Jones. 

Mr. Jones. First we have Mr. Robert W. Turner, president of the 
Charleston Real Estate Board. 


Senator Sparkman. Mr. Turner, we are glad to have you. Proceed 
in your own way, sir. 


STATEMENT OF ROBERT W. TURNER, PRESIDENT, CHARLESTON 
REAL ESTATE BOARD 


Mr. Turner. Mr. Chairman, members of the subcommittee, it is 
indeed a privilege having the opportunity to appear before you here 
today. 

My name is Robert W. Turner. I am a realtor from Charleston, 
S. C., and the current president of our local realtors association, which 
I am representing here today. 

[ am appearing in support of Senator Olin D. Johnston’s bill, S. 912, 
relating to VA housing. 

The so-called tight-money market has put the home-building indus- 
try in South Carolina and the whole country at the lowest level for 
many years. This is not only depriving the veteran and FHA home 
pure shaser of the privilege of owning his own home, but it is seriously 
affecting the very large number of individuals connected with the 
home-building industry. 

If conditions are allowed to continue, it will stop the steady prog- 
ress made by the people of this country toward a home for all. With- 
out VA and FHA insured or guaranteed mortgage financing, it will 
be impossible for the average person to purchase or build a home, or 
as long as the interest rate is pegged at a lower figure than the pre- 
vailing conventional rate, and the Government through FNMA es- 
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tablishes a floor at the unreasonable low rate of about 92 cents on the 
dollar, as it now has. 

I do not believe that simply raising VA interest rates is the solution, 
FHA interest was recently increased, and in my part of the country 
it has helped very little. 

If the cure is in the interest rates, it will have to be in the form of 
flexible rates, geared to the prevailing bond market, in my opinion, 
about 2 to 3 percent higher than the prevailing rate on United States 
Government bonds. 

There is no hope of any relief in the mortgage market if the Gov- 
ernment, which has guaranteed or insured a mortgage through our 
agency, says through another agency it is only worth 92 cents on the 
dollar. You will not have many private investors willing to pay par 
for this type of mortgage financing. 

It is our considered opinion that if FNMA is going to stay in the 
mortgage market that it should be required to pay a more realistic 
price for the mortgages it buys if this means a reduction in the 
volume it can purchase. 

It is not fair to the American people for the Government to require 
them to pay discounts at the rate now being charged. 

I have with me a few closing statements of loans closed recently 
which I would like to leave with you. Discounts paid on these loans 
were 9 to 10 percent, some on existing homes, some on new construc- 
tion. I am sure the owners or contractors who were required to pay 
these heavy discounts did not have a profit which would allow this and 
leave anything for their work and investment. 

Senator SparkMAN. Thank you Mr. Turner, and we will be glad to 
have the closing statements to which you make reference. 

Mr. Turner. Thank you, sir. 

(The closing statements referred to follow :) 


Statement of settlement re sale, F. D. LeGette to Kenneth L. Taylor, lot 6, 
block BE. Aichele Ter., Charleston, S. C., Feb. 12, 1957 


Sales price ss , i S14, 500. 00 
Interest, taxes, and insurance ; 480. 00 


Total ‘ 14, 980, 00 
Disbursements: 
Stamps on deed 
Amount due Mrs. Emma B. Aichele for lot 
Pro rata 1957 taxes____- ki 
Commissions (R. Harry Morse) - 
sSuilders risk insurance (Morse) - 
Landscaping (Morse) 
Water meter (Morse) , ia 
Amount to satisfy mortgage (EF irst Feder al Savings ) 
Ee: EE EN satis et item ager bi ests esis fan ich min cn 
% of 9 percent discount (due Commercial Bank & 
Trust Co.)-_-- 
, 16. 99 


Balance due Mr. LeGette 2 992 Ot 
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Statement of settlement re sale, F. D. LeGette to Kenneth L. Taylor, lot 6, 
block HE, Aichele Ter., Charles, 8. C., Feb. 12, 1957 


Commissions__-...-..----- Se ee sc apie caiaicara oui ale “ 00 
Builders risk insurance a 

Insurance (fire and EC) ; 

UNM TINME I i a i hts ms esenaknets cicoelaccla ds ile labled oosaaaioe ete ee 20. 
Landscaping 

Water meter 


Statement of settlement re sale, United Builders, Inc., to Paris Remine Lester 
lot 2, block L, Wildwoad subdivision, Charleston, 8S. C., Mar. 19, 1957 


Bales price............. icnich ies wat tice dapuasanaaiaiaia sc cada Sat a cae $9, 100. 00 
Disbursements: 
Stamps on deed ; $29. 45 
Downpayment ; 
Balance of 10 percent discount due Collateral Invest- 
ment Co 56. 50 
PEO FACR LOG CBS tics ces pees ee ee 
Amount due Frisch & Ackerman 
Amount due W. W. Wild 
Amount to release lot from mortgage of Portobello 
PRONE CO sien jg cha sacha ta aca lead eatat eater 3, 782. 
Record 3 releases__._____ ead : 


Balance due United Builders, Inc 


Statement of settlement re sale, Thomas M. Evans to Edward Bert Chandler, 
lot 2, block M, Waylyn, Charleston, 8. C., Mar. 23, 1957 


wo, 


peices price............... ts vi iene tthe patel hii be dlcccaa gph ee ee $11, 050. 00 
Disbursements: 


Stamps on deed . 35. 65 
Builders-risk insurance (W. C. Wilbur) 4.32 
Inspection (W. C. Wilbur) ___-- , 12 
Commissions (W. C. Wilbur) 552. 50 
9 percent discount (Carolina National Insurance Co.) - 972. 00 
Amount to satisfy mortgage a National Bank) 6, 635. 49 
Record satisfaction . 25 
Recording mortgage ‘ . 50 
Stamps on note ‘hank. . 60 
Attorney’s fee 5. OO 
Recording release (J. C. Long) . 00 
Title binder (bank) -.____________ 

Pro rata 1957 taxes_........-___ 

8, 271. 33 


Balance due Mr. Evans_____-_~- : 2, 778. 67 


a, 440. 
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Statements of settlement re sale, Thomas M. Evans to Walter Harvey White, 
5, block M, Waylyn, Charleston, S. C., March 23, 1957 


Sales price $11, 050. 


Disbursements: 
Stamps on deed $35. 65 
Commissions (W. C. Wilbur & Co.) 386. 75 
B/R insurance (Wilbur) 20. O1 
Amount to satisfy mortgage (Nettie W. Williams) ----_ 4, 000. 00 
Record satisfaction 25 
Amount to release lot (J. C. g _ 1, 000. 00 
Record release . 00 
Record subordination— . 00 
9 percent discount (Carolina National Insurance Cx 10.) 350. 50 
Record mortgage (Williams) . 50 
Stamps on note (Williams) . 60 
Attorney’s fee._____---- 25. 00 


Balance due Mr. Evans_--- 


SINKLER, Gripes & SIMONS, 
ATTORNEYS AND COUNSELORS AT LAW, 


lot 


00 


Charleston, 8. C., February 25, 1957. 


STATEMENT 


INTER HEBER J. EVANS AND Joyce L. WALTERS, RE Lot 877, SECTION 5, 

DORCHESTER TERRACE—FILE No. 3988 

Purchase price $8, 750 
Less: 

Satisfy Southeastern mortgage 


1 7 


72> 
ioe. 


(M} 


06 


eR OD) 


Satisfy V-Housing mortgage “f ; ’ atlas 215. 92 


asm a CT as bs a eee nh Osc ips tenllneriomervien Gv emean ens oni 


Cooper River Federal 9 percent discount seth : 747. 


Ss . 


2montnuse 1007 taxcs..................... 
W. C. Wilbur & Co.: 
Commission___-—- . si . acti ot. 


Legal fees_ : Nos dclew IS. 
Advanced 550 


Termite treatment a 100. 
FHA fee : ; : oe = 20, 


. 90 


00 
Ov 


50: 
SO 
OO 
00 
00 


52 24 


Mortgage payments -- 268. 


OT 


BC EURUN ING OI I niin csi eenrninini tome ctiitbbas 


27. 90 


Balance to Mr. Evans__-- : ao : : 4, 604. 58 


, ToD 


i) 


CHARLESTON, 8. C., January 9, 1957. 


STATEMENT 


INTER WILFORD C. CoRBIN AND Mary B. Corspin, SELLERS, AND EppIE Wy 
GATCH, JR., PURCHASER, Lots 21 ANp 22, BLock 111, NorrH CHARLESTON 


Purchase price seeababecds _.. $10, 000. 


Less: 


Record release, Atlantic Coast Life Insurance Co. mortgage_- 1. 


Record satisfaction, Aiken Loan & Security Co. mortgage_- 

Share, 1957 taxes__......_______-________-_ ] 
Stamps on deed_____- ss aeecalen pkaegs sac ienavietentacents deamon 31. 
Carolina National Insur: ance Co., 10-percent discount___----__ 0. 


W. C. Wilbur & Co., VA appraisal fee_______- : A), 


Paid on account______________. _ ae 550. 
Balance to seller_.__.-__________ . 8, 445. 


Total , em 10, 000 


LIE 


OU 


50 


66 
Oo 
iW 
OU 
OO 
59 


Ov 





f 


(M} 


46 
n° 


Ov 


LIE 


00 


DO 

25 
66 
00 

Oo 
00 
00 
59 


00 
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my, 


RosperT C. AND ALICE JESTER, LoTsS 1 AND 2, Lor 2, Brock 2, CHAS. FARMS, TO 
MELVIN ALLEN GOODWIN, MAR. 19, 1957 


I CUO Sa th Sik Lee ot id bie a? abies ae. ES see Se ee $9, 500. 00 
Less : 

Commonwealth Bank & Trust mortgage_____._.______- $6, 487. 09 

DR si leavin ssip adaceneien ndeadtelnais icine tae ia 900. 00 

Ps URINE ans ea wccalcdniee estesreg hades ua asnsotje dataaehehceaset ice 475. 00 

em: OM) GO ice ti i a i ee 29. 45 

To record mortgage satisfaction._..._....__....___ - 25 

ee ASO RO COW a iso icici create pst bandh Ste ees ade 12. 86 


Sigscipohetngenians. ana 


Net to sellers_____- 1, 595. 35 


CLARENCE E. SINGLETARY, 
Attorney at Law, 71 Broad Street, Charleston, S. C. 
Senator SparKMAN. All right, Mr. Frisch. 
Mr. Friscu. Yes, sir. 
Senator SparKMAN. Mr. Frisch, we are very glad to have you 
with us. 
Mr. Friscu. Thank you, sir. 


STATEMENT OF NAT FRISCH, PRESIDENT, CHARLESTON AREA 
HOME BUILDERS’ ASSOCIATION 


Mr. Friscu. To introduce myself, I am Nat Frisch, of Charleston, 
S.C. In addition to being an active home builder, I am president of 
the Charleston Area Home Buliders’ Association, an organization 
composed of most of Charleston’s reputable home builders, many of 
our banks and savings and loan associations, real-estate firms, building 
supplies, and building subcontractors. It is at the request of this 
organization that I am here today, speaking in favor of S. 912 

As a builder, I am acutely conscious of the desperate situation in 
the home-building picture, as our own building volume is off about 
40 percent now—with the immediate future looking even more dismal. 
The number of carpenters, and so forth, looking for work, calling at 
our office, is at the highest level that I can recall. We are constantly 
called by subcontractors, that previously never contacted us for work, 
while our own subcontractors are suffering from lack of work also. 

With the above as our own personal barometer, we hear the same 
reports from our association builders to further point out how serious 
the local situation has become. Due to the so-called tight money 
market, home building in Charleston is rapidly coming to a standstill. 

We are sure that you gentlemen are bombarded daily with all the 
statistics on the national housing picture. We are sure that you realize 
that our industry comes close to being the largest industry in our na- 
tional economy, and we know that it has been pointed out to you that 
for the first time since 1951 that housing starts have fallen below the 
1 million mark. 

The National Association of Home Builders has presented the na- 
tional picture, and would like to leave with you our official county re- 
port showing the status of home building for our area for February 
1957 as compared with February of 1956 and 1955. With this report, 
we want to point out that our area is definitely not overbuilt, and we 
do have a big market still to be provided for—a big segment of our 
population that still lives in substandard housing. Unfortuntely, it 
is this market that desperately needs help in the financing end. 
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Our county report shows that housing starts in Charleston County 
are off almost exactly 50 percent, with ‘the biggest loss in the lower- 
cost market, where volume is about one-fifth of what it was in Feb. 
ruary of 19! 56. 

To further darken the picture, many of the starts reported are “dis- 
tress starts,” wherein the builder or developer must build to meet com- 
mitments entered into for land, materials or labor; he must go ahead 
even though he knows he must face discounts ranging up to 10 percent, 

We, therefore, in Charleston, after examination of S. 912, feel that 
it is a long step in the right direction and that, as long as the VA and 
FHA interest rates are held at unrealistic levels, that some source of 
funds must be provided to clear up the desperate situation that faces 
our homebuilders today. 

We realize that this bill is only a small segment of the proposals 

that have been made to your committee, but we want to point out, for 
Charleston and our surrounding area, that help must be forthcoming 
soon to save our industry In our part of the country. 

Thank you, sir. 

Senator SparkMAN. Thank you very much, Mr. Frisch, and the 
report to which you referred, if you want to leave it, we will be very 
glad to have and incorporate it in the hearings. 

(The report referred to follows :) 

CHARLESTON COUNTY PLANNING Boarp, 
March 4, 1957. 


ToraL NUMBER OF NEW DWELLING UNITS IN URBANIZED AREA OF CHARLESTON 
County RECEIVING PLUMBING PERMITS FROM CoUNTY HEALTH DEPARTMENT 


February report of new dwelling units 


Current month February Total permits in 
previous years 
Area by school districts 


1957 1956 1955 1956 1955 
West area, total 45 | 61 59 624 | 682 
St. Pauls, No. 23 | 0 | 
St. Johns, No. 9 2 
James Island, No. 3 il 
St. Andrews, No. 10 32 
North area, Cooper River, No. 4 10 | 47 38 137 503 
East area, total | 7 15 ll 153 148 
Moultrie, No. 2 7 
St. James Santee, No. 1 | 0 
Total_- 62 123 108 1, 214 1, 333 
lotal to date from Jan, 1, 1954 3, 538 wie 


Lower cost housing 


Senator Sparkman. Thank you, gentlemen. I appreciate your 
being with us. 

Mr. Jones. Thank you, Mr. Chairman. 

Senator SparKMAN. Now, Mr. West, I will leave it entirely up to 
you; if you want to stay over, we will put you on first tomorrow. 

Mr. West. I will leave it entirely up to you, Senator. I am not 
going to impose on you to stay here because I have a lot of time. 

Senator SparKMAN. I want to suit your convenience; I mean that. 


TON 
iT 


3 in 


four 


p to 


not 
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Mr. West. The same here, Senator. I am going to suit your con- 
venience. 

Senator Sparkman. Then we will put you on first thing in the 
morning. 

Mr. West. Fine. Thank you very much. I do not want you to 
worry about my time; it is not worth much. 

Senator SparKMAN. I would not say that. I have known you a long 
time. 

Mr. West. Thank you, sir. I have known you too, sir, and I know 
your time is very, very well taken up, right up to the very second. 

Senator SparKMAN. ‘They keep us busy. 

I am going to give to the reporter, to be placed in the record, a staff 
memorandum that has been prepared, entitled “The Decline in Con- 
struction of FHA-Insured Rental Housing.” 

(The memorandum referred to follows :) 


THE DECLINE IN CONSTRUCTION OF FHA-INSURED RENTAL HovusING 
CURRENT RENTAL PRODUCTION SMALLEST IN 9 YEARS 


Although 18 million nonfarm households in the United States live in rented 
quarters, the construction of new rental units has dropped precipitously in the 
last few years. In 1956 only 92,000 units in multifamily structures were started. 
This is the smallest number in the last 9 years and represents only 8 percent of 
the total new nonfarm construction during the year. 

It may be compared with 139,000 multifamily starts in 1952 and 197,000 multi- 
family starts in 1950. 

Associated with this reduction has been an even sharper decline in the con- 
struction of FHA-insured multifamily structures. In 1956 only 11,000 FHA- 
insured units of this type were started, and of this number almost three-fifths 
(6,400) were in military housing under section 803 (5,400 units, Capehart; and 
1,000 units, Wherry Act). Units insured under section 207, which is considered 
the regular program of FHA insurance of mortgages for multifamily housing, 
dwindled to 500 units. 


Nonfarm dwelling units started in 1956 


CRORURUE CEPOL ERTNSE TAUB EI ieee ice pescd asses cinta cag eames a eka 1, 125, 000 
Unite.Jm -famihy GGGGctr et. snes nee ee 1, 003, 000 
RIFREES; RUD SO-EGUONG BERINC EPC in ik icra nt tek See egtee 30, 000 


Cintte in wt cemle SEPUCCUT Gain a iccmea Se sertes ed ee 92, 000 





aepranehecddtieeeaae 14, 000 
pasealosaieablencahais 75, VOO 
si sate cde 67, 000 
“ platens estate 11, 000 


Public 
Private__ 


Conventional 
FHA-insured 


FHA-insured units in multifamily structures started in 1956 
ROUGE WERE ROE neni noe ae aan ee eden bee er ee 11, 000 
DN TN asc ish stn i em nino tn Si cab Sn nap ney a a ES 500 
See. 213 wii th ii an hte Sete co eatin che Sa cg pl cecal ag eden tel 3, 000 
ID Aa ic hs mee i cite ip ini as sew Ree elegance gla as ee Ree ee ee 1, 100 
A gs a i ed ch cay ills ahaa si ai epes pannel aad 6, 400 


The data on rental housing construction over the last 10 years is shown on 
table I. The largest production of private multifamily construction in history 
was in 1949 when 162,00 multifamily units were started. Most of these were 
insured under the FHA 608 program, amounting in that year to 110,000 units. 
The low ebb of rental construction is clearly demonstrated by the figures for the 
last few years, showing a gradual dropping off since the peak of 1950. 


90300—57——-438 
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The number of FHA-insured units by program is shown in table II. Production 
under section 207 has never been large, amounting to only 37,000 units insured 
from 1950 to 1956. This is about the same number insured under section 213 
on cooperative housing. 

A look into the future of the FHA program can be obtained by an analysis of 
the commitments for FHA insurance as shown in table III. There is a very 
high attrition on commitments so that the figures in table III must be highly 
discounted in projecting starts under the FHA insurance program. A compari- 
son of commitments for the last 6 months (August 1956 to January 1957) with 
the corresponding 6 months of 1955 indicates a probable 25 percent decline in 
the section 207 program and 211 percent increase in the section 213 program for 
1957 over 1956. 

Production of rental housing a matter of public concern 

There is serious concern in some quarters that this meager production of new 
rental-type housing is contrary to national housing policy and is partly respon- 
sible for the failure of the country to make better progress in eliminating slums 
and providing a decent home for every American family. Although home- 
ownership has been advanced as the ideal American way of life and has been 
favored through many forms of Government assistance, there remains a very 
substantial number of American families which, through personal choice or 
otherwise, consider renting as the ideal form of tenure. Some of these groups 
are as follows: 

1. Newly married couples.—These families represent probably the largest de- 
mand for additional rental quarters. For example, a very substantial number of 
the 1,600,000 couples married in 1956 were in the market for rental quarters. 
It is economically infeasible for most newly married couples to buy their own 
home. Hither they cannot afford to buy or they prefer not to buy before they 
become well established in their job or business. 

2. Single individuals.—About 2 out of 3 of the 6.5 million single individuals 
live in rental housing. This is a highly mobile group which requires a con- 
tinuing supply of small rental quarters. 

3. Family heads with highly mobile occupation.—There is always a demand 
for rental quarters for families which move frequently because of the occupa- 
tion of the principal wage earner. 

4. Low-income groups.—Most of these families do not have the earning capac- 
ity to buy a house. Their incomes are often erratic and their general economic 
situation such that homeownership would be an unwise investment. 

5. Families who personally seek rental quarters.—This group of typical city 
dwellers are looking for the comforts of apartment life without the financial 
and physical responsibilities of homeownership. The easy access to the con- 
venience of city life represents a strong attraction to this type of family, which 
can be fulfilled only by living in rental quarters near the center of the city. 

The suburbanization of family life has left cities with acres of blighted neigh- 
borhoods. The only practical way this land, with its tremendous investment in 
public utilities, transportation facilities, schools, churches, and shopping centers, 
is being reclaimed today is through the urban-redevelopment process. This pro- 
gram depeuds very heavily on rental housing to rehouse the displaced families 
and to replace the old and blighted housing in the redeveloped areas. The suc- 
cess of the title I urban-redevelopment program is completely dependent on 
construction of a large amount of private rental housing. 

Questions have been raised whether the critically low production of rental 
housing is working a hardship on families which would ordinarily rent but 
which are unable to find decent rental quarters. Some of these families have 
been forced into a nominal homeownership, and a slight drop in the national 
economy could conceivably convert them back to tenants. 


Is additional rental housing needed? 

On the other hand, many well-informed persons claim that the low production 
of rental housing truly reflects the actual demand. It is argued that anything 
above the present level of rental construction would create an oversupply and a 
sharp rise in vacancies. People have been buying homes because they want to. 
The concept of a single-family house with a little plot of ground is deeply im- 
bedded in our traditions as the ideal living environment. Today, with rising 
family incomes, many people have been able to attain this ideal, and for the first 
time in our history any family who can afford decent housing at all is looking 
for a single-family house to buy, not an apartment to rent. Homeownership has 
been favored by Federal legislation. On a Federal, State, and local level, tax 
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advantages have been developed in favor of the homeowner. For value received, 
sales housing is a much better buy than rental housing. 

All of these facets must be considered in appraising the effect of our present 
rental-housing program. The question of whether construction of rental housing 
should be encouraged requires a realistic evaluation of current supply and its 
relation to the real demand. 


THE SUPPLY OF RENTAL HOUSING 


The number of families occupying rental housing has increased only slightly 
in the past 17 years. In 1940 about 16.3 million nonfarm households lived as 
renters. During the next 17 years, the number increased only 1.7 million house- 
holds, while homeownership increased about 14.5 million. 


Nonfarm occupied dwelling units 


Percent of 
total 


Total occu- Renter- 
pied dwel- occupied 
ling units number 


| 
| 
1 
} 
| 
| 
| 
j 
| 


1890 - a a saa : 2 7, 900, 000 63 
1900 . - 9, 800, 000 ), . 63 
1910 we , 3, 700, 000 ! ’ 62 
1920 ee ; , 200, 000 ’ , 60 
1930... or 22, 900, 000 2, 1 4 
1940 5 ; 27, 700, 000 5 c 59 
190 ; 37, 100, 000 , 300, 47 
1957 (estimated). ‘ ‘ , Kite 2 3, 900, 000 8, ‘ 41 


Whether or not the supply of rental housing is adequate to meet the demand is 
difficult to measure. The only criteria we have to measure this objectively is 
vacancy data. However, these are often difficult to interpret and many times 
“an be used only in a negative way. If the vacancy rate is high among rental 
projects, it is assumed that an oversupply exists in that community. But without 
knowledge of the size of the vacant units and rents being asked for them in 
relation to the demand, one cannot precisely judge the adequacy of the rental 
supply. Likewise a low vacancy rate merely tells us that the supply of rental 
units existing in the community is not in oversupply, but it does not indicate the 
possibility of a backlog of demand for adequate units at reasonable rentals. 

Vacaney rates which may be of some use in appraising the adequacy of the 
supply in multifamily structures are given in tables IV to VII. Table IV shows 
the rental vacancy rates for 1950 (a period of shortage) and for the third quarter 
of 1956. The 1956 national rental vacancy rate of 5.8 percent is more than 
double the 1950 rate of 2.6 percent. This same relative increase, however, should 
not be assumed for rental units of reasonably good quality. In comparing these 
rates with vacancy rates for reasonably adequate rental units, it should be kept 
in mind that the data in table IV represents all kinds of marginal vacant units, 
regardless of location or facilities. Only dilapidated units are excluded. A 
survey including only reasonably adequate units would produce a substantially 
lower vacancy rate. 

Table V contains vacancy data for large rental properties. Almost one-half 
of these properties were in the Northeast where a definite shortage existed at the 
time of the survey. 

Tables VI and VII contain vacancy data for the FHA programs. For the most 
part, shortages are indicated, but in a few places, according to the vacancy data, 
some projects are in real difficulty. 

Traditionally a rental vacancy rate of 5 percent is considered normal. In the 
FHA appraisal process an allowance is made for a future vacancy rate of 7 
percent. Anything above 10 percent can become a serious matter as far as the 
financial stability of the project is concerned. 

The 1956 vacancy rate of 3.2 percent for FHA-insured rental housing projects 
indicates a slight shortage of rental housing units for the Nation as a whole. 
An analysis by area, however, shows up soft spots which indicate a serious 
oversupply in some cities. The big shortage seems to be in the Northeast, but 
selected places in the South and West are probably in serious financial difficulty 
with surpluses of rental housing. 

The averaging-out of vacancy data for the Nation as a whole or for a region 
or even for single housing market area can produce results which may be mis- 
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leading if one is trying to determine the demand for new housing in a particular 
place. For example, a market for rental units may exist in Sacramento, Calif, 
even though the West region as a whole has a surplus. Hach market area must 
be studied separately. 

DEMAND FOR RENTAL HOUSING 


Before discussion of this subject, a distinction should be made between the 
demand and the need for rental housing. As far as need is concerned, there is 
no question that the present inventory of rental housing is inadequate to meet 
the announced national policy of a decent home and suitable living environment 
for every American family. Every city has its share of blighted and dilapidated 
houses, In 1950, 6 million nonfarm rental dwelling units were found to be 
either dilapidated or lacking essential plumbing facilities. The number today 
is probably not much less. 

As far as demand is concerned, we need data to convert “need” to an effective 
“demand.” There is no known way of doing this statistically. To obtain a 
quantitative estimate of the size of the rental demand, an intensive study, market 
by market area, must be made in which the rent-paying capacity of the population 
is compared with the current rental supply. 


SURVEY OF 131 CITIES 


As a basis for policy, however, considerable data on demand was collected by 
the staff in the survey of 131 mayors throughout the Nation. According to most 
of these mayors, a shortage still exists in the rental-housing field. Particulraly 
serious is the shortage of rental space for families with low and moderate in- 
come, the minority groups and the elderly. In most cities, the only types of 
new rental housing being constructed are renting for prices far above the reach 
of the normal rental market. 


TELEPHONE INQUIRIES TO TOP HOUSING OFFICIALS OF LARGE CITIES 


To get the latest up-to-date information, telephone calls were made to top hous- 
ing officials in New York, Chicago, Philadelphia, Baltimore, and Washington, 
which cities have more than 60 percent of the total rental units in all large 
rental properties in the country. The consensus here again was that nothing was 
moving in the rental field, and the big backlog of rental demand was not being 
met. Some officials were seriously concerned because of the impact on their 
plans for urban renewal. Rental housing is the backbone of urban renewal and 
unless investors can be encouraged into this field, the slum clearance and urban 
renewal program will get nowhere. Further information of this type may be re- 
ceived from mayors who will testify before the Housing Subcommittee on 
March 26. 


INQUIRIES TO HOUSING ECONOMISTS WITH NATIONAL REPUTATION IN FIELD OF 
RENTAL HOUSING 


This group was well aware of the falling off of construction of rental property 
and expressed definite opinions on the reasons; they were less definite on what 
should be done about it. 

Some of the reasons given for the decline of the rental housing program were 
as follows: 

1. Strong demand for rental housing has not been demonstrated. 

2. Some investors are convinced that the market is saturated; they are influ- 
enced by national trends showing a rental vacancy rate increasing from 2.6 
percent in 1950 to 5.8 pereent in 1956, and a dropping off of demand for housing 
because of smaller new family formations. 

8. Homeownership has been favored, legislatively. Families can often buy 
more cheaply than they can rent. The strong move toward homeownership is 
likely to continue. 

4. There is a shortage of risk capital. Other investments are more attractive. 
Investor-builder needs high rate of return and short recovery period for return 
of capital. (One economist reported that investors are looking for a return of 
20 percent and a 38- to 5-year recovery period for equity capital.) 

5. Costs are up. Impossible to build moderate-priced apartments even with 
land write down in urban renewal areas, 

6. Consumers are not educated to pay more for housing. Nationally, the 
average monthly rent among all consumers inside metropolitan areas in 1950 
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was only $45 which has gone up perhaps $10 since then. (The rent paid for 
single-family houses was only $34; apartment rents were more: 5 to 9 family, 
$37; 10 to 19 family, $41; and 20 or more family, $48. These rental figures do 
not include the cost of utilities.) Renters have been accustomed to low rents and 
are not easily converted to paying higher rents even if they could afford it. 

7. Large insurance companies have withdrawn from the market because of past 
experiences and bad public relations. 

8. FHA regulations are too strict. 


SUMMARY 


Although at least 40 percent of United States families and individuals live in 
rented quarters, rental housing construction has fallen off critically over the 
last few years, culminating in a 9-year low for 1956. The outlook for 1957 is 
only slightly improved because of increased activity in FHA section 213, 220, 
and 803. 

The urban redevelopment program cannot survive without rental construction. 
The upgrading of the Nation’s housing supply and clearance of slums cannot 
make progress until new rental housing units are produced at reasonable rents 
to replace the outworn standing rental stock. 

Vacancy data indicate soft spots in some cities where there exists a surplus 
of rental units but in most areas, particularly in the Northeast, serious shortages 
are still found. 

A majority of 131 mayors voiced strong opinions that rental housing for fami- 
lies of low and middle income, for the elderly, and for minority families was in 
short supply. Top housing officials in the larger renter-occupied cities and a few 
selected well-informed housing economists corroborate these opinions. 


TABLE I.—Dwelling-unit starts, total and multifamily, public and private for 
United States, 1947-56 


























| 
| Multifamily structures 
Year Total 1- and 2- Total | | Private 
starts family " ree EE 
structures | | Public | 
| Number | Percent of | | Total |Conven-| FHA 
total starts | | tional 
| | , | } 
Me ciccepcccaiit | 849,000 | 774,000 75, 000 | 9 | 3,000 | 72,000 | 21,000 | 51,000 
1948 932,000 | 814, 000 118, 000 | 13 | 14,000 |104,000 | 26,000 78, 000 
side anor | 1, 025, 000 831,000 | 194,000 19 | 32,000 |162,000 | 51,000 | 121,000 
1950_. ‘ | 1,396,000 | 1,199,000 | 197,000 14 | 38,000 |159, 000 6,000 | 153,000 
Ra ia soe eredccbiee } 1,091, 000 940, 000 151, 000 14 | 63,000 | 88,000 | 15,000 73, 000 
1952. 1, 127, 000 988, 000 139, 000 12 | 55,000 | 84,000 | 44, C00 40, 000 
1953... 1, 103, 000 978,000 | 125,000 | 11 | 31,000 | 94,000 | 63,000 | 31,000 
ede corde Ri | 1,220,000 1, 112, 000 108, 000 | 9 | 18,000 | 90,000 } 62, 000 28, 000 
1965... _- <p iiesaindasnssseet LAM ne 1, 227,000 | 102,000 8 | 15,000 | 87,000 | 78,000 9, 000 
DN ccne eo oucni | 1, 125,000 | 1,033,000 | 92,000 | 8 | 14,000 | 78,000 |} 67,000 | 11,000 


Source: U. S. Department of Labor. 
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TABLE II.—Multifamily housing mortgage insured by FHA on new construction, 


Units Amount 


$1, 155, 000 
73, 000 | 
40, 000 | 
31, 000 

28, 000 

8, 600 | 
11, 000 | 


| 
153,000 | 
259, 000 


130, 000 


Amount 


| 
| 


578, 000 | 
322, 000 | 


234, 000 | 
73, 000 | 


1950-56 


{Dollar amounts in thousands] 


| 
| 


Sec. 207 


Amount Units 


Units 


300 | 
8,000 | 
9, 800 | 
o oo | 

, 200 | 

” 500 
z 000 | 


2, 500 | 
4,900 | 
6, 000 | 
7, 200 | 
11, 400 | 
4, 300 | 
500 | 


$18, 000 
33, 000 
42, 000 
54, 000 
93, 000 | 
36, 000 





Amount 


Sec. 


Sec. 


213 


! 


| Sec. 608 


Amount 


908 


$3, 000 
73, 000 
92, 000 
75, 000 
56, 000 


Units 


135, 000 


34,000 | 
| 3,000 | 


14, 000 | 
36, 000 


Amount 


$1, 008, 000 
260, 000 


Amount 


000 | 
OOU 


15, 000 
26, 000 
17, 000 
12,000 | 
9, 300 

1 2,700 

sie i; 26,400 


1950. 
1951 
1952. - . 
1953_- 
1954 
1955_ 
1956- 


$3, 000 | 

6, 000 | 
700 
900 | 


$123, 
206, 
136, 000 | 3, 200 
101, 000 | 3, 900 

5, 000 | 1, 300 

| 1 


Units | Amount | Units 
| 


$22, 000 

30, 000 

75, 9, 800 | 

22, 000 100 900 
, 000 


79 


$9, 400 


1, 100 | 


Act) 


12,300 insured under military housing provision (Wherry and 400 under 
(Capehart). 


2 1,000 insured under Wherry Act and 5,400 (Capehart housing). 


armed services housing 


Source: Federal Housing Administration, 


TasLeE II].—Commitments issued for FHA multifamily housing—New 


construction, August 1955 to January 1957 


Month and year All pro- 


grams 


Sec. 207 Sec. 213 


1955— August sade 

September 

October 

November 

December 

-January 

February -- 

March. 

April_- 

May 

June 

July 

August 

September 

October 

November 

December. 
1957—January 
August 1955 to January 1956 
August 1956 to January 1957 


675 
942 
1,029 | 
690 
864 
444 
730 
394 
991 
239 | 
, 076 
820 | 
461 
705 | 
577 
386 
287 
200 | 
, 644 
616 


— 


Bm OO et POND et 


Be 


Source: Federal Housing Administration, 
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TasLE 1V.—Rental vacancy rates in United States: 38d quarter 1956 and April 1950 
(vacant units available for rent as percent of total rental units) 





| 3d quarter | April 1950 





United States 
Region: 
Northeast 
North central 
South 
West 


Source: U. S. Bureau of Census. 


TasLE V.—Vacancy rates in large rental properties: 1955 (rental projects with 
100 or more apartments) 


Percent 
vacant 


number of number of 
large rental | apartments 
properties 


] 

| Estimated | Estimated a} 
i 
| 


United States__. hinitins ‘ saint 2, 900 702, 000 

Region: | | 
Northeast 4 in : , 500 344, 000 | 
North Central_- | 400 95, 000 | 
South | 840 | 223, 000 | 
West... ; 7 4 ; ial 120 | 40, 000 


Source: U. S. Bureau of Census, 


TABLE VI.—Vacancy rates in FHA-insured rental housing by program: 1956 


| | 
Units | Vacant Percent 
reported | units vacant 
| total | reported 
| 
All dwelling units da ‘ 2 et 520, 000 | 
Sec. 207 : mie ease ' 5 35, 000 | 
Sec. 608, War _- sean A ss e r 500 | 
Sees. 608-610 A * . ; 2, 700 | 


Sec. 608, VEH.- ; ealoas 379, 000 
See. 803 
Sec. 908 


12, 000 
2, 100 
400 


Source: Federal Housing Administration. 
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TABLE VII.—Vacancy rates in FHA-insured rental-housing projects as of Mar. 31, 
1955 and 1956, by FHA zones and insuring office jurisdictions 
































| | | ee ieee 
| Vacancy| Rates || Vacancy | Rates 
19561 | 1955 |} 1956! | 1055 
| | ie ae 
ZONE I ZONE Iv—continued 
Percent | Percent Percent | Percent 
Connecticut: Hartford__....---- 1.9 1.7 |} Minnesota: Minneapolis. -. 2.0 6.0 
Maine: Bangor Seen anak 1.5 | 1.9 || Nebraska: Omaha 1.3 8 
Massachusetts: Boston --..------ 8 5.7 || North Dakota: Fargo-_- 3.7 8.4 
New Hampshire: Manchester 7.7 10.0 || Ohio: | 
New York: Cincinnati. bindices 8 | 5.6 
Albany... ccsesass — 3.6 4.2 |} Cleveland _ 4 | 48 
PEERED «wa neangom aia’ 1.5 ae Columbus bin dae bit 6.5 4.7 
New York tala daa aati 8 | 1.0 South Dakota: Sioux Falls... 4.7 | 1.0 
Rhode Island: Providence .6 11.3 |; Wisconsin: Milwaukee. - --. 1.3 3.7 
Vermont: Burlington... .--.- 5.8 8.0 || dntnsalnae iad 
— | ——_$__— Total for zone IV 1.7 | 3 
Total for zone I___------- 1.1 1.5 | a a 
———— | ————— ZONE V 
ZONE Il || Arkansas: Little Rock- setad 10. 6 16.5 
‘ ad nN ve | « 8 
Delaware: Wilmington __-..-- “9 9.7 | eh en ag 7 a6 
District of Columbia: Wash- | 7 akties —_ - = 138 
ington __- Sete near’ 2.5 4.1 haar tiiemee ; 
Maryland: Baltimore. -------- .9 3.4 m " Orleans... ’ 4 : 21.0 
_— me Shreveport... fate in 2.3 21.5 
New Jersey: || Missouri: 
tome Oey tal ee | .eiome 
Pennsylvania: H ae, Ob LOUIS -- 2.5 | 5.2 
mira | as| ar New Serco: Aibagueraues—-| 8) 17 
Pittsburgh .-.............- 3.5 738 es vi 
Virginia: Richmond__---.--.-- 5.2 6.3 —* ne apeneseatas 9 : = 
West Virginia: Charleston_----- 1.3 O28 ene ee ar 
ts : ee ere ee Dallas sisal Topas 
otal for zone IT....-. ee) SST Fort Worth 12.4 | 11.4 
a = Houston . 15. 6 11.5 
ZONE Il Lubbock 2.8 | 6.4 
Alabama: Birmingham...----.-- 5.4 | 5.8 | San Antonio 7 a3 | 6.3 
Florida: | Tint ; ; | a 
Satitionvills._..._.....__. 9.4 50 Total for zone V . Ps 8. 3 | 8.5 
Miami... odes 3.2 | 5.3 ins. ‘ies 
amigas. eet 3.0 | 5.1 nUnw Vi | 
Georgia: Atlente.. ««canccuccess 5.2 5.2 || Arizona: Phoenix | 9.2 | 3.9 
Kentucky: Louisville. .....---- 9.2 | 6.3 California } 
Mississippi: Jackson __...------ 7.6 3.4 | Los Angeles_. 1.9 | 3.8 
North Carolina: Greensboro--_. 1.9 | 2.3 | Sacramento- sew’ 1.7 2.8 
South Carolina: Columbia. --- 11.3 | 7.1] San Diego 16} 13.5 
‘ennessee: | San Francisco : 14] 3.9 
Knoxville... ligt 8.4; @) || Idaho: Boise | 10.2 | 18.3 
ON SRS 1.7 | 3.5 || Montana: Helena__-- 1.4 | 1.1 
Puerto Rico: San Juan...----- 1.5 | 7 || Nevada: Reno 2.9 1.2 
Oregon: Portland : ‘ | 5.4 | 7.2 
Total for zone ITT : 4.9 4.5 Utah: Salt Lake City--- | 4.4 | 6.1 
| V ashington | 
ZONE IV Seattle 7.3 6.4 
Nlinois: Spokane 3.3 7.1 
Chicago ees 1 .7 || Wyoming: Casper = { 2.4 
Springfield lain iad | 4.2 13 Alaska: Anchorage 2.0 16.8 
Indiana: Indianapolis. .-....-.- 2. 5 11.5 || Territory of Hawaii: Honolulu 1.7 2.2 
Iowa: Des Moines__..-.----- --| 2.4 3. 5 |— eee 
Michigan: | Total for zone VI .| 3.0 | 6.1 
Detroit coneseneso! 7 3.3 = 
Grand Rapids_...-....-..- | 2.1 | 3. 1 United States total_-.-.-.-.- 3.2 44 
| 


1 Preliminary data. 
% Included in Memphis jurisdiction. 


Source: Federal Housing Administration, Division of Research and Statistics, Operating Statistics 
Section. * 


Senator Sparkman. The committee will stand in recess until 10 
o’clock tomorrow morning. 

(Whereupon, at 12:17 p. m., the hearing was recessed, to be recon- 
vened at 10 a. m., Wednesday, March 27, 1957.) 
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WEDNESDAY, MARCH 27, 1957 


Unitrep States SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
SUBCOMMITTEE ON HovusINne, 
Washington, D.C. 

The subcommittee met, pursuant to recess, in room 301, Senate 
Office Building, at 10 a. m., Senator John Sparkman, chairman of 
the subcommittee, presiding. 

Present: Senators Sparkman and Douglas. 

Also Present: Senator Frear. 

Senator Sparkman. Let the sub-committee come to order, please. 

Mr. West, will you come around ? 

I would like to say this before we start: The Senate has just gone 
into session, and we are going to be interrupted by roll calls. I have 
been informed that all quorum calls today will be live quorum calls. 
That means the members will have to be there. So I am afraid we 
are not going to be able to go very long this morning, but we will get 
started anyhow. I hope some of the other members will come in, 
Mr. West, while you are giving your statement. 

We are glad to have you with us again. 


STATEMENT OF GEORGE W. WEST, SR., MEMBER OF BOARD OF 
DIRECTORS; ACCOMPANIED BY JAMES F. STEINER, MANAGER, 
CONSTRUCTION AND CIVIC DEVELOPMENT DEPARTMENT, CHAM- 
BER OF COMMERCE OF THE UNITED STATES 


Mr. West. Thank you, Mr. Chairman. I am glad to be with you. 

My name is George W. West, Sr. 

Senator Sparkman. Would you not prefer to sit? Do either one 
you wish. 

Mr. West. I prefer to stand if it is agreeable to you. 

Senator SparKMAN. Fine. Yes, sir. 

Mr. West. I am chairman of the board of the First Federal Sav- 
ings & Loan Association of Atlanta. I have been in the home- 
financing business for more than 40 years in Atlanta. I am a mem- 
ber of the board of directors of the Chamber of Commerce of the 
United States and elected to their construction and civic development 
department. 

The national chamber is a federation of business organizations 
composed of 3,200 chambers of commerce, trade and professional as- 
sociations, with an underlying membership of 214 million business 
and professional men and women. 
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I should be glad to answer any questions, Mr. Chairman, when I 
get through, either within the scope of chamber policy or my own 
personal opinion. 

Senator SparkMAN. Thank you, sir. 

Mr. West. Based on my best judgment and experience. 

The national chamber has in the past pledged itself to aid the vet- 
eran in his readjustment to civilian life. We want veterans to have 
every opportunity to obtain adequate housing for themselves and their 
families. 

We also want all other citizens to have constantly improving oppor- 
tunities to upgrade their housing. We want no American to have less 
than decent, safe, and sanitary housing. 

These are broad goals— goals that are tied to the stable growth of 
the whole economy, goals that cannot be achieved by legislation which 
is not geared to a free market arrangement for guiding the produe- 
tion, distribution, and financing of housing. 

_ essence our recommendations on housing legislation are these: 

. There should be flexible interest rates on VA-guaranteed mort- 
ie And a little later I will explain these five points. 

2. Ther re should be no direct lending of tax revenue as a source of 
ae mortgage credit. 

We recomniend that the college housing be financed through 
State and local and private fac ‘ilities. 

The Federal program for loans for public facilities should be 
ended. 

And, finally, Federal aid for public works planning should be 
discontinued. 

Here is a brief background of these recommendations. 

On flexible interest rates for VA-guaranteed mortgages, as long as 
our country is committed to a way of life which puts human freedom 
ahead of State determination of production, distribution, and employ- 
ment—and we hope it will always be committed to freedom and human 
individualism—we must also be committed to the free market choices 
of people when they freely choose how they will invest the money 
they save. There would be more money available for VA mortgages 
if rates were flexible. 

The so-called tight-money situation has developed because of com- 
petition for loanable funds. Mortgages must compete with other 
demands for available savings, and interest rates on mortgages must 
be related to rates which savers and lenders can obtain elsewhere. 
Mortgage rates are necessarily higher than those on high-grade secu- 
rities because of the cost of servicing and of marketing mortgages in 
Jarge numbers of small units. Under these circumstances, the 414-per- 
cent ceiling on the VA mortgages has acted to limit the demand for 
these mortgages relative to that for other types of investments. 

It must be remembered that the VA-guaranty program was inau- 
gurated to give veterans minimum or no downp: 1yment terms, so they 
might compete for mortgage money with those who had an oppor- 
tunity to save money through the war years. 

When the Veterans’ Readjustment Act was enacted in 1944, the sup- 
ply of savings available for investment was large. National income, 
generated by war activities, was very high; consumers were restricted 
in their spending, and many of them used the income they could not 
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spend to repay debt and to purchase Government securities. Competi- 
tion among lenders for outlets was strong and interest rates on mort- 
gages were low. At the time the GI bill was being enacted, FHA 
mortgages were being made freely at 4 percent, and mortgages carry- 
ing higher rates were selling at premiums. Therefore, the 4 percent 
maximum rate for VA mortgages might then have been properly 
regarded as a competitive market rate. 

Next is on direct lending. The pegged-rate argument might simply 
be boiled down to this: It is impossible to say ths it the forces of supply 
and demand are equal in every region of the Nation. Regional eco- 
nomics dictate the wants and needs of particular areas and the price 
of any commodities bought and sold, including money. 

In our opinion, the assumption that any means to stimulate new- 
house construction is justifiable because the end result is desirable is a 
wrong Ec 

In this respect, it is important that Federal housing legislation be 
viewed in perspective with the need for balanced economic growth 
that simultaneously permits industrial and commercial erowth, which 
provides improved job opportunities, and housing construction, which 
provides improved housing. 

Direct lending by the Federal Government for housing mortgages 
works to defeat both better jobs and more housing. It competes with 
private lending institutions which need to be encouraged to grow 
bigger, attract more savings, and extend their lending activities in the 
home-mortgage field. And direct lending creates more Government 
spending which puts off the date when taxes can be reduced and funds 
freed for job-producing business expansion as well as providing only 
an artificial stimulant. 

For these reasons, we ask the committee to encourage the growth of 
the free, private, competitive enterprise approach to housing by dis- 
approving the direct-lending proposals. 

The next is college housing. The national chamber believes that the 
college housing loan program should be terminated. 

As an emergency aid under the pressures of the post-World War IT 
panied, the Housing Act of 1950 authorized Treasury borrowings of 

$300 million for long-term loans to institutions of higher learning for 

construction of student and fac ulty housing. The Housing Amend- 
ments of 1955 broadened the definition of eligible facilities to include 
dining halls, student unions, infirmaries, and other service buildings 
and reduced the maximum interest rate on such loans to 2% percent. 
The Treasury on its own long-term borrowing has recently paid in- 
terest at the rate of 3 to 314 percent. 

Private investors, who have previously been attracted to long-term 
dormitory revenue bonds, cannot compete with the extremely low sub- 
sidized interest rates charged on the Government loans. 

This program should be terminated. Such termination would not 
only reduce Government spending by $150 million but would reduce 
subsidize d Government competition with private investors in the lend- 
ing field. 

I might say, Mr. Chairman, too, that it seems to me that our uni- 
versities around the country, many of them, have huge endowment 
funds, they might study the question sometime of investing some en- 
dowment-fund money in one of their own housing committee opera- 
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tions, or they might even study the question of using that endowment 
fund money to provide housing for other colleges. And, certainly, 
the yield on such a loan would improve the endowment fund and im- 
prove the money generally for use of education and relieve the Fed- 
eral Government for even a study of the question. 

The next is loans for public works. We recommend termination 
of the Federal program of loans for public facilities. 

This program involves the Federal Government in a business which 
should i handled by private lending institutions or by State and 
local governments. Municipalities should be encouraged to handle, 
on their own initiative, problems of urban development. 

Finally we come to public-works planning. Communities and 
States have the capacity to pay for public-works planning. The need 
for funds from the Federal Government has not been demonstrated 
sufficiently. It is impossible to expect the Federal Government to 
supply financial support for public-works planning without also ex- 
erting some direction over the expenditures of Federal funds. Be- 
cause local authorities, by necessity, are best equipped for developing 
such plans, it is most unfortunate to permit Federal intervention, no 
matter how well-intentioned. 

We suggest that this program be terminated. 

I might say that we compliment Mr. Cole on his effort to reduce 
Government expenditures as a start in one of the departments of 
Government, and I might say on my own account, Mr. Chairman, 
that I am amazed to listen to six good and great mayors in this room 
yesterday, most of them young men, who apparently have no self- 
reliance. I am an ordinary businessman, a taxpayer, and a citizen. 
They have taxing powers. They have borrowing powers. They have 
borrowing powers the income from which pays no Federal tax nor 
local income tax. 

It seems to me that they propose, if I listened to them correctly 
yesterday, that it woudl take a sum equal to the present Federal debt 
to refurbish cities. 

I wonder sometimes if they have used their good offices to attempt 
to influence their citizens to better citizenship. I personally think it 
is at a low ebb and has been for some time. 

My opinion is based on people who rake out trash from their own 
lot and put it in the street to stay over the weekend for the city or 
county to pick up finally, if they do. I think most of us now find a 
dead animal in the street that the automobiles finally iron out to per- 
fection to where they could probably be used for a piece of fur muff 
some day. I mean nobody takes the trouble to call or do anything 
about it. 

It seems to me that is a citizenship question. If they have rats in 
their town, I am sure they can get rid of their own rats with a little 
money without coming to the Federal Government to do it. 

They have great powers. And I am sure we are on notice—they 
are—that a recent estimate has been made that for every dollar that 
the Federal Government has to collect from us there is from 8 to 38 
percent of its absorbed in administration before it gets back to them. 
They would be more fortunate to keep a whole dollar in their com- 
munity through any process than they would to come here and ask 
the Federal Government for resources and funds. And I am sure 
they are on notice that people make slums as well as property. 
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That is my statement, Mr. Chairman. I should be glad to answer 
any questions. I think you and I have discussed these question over 
the years many times between the two of us. 

I appreciate the time. 

Senator SparkMANn. Mr. West, we are always glad to have you come 
before us. We appreciate your statement. 

I will ask you a few questions. Senator Douglas is here, and I will 
also ask him to ask some. 

I was particularly interested in your statement that we ought to 
terminate the college housing program. You seem to base it not only 
on the idea that it. is competing with private industry but also that 
it would help to stabilize our fiscal situation. 

What is your viewpoint with reference to the operations of the Fed- 
eral National Mortgage Association ? 

Mr. West. Well, personally I do not think the Federal National 
Mortgage Association has any reason to exist. 

Senator Sparkman. Do you see any reason 

Mr. West. In other words, it has many facets, as you well know. 
It has a direct-lending program under FHA section 213. The man 
who can get up a section 213, where the law says “nonprofit” 3 or 4 
times—their explanation of how it works says “nonprofit” a half 
dozen times—the prospective group that finally proposes to finance 
one of these things gets two letters from private enterprise that it 
cannot possibly lend money for 40 years at 4 percent, and FNMA 
makes the loan itself. 

Section 213 is too expensive for you and me. I know you would 
not give me the time to discuss it here, and I would not blame you 
and you do not want to, but I would be glad 

Senator Sparkman. That is one of the difficulties about hearings. 
When we are working under pressure even ordinarily and not the 
extra pressure that is on today, there are so many of these questions 
that require a great deal more discussion than we are able to give 
them. 

Mr. West. I often wonder if many Members of Congress under- 
stand just that one little section—section 213. I cannot believe that 
you two gentlemen would understand its ramifications and not kill it. 

Senator Sparkman. Well, now, let me say, Mr. West, that I claim 
authorship of section 213 and of its liberalizing amendments that we 
put in a couple of years ago. 

Mr. West. I know you do. 

Senator Sparkman. I think it has one of the finest potentials of 
any part of our housing program. 

Mr. West. It never has worked yet. 

Senator SparKMAN. Oh, yes, it 1s working nicely now. It was slow 
getting started, but it is working well now. 

Let me ask you what do you think about section 220 and section 221 
housing. 

Mr. West. They are in about the same class. Of course, I am sure 
you heard me say once before, before your committee, many years 
ago, I was here when the President was sold the National Housing Act 
Title I and Title II which organized FHA. They were both organ- 
ized for temporary purposes. I am pretty certain no one in the con- 
struction business would probably agree with me, and not too many 
of them is the reason we still have FHA with them. 
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But, as you well know, Mr. Walker sold the idea to the President, 
and the President set up both title I and II and urged Congress to 
do it, and you gentlemen did it to relieve 

Senator SparKMAN. That was before I came. That was in 1934, 

Mr. West. 1934. I was here, sir. 

Senator Sparkman. I was not. 

Mr. West. Well, you were not far away. 

Senator SPARKMAN, No, a couple of years later. 

Mr. West. And they were both set up as temporary measures, 
strictly temporary measures. Of course, they have changed in color 
many times since that time. We have got on into the N: ational Housing 
Act. Well, title Il is FHA and title IV is the Federal Savings and 
Loan Insurance Corporation. 

Senator Sparkman. Now, let me ask you this question: Since you 
mention FHA, do you believe that FHA jis doing a good job or should 
it be discontinued ? 

Mr. Wrst. Well, FHA is in competition with me, the First Fed- 
eral Savings and Loan Association of Atlanta, because the Federal 
Home Loan Bank Board that regulates my business will not let me 
lend over 80 percent, although I have accumulated probably $3 mil- 
lion worth of reserves to $35 million worth of loans. I can insure, 
however, under FHA, and lend under one of the plans, and under 
a limit on house value to 95 percent I can lend to 90 percent. I choose 
to lend to those rates without asking them for their insurance. I have 
been in the business always, all my life. 

Senator Sparkman. However, the FHA and VA programs, both 
of them, are open to you, are they not ? 

Mr. West. Yes. The VA program 

Senator Sparkman. Let me ask you now without regard to your 
particular association: It is true, is it not, that a great many _asso- 
ciations throughout the country that perhaps do not have the bigness 
and the strength that your association has do use those programs, 
do they not? 

Mr. West. There are 200 in the country bigger than mine. 

Senator SpaRKMAN. Yours is a big one, nevertheless. 

Mr. West. I think I helped start one in your—— 

Senator Sparkman. I want to say this, Mr. West: I am very strong 
for the savings and loan program. ‘Goodness know, I wish we had one 


in every community and in big communities I wish we had more than 
one. 


Mr. West. I do too. 

Senator SparKMAN. I think they doa tremendous job. I have often 
said this right here in this committee—that I think an unfortunate 
thing is the fact that the people in this country do not realize the 
extent to which the savings and loan associations carry the housing 
load. They do the biggest single part of the home mortgage opera- 
tions in this country. The last ‘figure I saw was that they ° were doing 
about 37 percent. 

Mr. West. Right. $40 billion. 

Senator SPARKMAN. Yes, and it is a tremendous program. 

Mr. West. And they must put it in home mortgages. 

Senator SparKMAN. Yes. 
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Mr. West. Now, we have got other types of institutions that are 
competing with us for savings, and they can get savings money and 
do many other things with the money, and they. do. 

Senator Sparkman. Yes. My hat is off to the job that the savings 
and loan association has done. However, I must say that down 
through the years—and this is not the first time I have known this 
position to be stated—down through the years I have wondered why 
it was that so many of them were opposed to the housing program 
and did not view it as we who write these laws and feel the respon- 
sibility try to view it—as an overall program to help carry out, not 
to replace you, but to operate where you are not able to operate. 

I think that is the kind of housing program we ought to have. 

Mr. West. Senator, you would not expect me to loan money for 
40 years to people age 65—and that is your bill, too. 

Senator Sparkman. I wish you would. 

Mr. West. You wish I would? 

Senator SparKMAN. I wish you would. 

Mr. West. He would be 105 when he completed the loan. 

Senator SparKMAN. No. Now, Mr. West, is it not true—and I will 
tell you ahead of time we have had ample evidence from everybody 
so far, including bankers, insurance people, mortgage bankers and 
everybody else—that regardless of how long you write the mortgage 
for, the average length of the mortgage in this country is about 11 
years ¢ 
' Mr. West. Not with low rates. Low rates motivate making it stay 
on the books. 

Senator SparkMAN. The average mortgage runs about 11 years. 

Mr. West. Well, and again the 4 percent GI loans now are staying 
very steadily. There are not the same people paying them off, but they 
are not being paid off. So you have got a study to make in that field. 

I should be glad to make one in that field. 

Senator SpaRKMAN. I realize that across the board the average 
mortgage is about 11 years 

Another thing, Mr. W est. I do not know why it is, but it seems 
that the very programs that you point out here as being terribly ob- 
noxious were programs that I authored. 

For instance, I authored the original direct-lending program for 
veterans. I did it at the recommendation of a banker, by the way, 
who pointed out to me that there were a great many veterans in rural 
and semirural areas that any simply could not reach. And the law 
is restricted to those areas, as you know. 

Mr. West. Well, I am on many sides of many questions, but bankers 
in the main are not the ones to point out to you anything about the 
home mortgage business. 

Senator Sparkman. This gentleman happened to be a good friend 
of mine also. 

Mr. West. They happen to be good friends of mine too, and they 
are not the ones to know much about the home mortgage business. 
[should be delighted to debate that with any of them at any time. I 
know all of them in your country and mine. 

Senator Sparkman. I was author of the direct-lending program 
for small ae homes too, an area that was not being reached. 

Mr. West. I cannot answer one word about farm. mortgages. I 
am not in that et never have been. 
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Senator Sparkman. That is a direct-lending program. 

Mr. West. Yes, sir. 

Senator Sparkman. I authored the original act to provide college 
housing, the one in 1950 that you referred to. 

Mr. West. I am familiar with nearly all the things you have ever 
done about housing since you have been here, sir. I keep up with 
you. It is easier than it is for you to keep up with me. 

Senator Sparkman. I could not help but remark on the fact that 
you seemed to be pointing out particularly the programs that I had 
authored. 

Mr. West. That was the reason I pointed them out, sir. I am 
pointing them out to the right man. 

Senator Sparkman. I think you know this: That what we have 
striven to accomplish has been to get a housing program such as you 
described here. You say you want every family to have an opportun- 
ity to have a decent home. 

Mr. West. I have been working to that end ever since the day I 
went in business. 

Senator Sparkman. Yes, I know that. 

Mr. Wesr. And I have even traveled in your State at my own ex- 
pense, in your town 

Senator Sparkman. I know it. My hat is off to you. 

Mr. West. And I have been there more than once, free. 

Senator Sparkman. I was just going to say that you—when I say 
“vou” I mean the savings and loan associations—with some help from 
the FHA-V A programs have done 37 percent of the job. How would 
we take care of the other 63 percent ? 

Mr. West. The savings and loan man has no way on earth to can 
his money. He has got to put it out on home mortgages. He can- 
not keep it over the years. 

Senator Sparkman. I know it, and you do a fine job. 

Mr. West. Just as much of that money would have been in it with- 
out either one of those programs. It could not have been avoided. 

Senator Sparkman. Your money would have been in it, but you 
do 37 percent of the housing. What would have happened to the 
other 63 percent? 

Mr. West. A little bit higher than that right now. 

Senator Sparkman. Thirty-eight is the highest. A couple of 
years ago it was 38, and last year I understood it was 37. 

Mr. West. The chamber of commerce figures are probably a little 
high on all sorts of good figures, like Government. 

Senator Sparkman. I used to be president of a chamber of com- 
merce. 

Mr. West. The difference between the chamber’s figures and the 
Govetnment’s figures is that the chamber’s are higher and the Gov- 
ernment’s are 2 years late. 

Senator Sparkman. After all, it is supposed to reflect the thinking 
of the people, is it not? 

Mr. West. Both of them. 

Senator Sparkman. It takes a little time for people to think 
through and get up to their representatives. 

I certainly appreciate your testimony. 

Senator Douglas, any questions? 





t- 


m- 


the 


OV- 


HOUSING AMENDMENTS OF 1957 677 


Senator Dovetas. I was very much struck by the fact that Mr. West 
is head of a big savings and loan association in Atlanta. I have been 
interested in savings and loan institutions and their rights. As I un- 
derstand—this is not on the immediate subject of your testimony—in 
Georgia, savings and loan institutions are not permitted to have 
branches. Is that correct? 

Mr. West. Federal savings and loan associations are permitted to 
have branches, and that right is fixed by the Federal Home Loan Bank 
Board. 

Senator Dove.as. I agree, but not by statute. 

Mr. West. Sir? You mean not by Federal statute? 

Senator Doucias. No. Are you acquainted with the banking insti- 
tutions bill that passed last week ? 

Mr. West. Yes. 

Senator Dovctas. In that you are forbidden to have 

Mr. Wrst. A Federal. 

Senator Douctas. A Federal. Are you a Federal? 

Mr. West. Yes. 

Senator Doveias. You are a Federal ? 

Mr. West. Except that it is treated the same way as State banking 
Jaws. 

Senator Doveras. I understand, but the commercial banks in your 
State can have branches? 

Mr. Wesr. No, commercial banks in our State, and I think it in- 
volves national banks as well, can only have branches in their cities, 
as many as they want, but if they go beyond their city limits then they 
are bound to be approved by the State banking commission. 

Senator Dove.as. Is it not true that as a matter of practice com- 
mercial banks do have branches in Georgia ? 

Mr. West. Oh, yes, they acquire them in numerous ways, like many 
things are done. They buy one out somewhere else that is already 
going. : 

Senator Douetas. Exactly. 

Mr. West. Or they start one in a holding company and hold it. 

Senator Doveias. The commercial banks in Georgia are in the home 
loan business, are they not ? 

Mr. West. The commercial banks in Georgia never have known 
what a home loan was nor have done any business in it to amount to 
anything. 

Senator Doucias. They do some, do they not? 

Mr. West. In smaller towns, the smaller banks, of course, do all 
sorts of business. 

Senator Dovenas. Right. 

Mr. West. But in the main you will find those have been 1-year loans 
that have been extended from time to time. They are not what you 
or Senator Sparkman would call a reasonable home loan for a man 
to borrow against. As a matter of fact, State banks I believe are 
limited to a lending plan of a 1-year debt—-or were at one time—in 
Georgia. 

By the way, this question about branches, you know the bankers 
have not agreed on it yet. They are fighting among themselves about 
It. 

Senator Dovexas. It so happens that I take a position on this point 
very favorable to the Federal savings and loan associations, and since 
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you are keeping tabs on Senator Sparkman I hope you were keeping 
tabs on me. 

Mr. West. I have been keeping up with you, sir, a long time. 

I was president of the United States Savings & Loan League 20 years 
ago, which is in Chicago, in your State, and I went back and forth 
many, many times. 

Senator SPARKM AN. Senator Douglas was the one who got the 
bloody head from trying to do something for savings and loans in the 
Senate just last week. 

Mr. Wesr. I am indebted to both of you for the many things you 
did. 

Senator Dove.as. Here is the point, though it is not on this particu- 
lar bill. Georgia is one of the States where commercial banks have 
the right to have branches but where Federal savings and loan institu- 
tions do not and State savings and loan institutions do not. The com- 
mercial banks over the country generally are going more and more 
into the home loan business, and I have felt that a Federal statute 
should give to the Federal savings and loan institutions the same 
privileges which the commercial banks have. Yet the bill which came 
out from this committee and which was passed by the Senate denies 
that privilege. So Senator Sparkman and I worked for an amend- 
ment which would give to you those rights, and we were defeated by 
vote of 58 to 27. 

The bill now is in the hands of the House, and I hope that your dis- 
agreement with us on the matter of the present bill before us will not 
restrain you from supporting our cause over in the House. 

Mr. West. We are going to do our best to defeat it over there and 
to support your cause. 

Senator Dovenas. Well, fine. I am glad we found one common 
ground of unity between us. 

Mr. West. Thank you very much. 

Let me say this: That the Independent Bankers’ Association started 
primarily because of their complaint about banks having branches. 
In other words, bankers have not settled the branch question among 
themselves for bank branches. Personally, I do not think the savings 
and loan people have any common ground at all with bankers with 
reference to branches. I think our business is that much different 
from theirs even though the savings and loan business is a part of 
banking. 

Senator Dovetas. That is correct, and I tried to point that out in 
the Senate. You are a mutual, are you not? 

Mr. West. Yes, sir. 

Senator Doveias. And with a mutual those who deposit their 
money in branches are taken in on equi al terms with those who deposit 
it in the home office. Is that not true ? 

Mr. West. Any dollar in the Federal savings and loan association 
anywhere is the same kind of dollar everybody else has got. 

Senator Doveras. So you diffuse ownership as you put out branches, 
whereas the ordinary bank will concentrate ownership and control 
by the more branches it has. 

Mr. West. That is true of course on account of the basic concept. 

Senator Doveras. Since we are trying to help the country and 
help the Federal savings and loan institutions and you join with us 
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in this, we hope you will soften your attitude in our efforts to help 
lower income groups get housing. ; 

You see housing is not merely a business enterprise. It is also a 
place where kids grow up, and it is really the basis of family life and 
of community life. Even if you take care of two-thirds of the Nation, 
you have still a lower one-third. 

Mr. West. Do you not think, Senator, that self-reliance in the kids 
that grow up without Feder al Government support and aid of any 
kind is going to make great men whereas now we are apparently going 
to take them from the cradle to the grave and they are going to have 
to have two crutches, with the Feder al Government supplying both of 
them, through to 105 years old. 

Here is an analysis of 283 loans made by my association in the last 
6 months as to the selling price and as to the occupations of the people. 
And my savings and loans are not any different from all the rest 
of them you know about. You will find out in there that they are 
taking care of the people that I think you have in mind. 

Of course, public housing does not take care of people who cannot 
pay rent. 

Senator Doueias. We will go on for some time 

Mr. West. We certainly could, and I am indebted to you again. 

Senator Doveias. Thank you. 

Senator Sparkman. Thank you, Mr. West. We are always glad 
to see you. 

Mayor August F. Walz, mayor of Wilmington, Del. 

Mayor Walz, we are glad to have you with us. We have a fellow 
citizen of your State a member of this committee. He particularly 
wanted to be here this morning, but there is a tax bill up on the floor 
of the Senate and he felt he would not be able to be here. He wanted 
me to express his regrets. 
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Mayor Watz. I was speaking with Senator Frear yesterday. 

I am August F. Walz, mayor of the City of Wilmington, Del. 
I would like to express my appreciation for the opportunity of appear- 
ing before this committee to testify about the problems which we 
meet locally in our efforts to attain the goals set forth by the national 
housing policy. Our problems fall mainly into three areas which I 
consider so critical as to demand immediate attention if any measure 
of success is to be gained from urban renewal efforts. 

First, housing production. The aim of the National Housing Act 
of 1949 dedicated to the goal of a decent home and a suitable living 
environment for every American family is both challenging and in- 
spiring. The growth of the concept culminating in the Housing Act 
of 1954 can only be hailed as a logical and commendable outgrowth 
of studies which highloghted the interrelation of all munic ipal physi- 
cal growth and developme nt. 

However, as we put into effect the tec hniques of code enforcement, 
conservation and rehabilitation, as we plan and construct our public 
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works and improvements, and most particularly, as we proceed with 
plans and implementation of our multi-million dollar city freeways, 
we are faced with the displacement of an ever-increasing number of 
people. 

The key to success in the first concept which emphasized clearance 
and redevelopment, : and in the broader urban renewal concept of today, 
lies in the ability to stimulate the production of housing by private 
enterprise geared to the economic needs of families to be displaced 
without sacrifice of sound standards of design, construction, livability, 
and size. 

We now stand face to face with the disheartening knowledge that, 
though many tools and techniques have been devised in the inter. 
vening years, we see little or no progress made toward an increased 
supply of housing suitable to the needs of displaced families. 

Through coordinated planning of additional public housing units 
with our slum clearance project we expect to house all those eligible 
which will number approximately one-third of the residents of the 
project area. Despite an aggregate of $21 billion devoted to housing 
aids last year, the f families ineligible for public housing continue to 
face almost insurmountable difficulties. These families for the most 
part have yearly incomes ranging from $3,000 to $5,000 and include 
minority group families of all sizes, white families of five- plus mem- 
bers, and elderly persons with fixed incomes. 

As we evaluate the tools available to us, we find section 221 mortgage 
insurance with a $9,000 limitation patently unrealistic for a high-cost 
area such as ours. Builders relate their lack of activity to the ‘cost of 
construction, the cost of land development, and restrictive require- 
ments of FHA. 

Senator Doveras. By “restrictive requirements,” do you mean 
building plans? 

Mayor Watz. Building plans, among others. 

Senator Doveras. I thought that one of the good features of FHA 

was the fact that it did hold construction to certain minimum stand- 
ards of durability and safety and was some barrier against jerry-built 
homes. 

Mayor Watz. That is true, except that under section 221 the restric- 
tion of $9,000—with a possibility of increasing it an additional thou- 
sand—is unrealistic in a high-priced area such as the one we are con- 
sidering. 

Senator Dovetas. I do not object to that, but I wondered about 
your last clause at the bottom of page 2, “restrictive requirements of 
FHA,” just what it was that 

May or Watz. That is the excuse that we invariably get from the 
builders as to their lack of interest in building this type of housing 
under section 221. Their contention is they cannot build housing in 
this category under the restrictive requirements of FHA. 

Senator Doveras. I mean, if you throw the gates wide open on 
standards of building construction, do you not pave the way for jerry- 
built homes, which in the end will be a bad investment ? 

Mayor Watz. Not necessarily, if building codes are modern and ap- 
propriate and properly enforced. 

Senator Dovetas. How many cities have modern building codes? 

Mayor Watz. We do in our city, fortunately. 
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Senator Sparkman. Mayor, before you proceed, I notice your ref- 
erence to the $9,000 limitation. It is $10,000 now, is it not, in high- 
cost areas ? 

Mayor Waxz. It is permissible to increase it an additional thousand. 
The basic figure is $9,000, but it may be increased an additional thou- 
sand. 

Senator Sparkman. What would you suggest as a figure there? 

Mayor Watz. I would feel that somewhere in the area of $12,000 to 
$14,000 would be a more realistic figure. 

Senator SparkMAN. From $12,000 to $14,000? 

Mayor Waiz. That may vary in various parts of the country, but 
in our particular high-construction-cost area, in an area that is the 
fifth fastest growing in the country and, as I understand, the third east 
of the Mississippi, with most of the construction, the bulk of the con- 
struction, in the $17,000 to $25,000 class, it is very difficult to get con- 
tractors to build down in the lower brackets for the low-income or 
middle-income family, what would be in the $14,000 home-construction 
bracket. So that the $9,000 to $10,000 figure now appearing in section 
221 is not spproptiate to existing conditions in our cities. 

Senator Sparkman. Of course, you realize when you get away 
from, say, around $12,000 you are getting pretty close to being out 
of range for these very people you want to build for. A person with 
a $5,000 income could afford a $12,500 house. 

Mayor Watz. Of course, you have the FHA limitation on rental 
which I assume, would be the appropriate figure applied—plus prin- 
cipal, of course—to amortization, which is 18 per cent. 

Senator Sparkman. The rental and the amortization are pretty 
close to the same. Just as a rule of thumb we say that the cost of a 
unit should not exceed 214 times the income of the purchaser or of the 
renter. 

Mayor Wa1z. My recollection was there was a specific provision 
that set out the 18 to 20 percent as a requirement. 

Senator Sparkman. Twenty percent. It works the same way. 

Mayor Wauz. The same way; yes. 

Senator Sparkman. The same thing. 

Mayor Watz. In that connection, I think, our failure to activate 
housing construction within the rental and sale prices needed by resi- 
dents of blighted areas can be attributed to the lack of knowledge of 
all the dynamic factors involved. We need a factfinding program 
on a national scale, but in sufficient detail to clarify the socioeconomic 
factors affecting these families and the urban centers in which they 
live. 

May I add, parenthetically, that what I am referring to there is a 
current study not only applied to the facts that one normally finds in 
the census reports but current, up-to-date facts with respect to income 
brackets, employment, and the other, as I referred to here, “dynamic 
factors” which a family must face in supplying the needs of housing 
for themselves. The Federal agencies must look at these factors in 
the same light. 

I submit that if the urban-renewal programs are to attain goals set 
forth in the national housing policy and not just sweep families from 
one blighted area to another, and if we are to afford private enterprise 
maximum opportunity to serve this segment of our population, there 
must be an immediate and intensive effort made now to bring to light 
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that in formation which can provide a frame of reference for tooling 
more realistic financial aids. 

The second point to which I have reference is the Federal-local rela. 
tions. We have seen an increasing domination by the Federal agency, 
which results in a consistent reduction of local determination. This 
was not the intent of Congress, and not only spells danger to our estab- 
lished right of determination but also hampers progress to the point 
that we creep forward at a snail’s pace. 

Our efforts to achieve the twofold purpose of elimination and pre- 
vention of blight is already fraught with difficulty, so that the speed 
with which we can proceed in no way matches the speed of deteriora. 
tion. The ever-increasing demands on the part of the Federal agency 
and the directives and counterdirectives have made our survey and 
planning stage far more lengthy and costly than necessary. 

I do not wish to challenge the need for revision or the evolvement 
of new techniques as this complex and vital program is broadened, 
but I do sincerely believe that there must be far better judgment used 
in each individual case, so that plans for any given project are not 
forever being reviewed, rereviewed and, again, stringently reviewed, 
against a backdrop of ever-changing views for procedure. 

Further, I believe that the Federal agency has no right to dictate 
the size, scope, and cost of a project. Such decisions must be left 
to the judgment of local officials and will, at any rate, be limited by the 
financial means of the locality and, in all probability, will be far below 
a theoretically perfect goal. 

Though an effort was made to analyze Federal-local relations for 
the purpose of reducing the frustrating and costly bureaucratic en- 
tanglements, little relief has been felt. We feel that much more can 
be done to improve specific areas in this relationship, but such im- 
provement will be predicated upon a continued clarification and repe- 
tition of the intent of Congress to have both decisions concerning 
urban development emanate from local officials, geared to local pattern 
and needs, and brought to fruition without restrictive controls or 
unwarranted amendments. 

Senator Sparkman. Mayor, we just had testimony from Mr. West 
advocating, as I understood it, abolition of the urban-renewal pro- 
gram. Do you agree with that? 

Mayor Watz. Sir, may I put it this way: Whatever one’s concept 
or theory of government may be, the inescapable fact is that since 
1949, at the instance and encouragement of the Federal Government, 
the municipalities have been encouraged to proceed on a blight- and 
slum-clearance program. Much effort and much money have been 
devoted to that effort. 

Senator Dovetas. You do not have to do it. I mean it is optional 
with you to do this. There is no compulsion from the Federal Gov- 
ernment. 

Mayor Warz. No, there is no compulsion. But it would seem to 
me there would be a tremendous waste of money, Federal and local, 
if at this point the entire program were scrapped. 

Senator Doveras. Then you are opposed to scrapping the program! 

Mayor Warz. At this point T am, yes. 

Senator Dovatas. This is interesting testimony. What about the 
argument that Mr. West advanced that the cities should take care of 
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this themselves; that they have bonding capacity, tax resources, and 
so forth, and that cities should care for this? 

Mayor Watuz. My observation in most cities, and it does not pertain 
only to my own city, is that meeting their local municipal needs, the 
municipal services that are required to be furnished, particularly in 
this ever-growing metropolitan area which now extends from Boston 
to Richmond, takes the entire credit of practically every city on the 
coastal plain. So that the broadening of these programs to take in 
the responsibilities for housing and for displaced persons, displaced 
by virtue of the Federal road program, cannot be met alone by local 
fmancing. 

Of course, municipalities are assuming one-third of the financing 
in this slum-clearance program, but no provision has been made—and 
I cover this later in my next point—no provision has been made by the 
Federal Government to take care of persons displaced by virtue of 
this multi-billion-dollar Federal highway system. Someone is going 
to have to take care of the many, many families that are going to have 
to find homes elsewhere. : 

Senator Doueias. How is your bonding capacity? Have you 
bonded up to the limit in Wilmington ? 

Mayor Watz. No, sir; we have not. We have outstanding approxi- 
mately $29 million in general obligation bonds of our city. 

' Senator SparKMAN. Excuse me just a minute. I will ask to be 
excused to answer the quorum call. Senator Frear has already 
answered the quorum call and can stay. 

Senator Doveras. I will have to ask to be excused, too, but I will 
come back if I may. 

Senator Frear. I think you are in safe hands now. 

Mayor Warz. I feel that way. I assumed I was up till now. 

Senator Frear. I am sure you were, too. 

Mayor Watz. May I proceed, Senator ? 

Senator Frear. You may. Would you rather be seated, Mayor? 

Mayor Watzz. I prefer to stand, if I may. 

Senator Frear. All right. 

Mayor Wauz. The third area causing grave concern to communities 
all over the country is the reduction of the requested capital grant 
authority from the amount proposed in the President’s budget. Two 
hundred and fifty million dollars for each of the next 2 fiscal years 
with an additional $100 million to be released at the discretion of the 
President is looked upon by housing and city officials as a minimum 
to meet the needs for adequate future planning. 

The language of the Housing Act of 1954 showed the recognition 
of Congress that shortsighted piecemeal planning was both inadequate 
and ineffectual, and the broadened concept was predicated on the 
belief that long-range, well-integrated planning is necessary. 

Perry Cookingham, one of the country’s outstanding city managers, 
voiced the need for urban renewal planning in conjunction with the 
highway program in an article appearing in the February issue of 
Street Engineering, as follows: 

Because proposed routes are bound to major impact on the entire community and 
the way its people live, an urban renewal program can serve to speed construc- 
tion of highways in and around cities under the accelerated highway program. 
Progressive cities, confronted by problems stemming from the building and the 
proposed building of multilane, grade-separated, limited-access routes in their 
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vicinities, are recognizing the essentiality of tying their urban renewal efforts 
to the unprecedented national highway program. It becomes increasingly evident 
that the more advanced the urban renewal program, the fewer and shorter wil] 
be the delays that occur while officials and civic-minded citizens give sober 
thought to the overall effect proposed routes will have on the city as a whole, 

If we look no further than the need for coordination with highway 
planning we see the gross negligence which will result if one pro- 
gram is subsidized to proceed with tremendous speed and the other 
is hampered through lack of funds from assuming a role which could 
facilitate the alinement of highways, reduce delay in construction, 
and reduce hardship to people involved whose properties lie in the 
path of the freeways. 

The proposed reduction of capital grant authority at this time is 
dangerously unrealistic when compared with the need for action and 
acceleration in programing now being evidenced by cities. 

Senator Frear. May I ask a question at this point? 

Mayor Watz. Please do. 

Senator Frear. First, I am sorry I was not here for the beginning 
of your testimony, but I am sure you understand why. 

The Senator from Illinois was questioning you when I entered, and 
you, at that time, I believe, brought out the point of the displacement 
that has been caused or will be caused by this Interstate Highway 
System. 

Mayor Watz. That is right. 

Senator Frear. To what extent will that affect the city of Wilming- 
ton and its surroundings; may I ask? 

Mayor Watz. As I understand, the contemplated route or proposed 
route through our city goes through a section of our city which one 
might say falls within the middle category of housing, in the $14,000 
to $16,000 bracket. It does not go—— 

Senator Frear. Is that Union Park Gardens? ‘ 

Mayor Watz. That is correct. It involves approximately 90 such 
homes. It involves a total of 140 homes, some of which fall in a lower 
category and some in a higher category. 

Senator Frear. Yes. 

Mayor Watz. Altogether, about two-hundred-odd properties. 

Outside of our city limits, north of our city, I understand it will in- 
volve only 10 properties, and they are all in probably a high-price 
bracket. 

Senator Frear. Yes. That is sort of an estate area in that part of 
Wilmington ? 

Mayor Wazz. Yes. 

Senator Frear. I am interested, however, in the families that may 
be displaced in the city. Of course, I am a bit familiar—not as much 
as you are, but a bit familiar—with the area up there, and the Union 
Park Gardens park or development is an area in itself. Those peo- 
ple, as I view the thing, are people who have to live within a prescribed 
income. In other words 

Mayor Watz. May I describe it this way to you, if I may, Senator: 
We have in this group a large number of people where the bread- 
winner is retired. The home is paid for. 

Senator Frear. Right. 

Mayor Watzz. There is a fixed income which is sufficient to keep 
body and soul together, living quietly. 
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Senator Fruar. Yes. 

Mayor Watz. We have quite a large number of widows who, the 
home having been paid for and they having some return by way of 
pension or social security, are able to continue livi ing there. 

However, if their homes are taken, they then are faced with the neces- 
sity—and this applies, of course, to what we refer to as the popular 
A project for the city’s slum clearance and urban renewal program— 
of taking the money they get from that property and attempting to 
buy comparable housing, which is not available in the same price 
bracket. They do not have sufficient income to finance the additional 
payments that they will be required due to that price differential. 

Senator Frear. That is an extremely interesting point. As you 
have said, of course, these homes were built when the cost of construc- 
tion was not as great as it is today. 

Mayor Watz. That is right. 

Senator Frear. Those people with fixed incomes, how are they 
going to pay the difference if they are required to move from their 
present homes into homes that are going to cost them more money # 
As you said, not only the downpayment but the other payments 
are going to be higher than their present budget will accommodate. 

Mayor Watz. That is the reason I pointed out, before you came 
in, Senator, the restrictive requirements of section 221 which restrict 
the mortgage to a maximum of $10,000. It is not tailored to meet this 
situation. 

The same thing is true down in the blighted area that the city has 
set up as their renewal project to a little different degree, where 22 
percent of the housing is owner occupied. The other percentage is all 
rental property. As a matter of fact, and this sounds rather strange, 
properties in that neighborhood of less state of preservation will run 
into a higher price bracket due to their income- producing potential. 

Obviously, of course, we are not too much concerned about that 
prospect as we are about homeowners. The homeowner who must give 
up his home and then face the necessity of financing equal accommo- 
dations in a higher-price bracket is entitled to some consideration. 

As I pointed out to Senator Douglas, the Federal Highway Act 
makes no provision for taking care of displaced persons whose homes 
are taken by virtue of this program, so that the impact of that is going 
to fall on our housing authorities. It is going to increase the volume 
of housing that is going to be required « over and beyond what was 

origin ally” anticipated. 

Senator Frear. In addition to the normal problems of heavy flow 
of new population into Delaware, you are also having to recruit homes 
or get homes for these people that might be displaced by the Interstate 
Highway System ? 

Mayor Wauz. That is true. 

Senator Frear. Which complicates the problem as far as Wilming- 
ton is concerned and I have no doubt complicates the problem of other 
municipalities. 

Mayor Watz. That is true. We had originally anticipated addi- 
tional rental housing in the next 2 years to ‘the extent of 1,600 units 
would be required. It is not available, and there is no place it can be 
found presently. With this Federal highway program, that will be in- 
creased to anywhere from 2,000 to 2,500, all depending on the route 
and other factors that are related to it. 





686 HOUSING AMENDMENTS OF 1957 


Senator Frear. I know or I suspect, Mayor, you and your committee 
up there have had the opportunity of talking with the Highway Com- 
mission. It is the Highway Commission that prescribes the route} 

Mayor Wauz. The Highway Commission. That is right. 

Senator Frear. Have they : attempted in any manner to see if it was 
feasible or not to go through what are the so-called blighted areas or 
substandard home areas in lieu of the homes that are presently well- 
suited for occupancy ? 

Mayor Watz. May I answer that in this way: Iam advised that the 
route selected out of several th: at were contemplated requires the dis- 
location of fewer homes—that is, the tearing down of fewer homes— 
than the other routes. 

Additionally, a route through our blighted area would not serve the 
needs of an express or throughway because of the slum areas that are 
located in that part of the city through which it would not be, from 
an engineering point of view, logic ‘al or feasible to locate such a route, 

Senator Fre. aR. As you know, I am not an engineer. Neither am I 
an expert on the placement of interstate highw ays. My knowledge 
of Wilmington and surroundings is also limited. But the blighted 
area or the popular A area is the east side of Market Street, and I 
have heard others mention a proposed route up the west side of the 
river but near the river. It may displace many homes. But in the end 
would it not be more economical to have a highway which would 
reduce the blighted area to some extent for rehousing development 
somewhere else? 

I also admit that we cannot base this entirely on the economics of 
the highway system or of the Wilmington Housing Authority, be- 
cause there are other purposes for the intersts ite highway other than 
to take care of blighted areas where that is yossible. However, where 
it is possible, if you can do both of those things with the single objec- 
tive, it would seem desirable. 

Mayor Watz. As I understand the engineering studies, the route 
to which you refer is the one along the eastern ‘edge of the city of 
Wilmington along the bank of the Delaware River. 

Senator Frear. Yes. 

Mayor Watz. I am told by the engineers that that route would 
serve as a bypass route for through-commercial traffic. It would have 
only a limited use or serve a limited purpose as far as traffic in the city 
is concerned. 

The study of desire lines, as they call them in these engineering 
studies, indicates that people taking that route would only take it 
because they wanted to go through or around the city and not to some 
destination within the city. That route would be outside of the 
blighted area. 

Senator Frear. Oh, would it? 

Mayor Watz. It would, yes. To bring it closer in, as I understand, 
is not considered by the engineers to be a sound location. 

Senator Frear. As I said, I do not profess to be an engineer so I will 
perhaps have to rely on the information that you have brought us on 
the theories and the thinking. 

Mayor Watz. I must rely on the engineers too because I am not an 
engineer either. 

Senator Frrar. As has been said, it is a very difficult problem either 
way. 
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Mayor Warz. There is one point I might clarify, and I believe, 
Senator Douglas, you had some reference to it. It was with respect 
to the Federal-local relations. ae : 

The only way I can point out what I have in mind in that connection 
is the fact that in our project area the original plan called for the 
rebuilding of certain streets located in the area, and the HHFA 
decided or recommended that the plan be reduced by $600,000 and 
that the existing streets be not rebuilt but merely resurfaced. 

The recommendation is predicated upon a lack of knowledge con- 
cerning the streets. The area under consideration is one that is nearly 
a hundred years old, and the streets have been down nearly that long. 
They are of cobblestone construction or of yellow brick. The sewer 
and water mains in the streets have been there for almost the same 
length of time. I would not be a bit surprised that some of them 
might still be of the old wooden log type of water main. I would not 
be a bit surprised if some of those turned up in the course of 
excavations. 

So that putting a new surface on would not meet that requirement, 
because in any construction in the area the streets of necessity would 
have to be opened to make new or additional connections to existing 
sewer and water mains. The net result would be that we would prob- 
ably have no streets in the area on which we would be spending ap- 
proximately $2 million to rebuild, and we would need up with probably 
a worse slum than the one we started with. 

Senator Doveras. It has been your feeling, then, that, Mayor Walz, 
the Housing and Home Finance Agency has not been fully under- 


standing about the problems which you face in urban renewal and 
slum clearance in Wilmington ? 

Mayor Watz. That is correct; yes. 

Senator Doveias. That has been the general complaint over the 
country, I think. I have expressed myself publicly in the presence 
of the Housing and Home Finance Agency pee so, therefore, I do 


not think it is improper for me to state in their absence that I think 
this program has been given halfhearted service by the present 
administration of the Housing and Home Finance Agency. That they 
have not really believed in it and have not really put themselves out to 
carry it through. I think this has created some of the difficulties 
which the cities have experienced. 

Mayor Watz. I suppose that one might say that the cooperation 
that the cities have been getting has been less than sympathetic and 
enthusiastic. 

Senator Doveias. You can say that, can you? 

Mayor Watrz. I have felt a frustration for the last 4 years in con- 
nection with this program because each time we felt that we had met 
each and every requirement there has been a new set of regulations or 
arevision that would come out. I suppose the only way I could express 
it was there was always that additional bridge that must be crossed 
before we were ready to sign the contract. 

Senator Doveias. We have had the same feeling of frustration 
here; those of us who are very anxious that this program should go on 
seem to get no sympathetic response from the Housing and Home 
Finance Agency, so that we feel frustrated too. I wondered whether 
this was myopia on our part or whether 
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Mayor Wauz. No; I have noticed, and in my consultations with 
mayors in other parts of the country they have indicated they haye 
had similar experiences. 

Are there any further questions, gentlemen? That is all I have, 

Senator Frear. You have not finished, have you? 

Mayor Waxz. I meant to mention the capital grant requirements, 
May I take a minute? 

Senator Doveras. Oh, yes, sir. 

Mayor Wauz. The only further remark that I might make is in con- 
nection with the capital grant planning at the present time. It seems 
that, as I understand, there is a capital grant that the housing as- 
sociation has come up with as a minimum requirement in their 
studies of this problem. It has led them to conclude that it would 
require $500 million for each of the next 2 years. I have not had 
available to me the basis that they use to arrive at those figures. I 
do know that currently within the first 6 months of this fiscal year 
practically all of the capital grant funds allocated were absorbed b 
the plans that were submitted for approval and for allocation of 
capital grant funds, and that applications currently have been at a 
standstill, and no further applications will be received, I am advised, 
So that where we go from here is rather difficult to determine. 

But, in concluding, may I point out again that the capital grant 
aspects of the problem are going to be more important in the ‘light 
of what we have discussed here in connection with the Federal high- 
way program and that a realistic evaluation of the needs must “be 
made in the light of that program if we are to meet the impact of 
the ever-growing vehicular traffic that adds to the blight, one might 
say, in our municipal areas. 

Do the members have any further questions ? 

Senator Frear. Any further questions, Senator Douglas? 

Senator Dovetas. No. 

Senator Frear. May I on behalf of the chairman express his gra- 
titude and that of the subcommittee to you and to Mrs. Weaver and 
to Mr. Finch and to Judge Herlihy who are with you today for the 
unlimited time that you have given and your generous cooperation. 

We thank you very much. You made a splendid presentation, and 
we are sure it will add to the testimony that has been given here. 

My attention has just been called to the fact that your entire state- 
ment will be made a matter of record, Mayor Walz. 

Mayor Watz. Thank you for your kind remarks. 

Senator Frear. Thank you for appearing. 

Mayor Watz. I am only too happy to be of service to the com- 
mittee at any time. 

Senator Frear. I have always found you very generous in your 
time when it relates to the humanitarian welfare of the city of Wilm- 
ington and also to the county in which the city is located. 

Mayor Watz. Thank you very much, sir. 

(The balance of Mayor Walz’ prepared statement follows:) 

A release from the Housing and Home Finance Agency, on February 8, shows 
that the large flow of applications is greatly exceeding estimates for the fiscal 
year. Of the presently available $900 million authorization, over $852 million 


is already committed or reserved. In addition to the 75 applications for plan- 
ning advances already approved during the first half of this fiscal year, 50 
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submissions are pending. It is to be expected that the last half of the fiscal 
year would normally show an equal or greater submission of applications. 

However, in the light of the financial picture, local public agencies have been 
advised by the Federal Agency that priorities have been established for process- 
ing applications for loan and grant contracts, and stringent review will be made 
to offset increases necessitated by rising costs and the addition of relocation 
grants. The language of the new directives leads to an interpretation of increas- 
jing pressure to force a reduction of size and cost of such projects. At the same 
time, there will be a moratorium called on processing new applications for survey 
and planning except for disaster areas. 


I would like to add here, parenthetically, that all the language now included 
jn advice from the Federal Agency relating to the proposed methods of process- 
ing applications in the light of the tight financial situation is further evidence 
of Federal intervention and dictation of type, scope, cost, and size of projects. 

I cannot make my plea too strong for the necessity of keeping capital grant 
authority up to the original proposal of the Administration to allow planning 
to accelerate to the speed that must be attained by cities if there is to be real- 
istic hope of making some headway against the wave of blight. 

There is now added the need to recognize the awesome impact of highway 
puilding on urban life and every effort must be made to insure that theSe two 
federally aided programs are not stumbling blocks for one another but, rather, 
join forces to solve the complex of urban problems. 

Senator Frear. These hearings will recess and reconvene in Room 
P-38 in the Capitol Building, the reason being, of course, that the 
Senate is in session and live quorums are being called frequently. 
P-38 is in the District of Columbia Committee room right next to 
the reception room in the Capitol. We will resume in approximately 
10 minutes. 

(Whereupon, at 11:10 a. m., the subcommittee recessed, and recon- 
vened in room P-38, Capitol Building.) 

Senator Doveras. The chairman has very graciously conferred 
upon me the honor of acting as chairman when we have witnesses from 
Illinois. We are very pleased to have with us at this time the mayor 
of Decatur and a number of very fine citizens from that city who have 
come to testify about the bill, S. 1479, which I have introduced con- 
cerned with the Jasper Homes project of that city. 

It gives me a great deal of pleasure to introduce the Honorable 
Clarence A. Sablotny, mayor of Decatur. 

Senator Sparkman. Before the mayor starts, I would like to make 
astatement. I am under solemn pledge to have this room cleared by 
2 OU 

Senator Doveias. The chairman will try to curtail his natural 
loquaciousness, then, and not ask too many questions of the witness. 


STATEMENT OF CLARENCE A. SABLOTNY, MAYOR; ACCOMPANIED 
BY DON F. DAVIS, DIRECTOR, DECATUR HOUSING AUTHORITY; 
HENRY H. BOLZ, SECRETARY, ASSOCIATION OF COMMERCE; AND 


ROGER P. POGUE, CHAIRMAN, URBAN RENEWAL COMMITTEE, 
DECATUR, ILL. 


Mayor SanLotny. Senator Douglas, Senator Sparkman, this state- 
ment is in reference to legislation concerning what is known as the 
Jasper Homes project in the city of Decatur, Macon County, Il. 

This project was a war housing project. The city of Decatur was 
the center of extensive war production during the late war. The 
Caterpillar Tractor Co, of Peoria operated what was known as the 
victory plant northeast of Decatur; the Sangamon ordnance plant 
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operated 2 large ammunition plants at Illiopolis, about 15 miles west 
of Decatur; and the Houdaille-Hershe *y Corp., under the Manhattan 
District, operated a branch for the manufacture of certain parts, the 
nature of which is unknown, in reference to the atomic bomb. Jy 
addition, all local heavy industries were exclusively in war production, 
As a natural result, housing became extremely critical. 

In the early part of 1944, “the War Production Board and the War 
Manpower Commission met with the city council and the housing 
committee for a survey and determination of needed dwelling units 
for war workers. A tract of land comprising approximately 28 acres 
in the north part of the city was leased from the Mueller Improvement 
Co. by the Federal Government. On this tract of land was erected 
what is now known as North Jasper homes project. 

In the latter part of 1944 and the early part of 1945, 120 housing 
units were placed upon this tract. None of these units were or iginally 
constructed upon the tract, but all of them were transported in from 
other areas. Part of the units came from Rosiclair, I1l., and the major 
part were transported from Newport News, Va. 

Senator Doveras. They had been used for housing, Mayor, in these 
other places? 

Mayor Sasrotny. They had been used for housing elsewhere. 

Senator Doueias. So what you got were used port: fables. 

Mayor Sastotny. That is right. 

In order to be able to transport many of the units by truck, it was 
necessary that the units as originally constructed be sawed into parts 
and transported into Decatur “where they were reassembled upon the 
above described land. 

There was no idea in anybody’s mind at the time but that all of 
those units were temporary housing. It was never in anybody’s mind 
that the same would ever become or be classified as permanent housing. 

Inasmuch as they were temporary housing units, none of the build- 
ing codes of the city in reference to construction of homes were in 
any respect complied with. The plumbing did not comply with the 
city’s plumbing code; the wiring did not comply with the city’s 
electrical code, and the buildings as put up did not comply with the 
city’s building code. The homes, as soon as constructed, were in their 
entirety, occupied by warworkers. 

Following the war, by reason of returning veterans and their fami- 
hes, the housing conditions in Decatur still remained extremely criti- 
eal. As the warworkers moved out, the vacant units were leased to 
returning veterans. 

In 1950 representatives of the Federal Public Housing Authority 
from Chicago, Ill, met with the city council and informed the council 
that under the provisions of what is known as the Lanham Act, it 
was .necessary that they remove the housing unless the same was 
declared permanent. The council of the city of Decatur was in a 
quandary as to what action to take. New industries were moving into 
Decatur and present industries were expanding their facilities. The 
demand for labor was great. The construction of homes was not yet 
well under way by reason of the extreme shortage of materials for 
home construction. To permit the removal and demolition of the hous- 
ing units would throw 120 additional families onto the community 
with nowhere to live. The council finally adopted a resolution con- 
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senting that these units be classified as permanent housing units by 
the Housing Authority, which was done. 

In late 1955 and early 1956, the Federal Housing Authority in- 
formed the city that under the law it was their duty and obligation 
to dispose of all permanent housing units. Inasmuch as Jasper 
Homes had been declared a permanent housing unit, it was their duty 
under the law to dispose of the same. 

While it is true that these units were declared to be permanent 
housing, as a matter of actual physical construction they were never 
permanent housing. They were never constructed as permanent 
homes. ‘They were never intended to be permanent housing units. 
The Council of the City of Decatur, the members of the Decatur Hous- 
ing Authority, interested groups in the Decatur Association of Com- 
merce and the State of Illinois Housing Authority feel that it would 
be the creation of a future undesirable housing area to permit their 
sale into private ownership. All of these groups feel that the logical 
way that the matter should be handled would be to permit the sale to 
the city of Decatur or the Decatur Housing Authority as temporary 
housing only, having in mind the eventual elimination and clearing of 
this tract of ground of all of such temporary housing units. 

The city of Decatur is now in the process of making an application 
for slum clearance and redevelopment activities in the city. All 
groups interested in this work feel that it would be a very grave mis- 
take to permit an area to become permanent which immediately would 
require redevelopment. By the sale of these properties into private 
ownership, one branch of public housing would be creating what 
another branch of public housing would be spending money to elimi- 
nate. 

The public housing authorities are helpless in the matter as they 
must comply with the laws as passed by Congress for their activities, 
obligations, and duties. Because of the unfortunate situation which 
has developed in reference to these homes, we in Decatur are asking 
for the passage of the law under question in this hearing, permitting 
the housing authorities to sell this property to the city of Decatur or, 
preferably, the Decatur Housing Authority, as temporary housing 
ata price which would be considered the fair, cash market value of the 
land on which the houses are situated. Incidentally, the Federal 
Housing Authority subsequently purchased the leased land and the 
housing authority now holds title to the same. 

If this law is passed by Congress, we hope to acquire title to the real 
estate and agree that within a reasonable time all housing units will 
be demolished and removed from the ground. We feel sure that this 
will be to the best interest of good housing in Decatur. 

I want to thank this group for the opportunity permitting me to 
appear before you and trust that Congress will see fit to adopt this 
legislation. 

Mr. Don F. Davis, executive director of the Decatur Housing Au- 
thority, is more familiar with the details of this matter than I, and I 
am quite sure he can give you a more detailed history of the whole 
situation. 

If you gentlemen would like to hear from Mr. Davis—he has been 
connected with the city—for how many years, Mr. Davis? 
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Mr. Davis. With the city about 14 years; with the authority about 
a year and a half. 

‘Mayor Sapstorny. So that takes him back to 1944 and 1945. He 

was the city clerk at the time these houses were built, and he was the 
city commissioner at the time the housing was declared permanent 
housing. 

Mr. Davts. I was clerk at that time. 

Mayor Sas.orny. He was still clerk. And he is now with the 
Decatur Housing Authority. 

Senator Dovetas. Mayor, as I understand it, this bill which I 
introduced at your request, and which I supported, does two things, 
It declares the housing to be temporary instead of permanent; second, 
it gives to you the right to purchase the housing at a price which will 
not exceed the fair market value of the land. 

Mayor Sasiotny. That isright, Senator. 

Senator Doveras. Am I cor rrect also in understanding that it does 
not include payment for the buildings themselves, nor for the im- 
provements ? 

Mayor Sastotny. That is right. 

Senator Doveras. I wanted to make that clear. Do you have any 
estimate as to what the value of the buildings would be, or the value 
of the improvements? 

Mayor Sanrorny. On the land and improvements, the appraiser, 
figuring it was income property, appraises it, I believe, at one-half 
million dollars. That is the buildings and the land. 

Senator Dovetas. Do you know if the values have been separated 
as between the land on the one hand and the buildings on the other? 

Mayor Sasiorny. That, Senator, I cannot say. 

Senator Doveras. I see. I have no further questions. 

Senator SparKMAN. I thought we might hear from Mr. Davis, 
Or maybe he could just come up and we could ask them questions 
together—unless he has a statement to make. 

Senator Doveias. Will you come forward, Mr. Davis, and Mayor, 
you still sit at the table. 

Senator Sparkman. I would like to ask the two of them together, 
to see if I get this correctly from the mayor’s statement. It is true 
that the city council agreed to a resolution back in 1950, passed a 
resolution, agreeing to classify this as permanent. But it is your 
contention that it was a type of structure that never should have been 
classified as permanent. 

Mayor Sasiorny. That is right. 

Senator SparkKMAN. What type structure is it? 

Mayor SaB LoTNY. It is wood construction. 

Senator Sparkman, I understand further that you are objecting 
to PHA selling it for fear it would develop into a slum area. You 
feel that it is not housing that will withstand the rigors of time; is that 
right ? 

Mayor Sazstorny. That is the way we feel about it. 

Senator SparKMAN. Is that right, Mr. Davis? 

Mr. Davis. Yes, sir. 

Senator SparKMAN. And therefore your eagerness to buy is to make 
certain that the houses are demolished. 

Mayor Sasiorny. Yes, sir. 

Senator SparKMAN. How soon? 
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Mayor Sastorny. We hope not less than 5 years nor more than 
10 years. 

Senator Doveas. That is, you do not intend to demolish them 
immediately. 

Mayor Sastorny. No, because most of the units are presently oc- 
cupied, and the Decatur Housing Authority has leased this project 
from the Federal Government, and they handle rentals. I believe 
Mr. Davis can give you that. 

Senator Dovcias. Why don’t you gentlemen sit down and be at 
ease, please. 


Mr. Davis. I think I submitted one of these statements that I had 
prepared upon this project and its status about a year ago, and sub- 


mitted it here today, and I don’t know whether there is enough avail- 
able copies for the committee. If not, I have two here. This is the 


history of the project. 
Senator Dovetas. I would like to say we will have this printed in 
the record, and you can summarize it to the degree that you wish. 
(The material referred to follows:) 


HOUSING PROJECT* (LANHAM ACT) 


Status report combining PHA project Illinois No. 11218 and PHA project Illinois 


No. 11219 numbered PHA project Illinois No. 11233 known as North Jasper 
Homes, Decatur, Il. 


The aims and purposes of this report are threefold, namely : (1) to review brietty 
the introduction of emergency war housing to Decatur; (II) the proposed sale 
and/or disposition of the war housing project; and (III) a suggested plan and 
extent of operation after acquisition. It is the interests of the Decatur Housing 
Authority in the presentation of this report to not only familiarize the reader with 
its aims and purposes, but to obtain supporting response which is vital to its 
objectives. It is the sincere wish of the Decatur Housing Authority that all 
members of the city council, city-regional plan commission and those of the 
association of commerce temporary committee on land clearance and urban 
redevelopment, will feel free to make any constructive criticism as will aid its 
purpose. 

In the early part of the year 1944, representatives of the War Production 
Board and War Manpower Commission met with the city council and housing 
committee to make a survey and determination for needed dwelling units to 
house warworkers employed in the several large -war plants in and near Decatur. 
Later this same year and following an original allocation by the War Produc- 
tion Board of 150 mobile dwelling units, the Decatur Housing Authority entered 
into a contract with the Federal Public Housing Authority Commissioner, to 
assist in the acquisition of site(s) for development of such a project. The large 
tract of land, comprising approximately 28 acres, lying directly north of Elm- 
hurst addition, and bounded on the east by North Jasper Street and on the west 
by the Illinois Central Railroad, was determined best suited for the purpose, 
which tract of land was leased from the Mueller Improvement Co. by the Federal 
Government. Consideration was further given to the feasibility of utilizing 
scattered vacant lots in the vicinity of large war plants and 30 lots located in 
the Elmhurst addition, Chamber of Commerce and Power’s ninth addition were 
selected and lease agreements made between the Federal Government and lot 
owner(s). 

In August 1944, a supplemental contract was entered into for the development 
of 60 additional temporary war housing units. Later these sites were developed 
by FPHA with single family dwellings placed on the lots located in the several 
additions named. The structure placed on the large tract have multiple dwell- 
ing units. The name selected for the project was North Jasper Homes to be 
managed and operated by Federal Public Housing Authority and to be removed 
after World War II, 

Housing and Home Finance Agency, Public Housing Administration, leasor. Prepared 
by Decatur Housing Authority, leasee. 
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In September 1944, it was publicly announced that 150 temporary war housing 
units were to be dismantled at Burlington, Iowa, and brought to Decatur, How. 
ever, only 30 of the 150 units were received in Decatur, which were then placed 
upon the 30 scattered lots in the various additions adjacent to the large open 
(Mueller) tract. The remaining 120 units were never received from Burlington 
due to the increased housing demands there. 

Building characteristics 

Of the 30 units received 13 were 1-bedroom units and 17 were 2-bedroom units. 
Conventional frame type construction (considered demountable) : newly erected 
at Burlington, Iowa; reconstructed at Decatur and set upon concrete pillars, 
about 8 or 10 in number, with supporting concrete footing; pitched roof with 
asphalt shingles ; metal flues; wood shingle siding; wooden front and rear steps: 
substandard plumbing, later improved; inadequate wiring; coal and/or oil fired 
circulating heaters; liquid propane gas for cooking and water heating; sewer 
and water service connections; bath equipped with flush tank stools, lavatory, 
and steel cabinet shower stall. ” 

In October 1944, it was reported that 60 additional emergency housing units 
were to be transported to Decatur from Rosiclare, Ill. These two-story build- 
ings were of strictly conventional frame-type construction erected new at Rosi- 
clare to meet wartime housing needs there. The structures were sawed into 
sections, reinforced, and shipped to Decatur and reconstructed upon the north- 
west portion of the large tract of land. 


Building characteristics 

There were 10 two-story buildings containing 6 three-bedroom units each with 
kitchen, living room, and utility room on lower floor, bedrooms and bath up. 
Coal-fired, foreed-air heating system, electricity, water service, and sewer con- 
nections. Each unit has a self-containing coal bunker adjacent to the utility 
room; coal fired water heating system. Much difficulty was encountered in 
eutting these buildings into sections for shipping, and reconstructing them on new 
foundations, which has resulted in unusual maintenance and housekeeping 
problems. Roofs are of built-up, flat-type construction. Bath equipped with 
fiush-tank stool, lavatory, and steel shower cabinet stall. Reconstruction of 
the above-described 60 units, together with the 30 units located on scattered lots, 
brought the total to 90 units first to be completed from a total allocation of 210 
units. 

The remaining 120 units were to come later from Newport News, Va. (near 
Norfolk), where they had been built new to fill emergency war-housing needs. 
In December 1944, and the early part of 1945, these 120 units were dismantled 
and transported to Decatur, where they were reconstructed on the large tract 
of ground and made ready for occupancy. 


Building characteristics 

Forty-five one-story structures of semiconventional type frame construction 
(considered demountable) described as follows: 

Seven buildings contain 4 units—two 3-bedroom and two 2-bedroom. 

Eight buildings contain 4 units—four 2-bedroom. 

Nine buildings contain 2 units—two 1-bedroom. 

Ten buildings contain 2 units—two 2-bedroom. 

Eleven buildings contain 2 units—two 3-bedroom—1 story, frame, pitched 
room with asphalt shingles, supported by concrete pillars on footings, no 
perimeter foundation; wood floors; oil fired circulating hot-air system; 
liquid propane gas for cooking and water heating; metal flues; 2-circuit 
electrical wiring; sanitary sewerage and city water-service connections; 
flush-tank stools, lavatory, metal shower stall; wood steps front and rear. 

It is important to remember that all of the buildings were considered to be of 
temporary construction only, and that, after having met the emergency housing 
need, were to be removed, as provided in the original Lanham Act housing pro- 
gram. This was particularly borne out in early 1944, when Mayor Hedrick an- 
nounced publicly that “only temporary permits would be issued by the city to 
FPHA for making the necessary sewer and water connections due to the tempo- 
rary type of housing construction to meet the war emergency and * * * were to 
be removed following the war * * *.” 

In the fall of 1948 the following opinions were made public by the city council 
and housing authority in response to a questionnaire from Senator Harry P. 
Cain (Republican of Washington), chairman of the Senate Housing and Rents 
Subcommittee, seeking an expression from local governments relative to dispo- 
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sition and/or use of Lanham Act housing. (I) That the north Jasper Homes 
are needed after January 1, 1950; (II) that they be kept for housing purposes, 
and with improvements could be acceptable for continued use; (III) that they 
(Jasper Homes) be taken over by the city of Decatur and be operated by Decatur 
Housing Authority; (1V) that they would not be disposed of by the Decatur 
Housing Authority for private housing interests; (V) that purchase or lease of 
jand be considered; (V1) that no new legislation is needed for the units to be 
taken over here; and (VII) that veteran priority might be established. In July 
1949, following the sudden death of the FPHA housing manager at North Jasper 
Homes, the Decatur Housing Authority entered into a lease agreement for 
operation and management of North Jasper Homes, Illinois project No, 11233. 

However, the problems of acquisition were to be further hampered when, in 
April 1950, section 603 of the Lanham Act was added by Public Law 475, 81st 
Congress, which states: 

“With respect to any housing classified prior to the enactment of the section, 
py the Administrator as demountable, the Administrator shall, as soon as prac- 
ticable but not later in any event than December 31, 1950, and after consultation 
with the communities affected, redetermine (taking into consideration local 
standards and conditions) whether such housing is of a temporary or permanent 
character, and after such redetermination shall dispose of such housing in ac- 
cordance with the provisions of this title.” 

Following enactment of the foregoing Public Law 475, which added Title VI: 
Permanent Housing (disposition), the city council, upon request from FPHA, 
adopted a resolution declaring North Jasper Homes (project 11218) as per- 
manent. However, the real purpose served at that time was the continued use 
of the units for housing, inasmuch as the Federal Government had declared 
terminated any need for Government control. The reasons for the resolution are 
much less obscure than the fact that it was adopted, for looking back upon 
housing and its scarcity in December 1950, one has only to review the 1950 
Federal census statistics to realize that housing demands were far in excess 
of the supply. This variance continued aud was accelerated, due to (1) De- 
catur’s rapid, postwar industrial and population growth and (IIL) shortages of 
yome-building materials. 


PERMANENT HOUSING (TITLE VI) 


sefore the actual sale of permanent housing takes place these actions must 
be completed: (1) Consultation with the community, (2) determination as to 
whether the project can be subdivided and the units sold to individual oceu- 
pants, (8) exploring the possibility of PHA insurance and private financing, 
(4) obtaining appraisals and surveys and establishing sales prices, (5) offering 
groups of occupants if the project is not to be subdivided, and (6) sale of 
utility systems and dedication of streets if the project is to be subdivided. 

It was not until July 1953 that the Federal Government acquired title from 
the Mueller Improvement Co. at the cost of $44,000, the tract of land consisting 
of approximately 21.6 acres upon which the North Jasper Homes project is 
located. This action was taken as a step by Public Housing Administration to 
make disposition of the project under the terms of title VI permanent-housing 
disposition. 

In 1953 and after consultations with Decatur Housing Authority and city 
council, Mayor Willis made the following public statement relative to disposi- 
tion of the North Jasper Homes: ‘“* * * the city council is unanimous in be- 
lieving that the Jasper Homes should be acquired by the Decatur Housing 
Authority, provided that terms satisfactory to the city of Decatur can be had 
from Public Housing Administration. These units are substandard insofar as 
city requirements are concerned and were not intended to be permanent hous- 
ing when constructed. Its intention, since the Federal Government is getting 
rid of this property, is to acquire it and abolish the units as the need lessens 
or as they become unfit for habitation. Immediate removal of these units 
would be impossible if they are to be paid for out of income; and the probable 
rapid expansion of the city, with the demands for relative low-cost housing, 
might also make it inadvisable. 

“At such time as appears expedient, the council will be glad to discuss with 
the Decatur Housing Authority the proper method of acquiring these homes and 
the kind of contract necessary * * *,” 
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The Public Housing Administration continued its disposition program when, 
in September 1955, a proposed plat for subdividing the ( Mueller) tract was sup. 
mitted to the city planning commission. The plat was rejected by the play 
commission because it did not meet street requirements, building, electrical, or 
plumbing-code standards. It was then that the city council and plan commis. 
sien concurred and reaffirmed the city’s position, i. e., that the city of Decatur, 
acting through the Decatur Housing Authority, should acquire the housing 
units and housing site to forestall possibility of allowing the area to fall into 
the hands of individual or private ownership with resultant encouragement of 
a blight area. This was later emphasized by pointing out that private residence 
ownership in an area zoned for heavy industrial uses lends itself to rapid 
deterioration due to lack of desirable residential surroundings, and is contrary 
to comprehensive city planning and good zoning practices. 

Karly in 1956 notices were mailed to each of the tenants occupying the 30 
single-family dwelling units located on scattered lots in Elmhurst, chamber of 
commerce and powers’ ninth additions, offering said houses for sale. With few 
exceptions all have been sold or commitments made for sale. This is another 
step in the disposition of North Jasper homes, there remaining, however, the 180 
units on the large tract. 

The Decatur Housing Authority has considered and determined that the in- 
terests of the community will be served best by purchasing the large tract, 
approximately 21.6 acres, from the Federal Government * upon which the remain- 
ing 180 units are situated and to request the Federal Government for immediate 
transfer of the 180 housing units to the city of Decatur, to be operated by the 
Decatur Housing Authority for a limited period of time. This “period of time” 
is relative and contingent upon several contributing factors to be resolved, to 
wit: 

I. Land costs. (Appraisals to be made by local, State, and Federal ap- 
praisers. ) 

II. Scheduled amortization of acquisition costs. 

III. Transfer of buildings to city of Decatur by Federal Government. 

IV. Continuing veteran preference for admission. 

V. Use of housing units as related to contemplated land clearance and 
urban redevelopment program. 

VI. Preparation of management policies and operating budget in keeping 
with State housing board requirements and policies. 

VII. Removal and/or final disposition of structures as practicable. 

VIII. Sale of land for public or private uses (parks, schools, commercial, 
and industry). 


RESOLUTION 


Whereas the United States Government has heretofore built and operated a 
housing project in Decatur, DL, known as ILL-11218, North Jasper homes, which 
housing project was erected for the purpose of taking care of warworkers during 
the last World War II; and 

Whereas such housing project was constructed as temporary housing as such 
dwelling units were transported into Decatur from other war housing locations 
over the United States where the emergency Was not so greut as in the city of 
Decatur: and 

Whereas in 1950 it was represented to the city by Public Housing Adminis- 
tration that the Government control of such housing project had been declared 
terminated as the same was no longer needed for war housing: and 


2 Reference : March 12, 1956, Communication from Housing Authority, city of San Pablo, 
Calif., to L. W. Hurtt, chairman, Decatur Housing Authority, city of Decatur. Il “* * * 
The San Pablo Housing Authority applied for relinquishment of project CAL—4761, a 
project of 400 units * * * pursuant to the Lanham Act Due to the Korean conflict 
there was a freeze on all relinquishments for a period of approximately 3 years, and it 
was not until 1954 that our authority was able to accomplish relinquishment. Under 
terms of the Lanham Act, the local authority paid to the Federal Government for the 
project the original acquisition cost of the land which was paid by the Federal Govern 
ment when the project was built. The buildings, fixtures. furniture, and equipment were 
fneluded in that price. * * * Our authority paid approximately 578,000 for the project 
Arrangements were made with the Federal Government to pay for this project in fou! 
equal installments with interest at the Federal going rate * * * 
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Whereas by reason of the stringent housing shortage existing in 1950, the 
Council of the City of Decatur, Ill, approved such project as permanent housing ; 
and 

Whereas Public Housing Administration has informed the city that it is now 
necessary and required by law that they sell and dispose of such housing project ; 
that under the law it cannot be sold to the city of Decatur or to the Decatur 
Housing Authority: and 

Whereas the Council of the City of Decatur, IIL, is of the opinion that if such 
housing project is sold to individuals or a private interest that because of the 
temporary nature of the construction of such project, it will so deteriorate that 
an area of undesirable housing will be created; that such housing in no way 
conforms to the building code of the city and in no way conforms to the zoning 
regulations of the city: and 

Whereas the council is of the opinion that it is to the best interests of the 
community that said project should be disposed of to either the Decatur Housing 
Authority or to the city of Decatur in order that said houses, as they deteriorate, 
would be eliminated and that eventually said housing project would be entirely 
removed from the premises : Now, therefore, be it hereby 

Resobved by the Council of the City of Decatur, Ill.: 

Section I. That the Council of the City of Decatur does hereby declare that in 
its opinion it is to the best interests of the city of Decatur that the above-desig- 
nated project be not disposed to private hands, but that the same be sold to the 
city of Decatur or to the Decatur Housing Authority. 

Section II. That the purpose of said purchase by either of said bodies would 
be the gradual elimination of the dwelling units in such project in order that 
an undesirable housing area would not be created. 

Passed and approved this 4th day of June 1956. 

CLARENCE A. SABLOTNEY, Mayor. 

Attest: 

C. EuGENE Fiuss, City Clerk. 


STATE OF ILLINOIS. 
County of Macon, City of Decatur, ss: 

I, C. Eugene Fluss, city clerk of the city of Decatur, Ill., do hereby certify 
that the foregoing resolution is a true and correct copy of a resolution adopted 
and passed by the Council of the City of Decatur at a regular meeting of said 
council held on the 4th day of June 1956, and that the same was signed and ap- 
proved by the mayor of said city on the 4th day of June 1956. 

I do further certify that the original of which the foregoing is a true and 
correct copy is entrusted to me as clerk of said city for my safekeeping and that 
Iam the lawful keeper and custodian of the same. 

In witness whereof, I have hereunto set my hand and affixed the corporate 
seal of said corporation this 4th day of June, 1956. 

(CORPORATE SEAL) (Signed) C. Eugene Fuss, 

City Clerk of Decatur, Ill. 
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Comparative financial statement, project ILL—11233, North Jasper Homes 


| 


| 


1952 


1954 1955 


| 
| 
hin R nla hip niente dilaton ponae 
Operating income: | | 
Dwelling rent schedule $104, 227. 88 $112,197.72 | $112,052.18 | $112, 328. 22 
9 | 


= -_ ' . LS 

Dwelling rent income _- 177. 48 | 2,105.51 | 112,052.18 | 112, 328, 29 
Sales and service to tenants__- , 699. 39 9, 193. 35 | 639. 60 | 152, 95 
Miscellaneous project income-.---. 30. 44 28. 88 | 16. 16 | 23. 86 


| 
| 

Less vacancy loss. ------ ‘ | 50. 40 | 
| 


Total operating income 7; fe 2, 907. 27 | 21, 327. | 112, 707.94 112, 505, 03 
Operating expense: | | 
Management : / 7, 285. 52 | 7, 607. 65 | 8, 307. 57 
Operating services ___- Leal 528. 53 479. 39 | 2, O98. 8é 2, 602. 68 
Dwelling utilities____ pers | 2, 260. 84 12, 194 | 13, 548. 15, 669. 53 
Repairs, maintenance, replacement.____—_._| 7, 615. 44 | 37, 237. 45 | 14, 857. 15, 856. 42 
Public services 3 at 1, 252. 58 1, 181. : a 5. 
Insurance ___- 74% ‘ 425. 59 | 363. 50 | 203. 8¢ 341, 88 
Rents = 2, 098. 82 | 2, 269. 39 | 1, 999. 9° 1, 999. 92 
Contributions to pensions and insurance | | 
funds - _- | 595.04 | 707. 5 702. | 924, 12 
Cost of sales and service to tenants--..-- | 8, 640.00 | 9, 036. 45 | 580. ! 47. 68 
Collection losses sake ; 195. 43 | 5 793 (115. 74) 
Payments in lieu of taxes. ; , 722. 35 | 12, 923. 12, 994. 3: 


Total operating expense_- ee 620. 14 | 83,910. 8° 55, 476. 9% 
Nonoperating expense: 
Tax refund 


(374. 48) 
Property losses, cost of replacement. - 469. 13 | 397.7 ‘ bd 


Total expense - 63, O89. 27 84, 308. 67 | 55, 476. 93 60, 175.00 
Net income | 49, 818. 00 37, 019. 07 57, 231. 01 52, de 
| 


Mr. Davts. I would just like to add this. You asked the mayor if 
there was a separation of cost in this appraisal of one-half million 
dollars on the land and improvements. From the information that 
I had from the regional office in Chicago, there was something like 
$110,000 placed upon the land, the land having originally cost the 
Government $44,000. The rest would be represented in the administra- 
tion building and the other structures and the utilities. 

Denator Dovetas. So that a little less than $400,000 is the value of 
the buildings. 

Mr. Davis. Yes. 

Senator Dovenas. Did I understand there are 120 families there! 

Mr. Davis. There are 180 units, and I would say, for all practical 
purposes, they are 100-percent occupied. 

Senator Dovetas. 180 units. 

Mr. Davis. Yes, in the two projects. 

Senator Dove.as. That would mean a value of only $2,000 to the 
unit. That is pretty low-cost housing, I would say. 

Mr. Davis. It should be pointed out, I think, and emphasized that 
these buildings were used as warehousing in Newport News, Va.; that 
is, the large number, the 128 units moved up there in 1944 and 1945, 
and that the remaining were moved from Rosiclare, I1].—literally 
sawed in two and shipped in. 

Senator Dovueias. So your estimate is that these houses have al- 
ready had some 15 years of use. 

Mr. Davis. I would say so. 

Senator Dovetas. And you give them 5 years more of use—that 
would be at least 20. And by that time they would have deteriorated 
so much that: 
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Mr. Davis. Yes; they should be written off, actually. 

Senator Douaias. You are afraid that, if sold by PHA to private 
individuals, it would become a slum. 

Mr. Davis. Yes; that is the feeling. 

Senator SpARKMAN. What would be your reaction to a sale by PHA 
of the buildings to be removed from the land, either demolished or 
salvaged, or to be used, if needed, somewhere else, as other temporary 
buildings? What you want is the land, as I understand. You don’t 
care anything about the buildings. 

Mr. Davis. We are interested in the buildings; yes, since we have 
to have some feasible program of relocating those families, the vet- 
erans there. 

Senator Doveias. Were you planning on using these buildings and 
transferring them to another site? 

Mr. Davis. No; we were not. We were planning on leaving them 
on the present site to be used in connection with an urban-renewal 
program which is presently underway in Decatur. At least, we are 
beginning to make the necessary applications, formulating the organ- 
ization to develop that. And we hope to use it in connection with the 
urban renewal. 

Senator Dovenas. That is, as the present families move out, by nor- 
mal turnover, you would move in the people going to be displaced 
from your urban-renewal project. 

Mr. Davis. That is right. 

Senator SPARKMAN. If we should approve this, would it be accept- 
able if we approved it only on the condition of your getting rid of 
them in not more than 10 years? 

Senator Dovetas. Or not less than five. 

Senator SparRKMAN. We would not be interested in the minimum. 
We would be interested in the maximum. 

Mayor Sapuotny. I believe it would, Senator. We are just as 
anxious to get those things 

Senator SpaRKMAN. Here is what we are confronted with. In a 
preliminary report from the Public Housing Administration, just 
giving the factual information, they say that the whole project has 
been appraised as being worth $500,000; that the land value is approxi- 
mately $100,000. And that, if we approve this bill, that means our 
giving away $400,000. It seems to me, though, as long as your claim is 
made in good faith, that you do not want these houses there on a 
permanent basis, and you want to get rid of them, and you set up 
a reasonable program of getting rid of them, I think we would be 
thoroughly justified. That is my offhand view. 

Senator Dovetas. I am very glad the Senator from Alabama feels 
that way. I have been a little nervous as to how he felt. I had not 
approached him on it. 

Senator SparkMAN. You had not even mentioned it to me. I 
come to it cold this morning. 

Senator Dovetas. I intended to do that later. But I am very glad 
to hear that. Would that be acceptable? 

Mayor Sastorny. We would be very happy with something like 
that. Asa matter of fact, in buying this property, I believe the city 
of Decatur would agree that, if those properties are not removed 
within 10 years, it would revert back to the Government. 
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Senator Doue.as. But it is also your intent, although you do not 
want to make a binding agreement, that you would not dispose of 
them until probably after 5 years 

Mayor Sasiorny. That is right. 

Senator Sparkman. Well, I don’t think we would be concerned 
with that. 

Mr. Davis. We have been concerned about the price on it, because 
price would control the period of recouping the cost and setting aside 
the reserve for having it torn down actually, because those buildings 
must literally be torn down and removed. They are in that condition, 
At the end of a 5- or 10-year period, we are going to have to pay 
someone to take them off. The price would require that we have a 
5- or 6- or T-year program to recoup the costs we would have to pay. 

Senator SparkMAN. Would this land where the housing is located 
be included in your urban-renewal program, or would it simply be a 
means of housing persons who were displaced from the urban renewal? 

Mr. Davis. It was proposed that it could be a temporary means of 
relocation. 

Senator SparkMAN. But would not be included in the redevelop- 
ment area itself. 

Mr. Davis. It has not been so designated, but it reasonably could. 

Senator SPARKMAN. It seems to me ‘that, if it were to be included in 
your urban renewal, you would have another problem there in caleu- 
lating the losses and so forth. Certainly the fact that you paid only 
the lesser amount would have to be taken into consideration in com- 
puting the extent to which the Government would contribute. 

Senator Doveras. Thank you very much, gentlemen. I am going 
to ask that there be placed in the record, at the conclusion of the testi- 
money on the Jasper Homes bill, certain documents which my col- 
league, Senator Dirksen, has forwarded to the committee. Those 
will be made part of the record. 

We are also very happy to have with us a very distinguished citizen 
of Decatur, Mr. Roger P. Pogue, who is chairman of the Urban Re- 
newal Committee. Mr. P ogue, we are very glad to have you with us. 

Mr. Poseurs. I would just like to have in the record that the as- 
sociation of commerce in Decatur is firmly back of this and wants to 
support the statement the mayor has made. I don’t think anything 
further than that is necessary. We have been active in the urban 
renewal program and feel that fits in very well with it. 

Senator Doveias. You were in the other room when Mr. West 
testified urging that the urban renewal program be scrapped. I 
wonder if you would give the committee the benefit of your thoughts 
on that. 

Mr. Pocur. Only that I disagree with most everything he said on 
the line of urban renewal programs. I am in an independent retail 
business very closely associated with some retail lumber businesses, and 
I think this has a very real part in the development of the city and 
one of the few opportunities we have had to improve the city blight- 
wise. We would be very much in favor of it. 

Senator Doveras. Thank you very much. I would like to ask 
the mayor whether he has had the same difficulties that the mayor of 
Wilmington has had in dealing with the HHFA. Do you find that 
they require an infinite amount of paperwork and require you to 
change your plans from time to time? 
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Mayor Sas.orny. All my problems were turned over to Mr. Davis 
here. 

Senator Dove.as. I will ask Mr. Davis. 

Mr. Davis. I have found to the point where we have progressed 
in our urban renewal program, and that is the only point we have 
contacted HHFA, Mr. Carson, the regional director, has been very 
cooperative in sending field representatives. But I cannot testify a 
to what their attitude might be once we submit an application, 

Senator Doveras. I think you are probably in for some very in- 
teresting experiences, and I am ready to make a prescription for an 
adequate supply of aspirin for all of you. I’m afraid you are in for 
some rough times. But you will have sympathy, at least, here in 
the Senate. 

Mr. Davis. We certainly appreciate it, and want to thank you. 

Senator Doveras. Thank you very much. 

We also have a very fine citizen from Decatur with us, Mr. Henry 
H. Bolz. 

Mr. Bouz. Senator Douglas, and gentlemen, I rise merely to sup- 
port the bill that you have introduced, Senator. The association of 
commerce, by formal resolution, supports this project. 

Decatur, by the Federal Reserve Bank of Chicago, last year, was 
termed a city in transition. I am not boasting about that, because 
it involves a lot of work of the city officers, as well as myself, and I 
have been associated with the association of commerce as its executive 
secretary for 32 years. I have been through this project from its 
beginning, and through the depression and through wars. 

A community, of course, that is as old as we are, 125 years old, 
needs something new after a while, some remodeling, some house 
cleaning, and the city is determined to do something along this line, 
and this is part of that effort. 

We support the urban renewal program. We are interested, how- 
ever, of course, in our people, as well as our property. The people 
are the priceless possessions—and we don’t always think about people. 
But we try, in that community, to think of their welfare. After all, 
they are, as I said, the priceless possession, 

It is not generally known what the replacement value of a city is. 
Businessmen have balance sheets—but those of us in community en- 
deavors do not always appreciate the value of a city. But the civil- 
defense authorities made such a study several years ago, on the value 
ofacity. In the target centers, the replac ement value of the things 
above ground was about $9,500 per capita. So we are dealing with 
some very, very important values. To conserve those values, of course 
we do have to do some remodeling, and we are determined to do some, 
and we would like to have your cooperation in this endeavor. 

This housing project was located in the midst of war. There were 
some public- -spirited owners of this property, which is located in a 
logical industrial area. You have seen it, Senator, I am sure. 

Senator Douenas. Yes, sir. 

Mr. Bonz. But these people, on a temporary basis, allowed us to 
construct these units on that acreage. And 1 or 2 years ago, when it 
was declared permanent, they did negotiate the purchase of the prop- 
erty, and so the whole thing now is sewed up permanently. But as 
the mayor brought out in his statement, there is just one violation 
after another of the building codes. And we must look toward the 
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elimination of those homes. I don’t know who is going to rehabilitate 
them. I don’t think the housing authorities are going to rehabilitate 
them. But we feel in the community there that it would be much 
better for the housing authority to have the responsibility for main. 
taining at least certain decent standards, rather than have the city 
council have the trouble of having every individual owner be com- 
pelled to rebuild. I think that is going to be a real sizable job. We 
are choosing the lesser of the jobs by suggesting and urging that this 
be turned over to the housing authority, and then kept for the next 5 
or 10 years or displaced persons, or for people who will be relocated 
on account of the urban renewal, where the responsibility is centered 
at least in the city council and its agency, the housing authority. | 
am quite sure they won’t let it run down too far. At least there will 
be a little better maintenance. 

Senator Doveras. Thank you very much, Mr. Bolz. Decatur has 
been and is one of the cities which has been going forward very rapid- 
ly, both economically and culturally. I will also say for the benefit 
of my friend from Alabama, it is the city through which Abe Lincoln 
passed in coming from Indiana into Illinois, and he helped his father 
on a farm a few miles to the west of Decatur. It also happens to be 
the city named after Commodore Stephen Decatur, and I know our 
friend is going to look at the Decatur House on Lafayette Square, 
which is the spiritual seed, so to speak, of Stephen Decatur himself. 

Senator Sparkman. The Senator from Illinois doesn’t realize that 
the county seat of the county in which I grew up is Decatur, named 
for Commodore Decatur, 

Senator Doveras. The next witness is another fine gentleman from 
the city of Decatur, Mr. F. E. Kossieck. We are very glad to have you 
and appreciate your coming down to testify. 


STATEMENT OF F. E. KOSSIECK, DECATUR, ILL. 


Mr. Kosstecx. I am F. EB. Kossieck, Decatur, Ill. I would like, if 
I may, since I have identified myself with the Decatur Board of Real- 
tors, to indicate that I appear at this time as a citizen and a taxpayer. 
There are people along with myself that would like to get this infor- 
mation on the record. However, I would like to make a further quali- 
fying statement, that I am at the present time on the public housing 
committee, Decatur Board of Realtors, and I am a member of the tax 
and legislative committee. But I would like also to indicate that I do 
not wish for that to be interpreted as appearing for the board of 
realtors or any organization. 

Senator Dovuetas. You speak simply for yourself. 

Mr. Kossreck. Correct. I would like to point out that I think we 
in Decatur all want to arrive at the same thing we are here for today, 
better housing and better local conditions. There is a substantial dis- 
agreement among some of us as to how we are to arrive at that particu- 
lar point. 

Under the Lanham Act, the Decatur Board of Realtors did ac- 
quiesce in the construction or the bringing to Decatur of these partial 
homes, or, what shall we call them, sectional homes, to be placed upon 
this site. I think subsequently we brought into Decatur a group of 
either Mexican workers or South American workers to inhabit this 
area. I am not too sure of that. But be that as it may, the informa- 
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tion that I have, which was sent to me by the president of the Decatur 
Board of Realtors, Mr. Dean Gorham, at the time the Jasper housing 
was made permanent, that was sometime in 1953. The dateline does 
not appear on the clipping attached, but it appears on the letter. I 
would like to correct that. I think the date of the permanent housing 
was in 1953, declared permanent. 

Senator Dovenas. Mr. Davis, didn’t you testify it was 1950? 

Mr. Davis. I have resolutions to that effect. 

Senator SparKMaNn. According to the Housing Agency’s statement, 
itis 1950. 

Mr. Kossrecx. Well, this item was clipped out of the local news- 
paper, indicating that the city was asked to acquire Jasper housing. 
The dateline of Mr. Gorham’s letter is July 2, 1953. 

In there, it indicated that the reason—if I may read this—“The 
PHA”—the public housing authority— 
would have to acquire the land in order to make the sale of the buildings which 
it owns attractive. Mayor Robert E. Willis said the authority commissioners 
also pointed out that under PHA operations, the city could easily order demoli- 
tion of these buildings when they are unfit as dwellings. 

Under the Lanham Act, we discussed among ourselves, taxpayers 
and citizens of Decatur, as to whether or not we should oppose the ap- 
plication of permanent housing to this particular set of buildings. We 
acquiesced in it, in that we recognized that at such time as the housing 
situation became better, we could, under the allegations made here, 
if they were declared unfit, remove them. I think we have reached 
that point. 

It is my understanding that there is a copy of the inspection report 
available to the members of this committee. In this report, of which 
I have a copy here, it indicates the plumbing by no method of deter- 
mination reaches the standards required by the city council. There is 
evidence of termites, inadequate wiring, and in general it states a 
complete lack of decent, safe, and sanitary dwellings. 

Under the Lanham Act, we had supposed that if we were exposed 
to this tvpe of development in our community, which was built on 
a heavy industrial site, it was then classed as heavy industrial, and 
it is now, it is surrounded by industry, with railroads and so forth— 
that we would be relieved of the responsibility of this eyesore when 
and if the emergency was over. 

Senator Dovaias. Mr. Kossieck, may I ask this. Are you opposed 
to having the status of the housing changed from permanent to 
temporary ¢ 

Mr. Kossteck. No, I am in favor of that. 

Senator Dove.as. Do you want the housing demolished immedi- 
ately ? 

Mr. Kossteck. I think we should set a date, yes. 

Senator Doveras. Let me ask you this. If we set the date, that it 
shall be demolished in not later than 10 years, then does it not become 
a local matter as to whether or not it will be demolished prior to 10 
years ? 

Mr. Kosstecx. Senator, I find myself in a peculiar position here. 
We have had this issue before the people in the city of Decatur, and 
some of us believe that this is an acquisition of public housing. The 
PHA in Chicago seems to believe so. They have said that the city of 
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Decatur cannot acquire, at least the news reports, and that is the only 
thing we can depend upon, the news articles in our local newspapers 
repeatedly refer to the adverse public housing referendum that we 
had. This issue became recurrent. The planning commission rejected 
at one time the local authority’s right to acquire a certain site, indi- 
cating it was not a slum area nor sufficiently blighted for them to go 
in and demolish the area. The Bartholomew people, who I think we 
all recognize as a recognized authority on slums and blight and eco- 
nomic blight and so forth had indicated as late as 1939 that Decatur 
was rel: tively a clean city—we had no large area that we find in St, 
Louis and Detroit that contained slums. They granted we had some 
inadequate housing, but it was relatively little, ‘and in certain spots, 

I would like to point out that since that time we built something 
like 5,000 or 10,000 new homes in Decatur. We have, by checking with 
the local banks, some 15,000 HFA title I application for renovation, 
new roofs, furnaces, painting, rehabilitation generally. I am one of 
the few people, obviously, that believe that Decatur has no large 
problem with slums that we cannot correct under sections 220 or 221 of 
the Housing Act. 

The Public Housing Administration believes this to be public hous- 
ing, and has so indicated to the city council, as I said a moment ago, 
I find myself in a peculiar position. We submitted this to the people 
of the city of Decatur. Incidentally, we do have a pro-public-housing 
press. They spoke very favorably of the project, urged the residents 
of Decatur to vote for and approve the new public housing project. 
But it was rejected substantially, something like 2 to 1. Some of us 
believe that if this bill passes, it will be a back-door method of by- 
passing the referendum process, the local determination. 

I am not an attorney. I find few people who will agree with me 
on that. But there are enough people that seem to agree that this is 
a back-door method. 

Senator Dovetias. Let me ask you this. With whom does title 
now rest? It rests with the Public Housing Administration, does it 
not ¢ 

Mr. Kossteck. In Chicago, the regional] office. 

Senator Doveras. [t would seem to me what we are doing in turning 
this over to the city of Decatur is making it possible for the people 
in Decatur to decide what they want to do with it. 

Mr. Kossirck. They have decided. 

Senator Dovenas. Frankly, if we do not pass this measure, and the 
PHA retains this project, I think it is much more likely that it will 
last for a longer time than it might well be if you took title locally. 
In defeating this bill, you would get more public housing than you 
otherwise would. 

Mr. Kossteck. Senator, I would like to point out we have been as- 
sured no less than two different times that this unsightly housing, so 
indicated by reports from our own building inspection department, 
would be removed. What assurance of that do we have that in the 
event it is acquired by the city. There is some conflict, if T may point 
out. Weare now in the process of enforcing or adopting a new hous- 
ing code. The relocation requirement of the Housing Board, as I 
recall, is decent, safe and sanitary dwellings. These certainly do not 
qualify as relocation housing. 
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Senator Dovucias. Let me say this. My experience has been that the 
public authorities in Decatur, under whichever party or faction they 
are elected, tend to be pretty responsible, competent, high-minded 

ple. Decatur is a well-governed city. It would seem to me that 
the mayor, the council and the citizens will dec ide on what they think 
is best for the community. But I would imagine that in accordance 
with the tradition of the city, they will remember that there are human 
issues involved, as well as purely property issues, and that if they have 
some people who will be displaced, that they will temper the situa- 
tion, aon the demolition to the human requirements of the com- 
munity. I do not think you would wish them to do anything else. 
If you do wish them to do anything else, Decatur is one of the least dic- 
tatorial cities that I know of, and you will have free access to public 
opinion. 

Senator Sparkman. Mr. Chairman, it seems to me that Mr. Kossieck 
and the other gentlemen from Decatur are aiming at the same objec- 
tive. It seems to me that Mr. Kossieck’s proposal would defeat the 
very thing he is arguing for. Because now, here is the thing you have 
got toremember. The proposal of the owner of this pr operty now is 
that it be sold as private housing on a permanent basis. In other 
words, transferred from the status of temporary to permanent. The 
effect of this bill, the practical effect, would be to get it back into a 
temporary status, with a requirement, written into the law, that it be 
demolished within a reasonable time. I would suggest also that upon 
transfer another condition written into the contract would be that 
they maintain it for the purpose of housing these people in safe, sani- 
tary and decent conditions. 

Mr. Kossreck. Well, we think, Senator, and I am in agreement 
that—— 

Senator SpARKMAN. By the way, so far as the bypassing is con- 
cerned, you certainly would not question that Congress has the right 
to dispose of this property. Therefore it seems to me that upon en- 
actment of the act, that objection would be out the window. 

Mr. Kossteck. I think I have indicated I am not an attorney. I 
am making that point as incidental. We wish to separate the urban 
renewal from the ac quisition of public housing. Our board of realtors 
and myself, of course, are in favor of urban renewal. We have our 
own national program, for that matter. 

Senator SPARKMAN. You know, one of the prerequisites of getting 
an urban renewal project through is to show you do have places you 
can put the people being displace ed. 

_ Kossteck. But these will not qualify for relocation housing. 

Senator SPARKMAN. My suggestion would be that we write it into 
the legislation, into the contract of sale, that they are required to 
maintain them in a condition that will qualify. 

Senator Doveias. Would there be any objection to that, Mr. Davis? 

Mr, Davis. Beg pardon? 

Senator Dovucias- Would there be objection to your maintaining 
these units in a condition which would qualify them ? 

Mr. Davis. I would like to say this, not contrary to what he has 
said, but rather to show, or to say to the committee that while these 
wiits have not been probably maintained to the ultimate in standards, 
they are certainly decent, safe, and sanitary from the standpoint that 
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they have proper kitchen facilities, bathing facilities, hot-water heat. 
ing systems, electricity, electrical outlets, and proper venting systems 
From that standpoint, they are not considered substandard as we view 
it, or at least as public housing views it. Nor would they have been 
permitted for warworkers during the war if they were not standard 
decent, and safe. ‘ 

Senator Doveras. Mr. Kossieck, you understand the difficulty that 
we have, that we have to vacate the room at 12:30. We don’t want 
to shut you off. Could you summarize your statement at this time. 

Mr. Kosstrckx. Yes, Senator. As I said before, I want my remarks 
to be interpreted in this manner. Obviously these dwellings are in no 
condition to be used at all. They should be taken off. My suggestion 
is this. 

Senator Douatas. Immediately ? 

Mr. Kosstecx. Not immediately. But I would say this. They 
have been declared temporary. We are in favor of that. They should 
never have been declared permanent. But I think some day should 
be set, as you indicated, Senator, to allow an orderly removal of the 
tenants. I would say September 1, January 1 of this year, in order 
that that area be eliminated entirely, not to be used for another 5 or 
10 years. I say this. We have it here. We have it in the records, 
from our own building department, that unless the city of Decatur 
spends about half-a-million dollars on these units, they certainly are 
not habitable from our standards. 

We are going to enact a housing code, and we will be faced with 
double standards, having one standard in 180 units in city-owned 
property and another standard that we are going to insist that the 
people in our urban renewal areas comply with. 

I think the finger could be pointed very well at the city of Decatur, 
and say “Unless you clean up your own house, how do you expect—” 
Our board of realtors feels—this isn’t a statement by the board of 
realtors—unless these are taken care of and the city begins by enfore- 
ing its own housing code, which it is now contemplating enacting, 
that certainly we cannot expect areas in our urban renewal areas that 
will be so designated to comply with the housing code. 

Senator Doveras. This is my offhand reaction. No. 1, as Senator 
Sparkman points out, if we do not pass this bill, then what is going 
to happen is that the Public Housing Authority will sell these dwell- 
ings to private persons, and you will have a continuing and worse 
slum that will be outside our control. And second, that this question 
as to whether the building will be demolished the first of next Sep- 
tember or 5 years from now, or 7 years from now, after all, should 
be a matter for the people of Decatur to settle. For us here in Wash- 
ington to make a decision on as crucial a matter as that, one way or the 
other, would certainly be usurping the rights of local self-government. 

Mr. Kosstecx. Haven’t we been led to believe, Senator—I have been 
on these committees a number of years—that we have certain rights 
under the Lanham Act which allegedly were given to us to protect us 
when this housing was brought into Decatur? We feel—— 

Senator SparKMAN. But the resolution of December 14, 1950, con- 
verted that. 

Mr. Kosstecx. It is my understanding they were to be removed 2 
years after the war; isn’t that it? 
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Senator SparKMAN. Had it continued as temporary property. But 
by formal resolution and agreement between the city of Decatur and 
the Housing Authority, it was converted from a tempor: ry status to a 
permanent status. And it is in that status now. 

Mr. Kossieck. We were misinformed, then. We did not know by 
not opposing the conversion of this to permanent housing—we did not 
know we were creating that situation. 

Senator Sparkman. I will say this. There was a great deal of hous- 
ing built under the Lanham Act as temporary housing that. really 
should have been permanent in the beginning. I know there are two 
projects in my hometown, both of them constructed as demountable or 
as temporary housing. One of them was built out of masonry. It is 
perfectly good. Fortunately, we were able to convert. both of them to 
permanent status. A great deal of that was done. There was a re- 
appraisal all over the country. Those that were fit for permanent 
status should have been so converted. The others should have been 
demolished. And a great deal of it was. 

Mr. Kossteck. Gentlemen, if you approve this bill permitting the 
city of Decatur " acquire these properties, with a maximum removal 
date of 10 years, I think you will be creating a serious problem. It is 
my understanding nobody in the city of Decatur wants to spend half- 
a- million dollars on these units to convert them to decent, safe dwell- 
ings. 

Senator Dovetas. We have a difference of opinion here on this, and 
Ido not know that the members of this committee are competent to 
deal with it. I have inspected the properties, but I certainly would 
not be competent to deal with it. I think this is a matter which must 
be threshed out in Decatur and ultimately registered in the public 
opinion of this community. ‘The city coune il will have power to act. 

Mr. Kosstrcx. The only thing is this. Mr. Davis’s report has only 
been made 3 or 4 days ago, as to what our urban renewal needs are. 
Certainly this entire matter is premature, I think. I think we do not 
know yet. The public in the city has not had an opportunity to deter- 
mine the extent of our urban renewal program. It has been a very 
small committee. It has newspaper support. And I am afraid that it 
has not been exposed to the large committee. They have had one meet- 
ing, confined merely to showing pictures. The 300-member urban re- 
newal committee referred to has not had an opportunity to go into 
what our needs are. The recommendations that appear before you 
today are the work of a very small committee of the association of 
commerce. 

Senator Dovetas. It seems to me that is a somewhat separate issue 
from this particular question. What you do on urban renewal is an- 
other matter, and you will work that out. 

Mr. Kossieck. Except the recommendation of the committee wil! 
complicate our housing problem, if this legislation is permitted. 

Senator Dovenas. Mr. Kossieck, we want to thank you for coming. 
We appreciate your public spirit in defending the point of view which 
you believe in. If you want to file any exhibits, we will have those 

rinted in the hearings so that other members of the committee will 
ave full access to them. 

Thank you. 

Mr. Kossreck. Thank you, sir. 
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(The following was received for the record :) 





SUPPLEMENTARY STATEMENT OF F. E. Kossieck, DECATUR, ILL, 


After reviewing the statements made before this committee by myself and 
others on Wednesday, March 27, we believe the above captioned bill should be 
amended to provide for the return of the Jasper homes project to its origina] 
status as temporary housing and provide further for a terminal date of oceu- 
pancy and demolition as of September i, 1957. We offer the following facts 
in support of our position : 

Testimony before the committee by the major of the city of Decatur indicated 
the temporary nature of this housing. The housing was transported to the site 
in sections and erected on and in a heavy industrial area with factories and rail- 
roads as the immediate neighbors of the tenants. This was and is a direct 
violation of our zoning ordinance. Further testimony indicated the genera] 
condition of the property was very poor. 

Reports to the city council made by the inspectors of the various building 
departments indicated the following conditions : 

Plumbing: Does not comply with the plumbing code and ordinance in any 
respect—no relief valves on hot water heaters—2-inch vent stacks, ete. 

Electrical wiring: Does not comply with electrical code and standards— 
furnaces need to be rewired—appliance outlets should be provided in kitchens, 
dining rooms and utility rooms—outside lights for front and rear doors—new 
service must be installed for each apartment—requires new wiring for some of 
the buildings. 

Heating: Furnace rooms not completely lined with fire-resistant materials. 
No firewalls between apartments—above ground storage of fuel oil with some 
tenants having as high as six 50-gallon tanks stored in racks near the housing 
creating a dangerous fire hazard. 

The report further indicates the general condition of the buildings as to the 
windows and exterior and interior conditions as very poor. 

General condition of the housing: Exterior walls spreading. Tie bolts needed 
to hold walls in place—floors are sagging—concrete in some instances poured 
over wood—evidence of termintes and rotting—openings cut through foundation 
using space thus gained for unsafe storage practices under apartments. 

A copy of this report supplied by the city clerk bears the date of September 24, 
1956, and is signed by Mochel, building inspector; Barr, electrical inspector; 
Williams, plumbing inspector. 

In view of the above-reported condition of this housing, we believe any bill 
recommended for passage and not carrying a mandatory provision setting a date 
for its demolition in the immediate future, will impose a handicap on our 
community for the following reasons: 

Various estimates from five hundred to seven hundred fifty thousand dol- 
lars as needed to bring this housing to the standards in our housing code now 
contemplated and/or will create an impossible situation for our building inspec- 
tion departments in connection with enforcing a reasonable housing code in 
relation to individual property owners. 

Testimony before the committee indicated the future need of this housing for 
relocation housing in the event Decatur adopts a slum-clearance program. None 
of the independent surveys made indicate any support of this statement. 

May we point out that in 1939, at the tail end of the depression with mainte- 
nance at an all-time low, Harlow, Bartholemew & Co., nationally known planning 
experts, indicated we were a city free of slums. The voters of the city of 
Decatur subsequently confirmed it. The negative results of the referendum 
was interpreted as (and we quote from items appearing in our daily press) 
‘not only a rejection of a specific ordinance but as an expression of public opinion 
against the idea of public housing.” <A further quote, “a public desire to call 
a halt to the social project * * *” and further, “a mandate to the housing au- 
thority to sell the Cantrell-Webster site.” 

May we also point out we have not as yet adopted a housing code. Areas to 
be rehabilitated (if any) have not been determined. Obviously the testimony 
of the various individuals appearing before your committee for the use of Jasper 
Homes as relocation housing should be ignored. 

The protection guaranteed the Decatur community under the Lanham Act, 
which provided for the removal of the 180 units in Jasper Homes within 2 years 
after the war, is 8 years past the guaranty date. Our community has been more 
than cooperative. But to consider legislation imposing this violation upon our 
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people for another 10 years, we believe, will be resisted and opposed by the ma- 

jority of our citizens. We understand thousands of units of Lanham housing 

like Jasper Homes have been removed when communities like Decatur insisted 

upon the Government honoring the protection porvisions guaranteed under the 
and Lanham Act. 


be May I hope that your committee will not recommend any legislation suggesting 
nal the local right of determination be bypassed. This would indeed create a dan- 
cu. gerous precedent for our other boards and commissions to use when proposals 
iets for bond issues, ete., by these commissions and boards receive a negative vote 
at the polls. 
ted Finally, we sincerely hope the action of the committee will not impose upon 
site our community any of the impossible conditions listed above. 
. Senator SparkMAN. We have an exchange of correspondence on 
ral this subject sent us by Senator Dirksen. It will go in the record. 
(The material referred to follows:) 
ing UNITED STATES SENATE, 
any Washington, D. C., March 15, 1958. 
: Hon. J. W. FuLBRIGHT, 
is— Chairman, Committee on Banking and Currency, 
els, United States Senate. 
new DeaR Mr. CHAIRMAN: The enclosures herewith are submitted in support of 
> of the bill (S. 1515) which I introduced to provide for the conveyance of certain 
housing projects owned by the United States to the Housing Authority of the 
als. City of Decatur, Ill, known as the North Jasper housing projects, Ill-11218 
ome and Ill-11219. 
sing Among other things the provisions of section 608 of the Lanham Act, as 
amended with respect to any housing classified prior to the enactment of that 
the section by the Public Housing Administrator as demountable, provide that the 
Administrator no later than December 31, 1950, and after consultation with the 
ded local communities affected, shall redetermine whether such housing was of a 
ired temporary or permanent character, taking into consideration local standards 
tion and conditions. 
The North Jasper Homes projects were of the demountable type of housing 
24, but, as required by law, were determined to be permanent for onsite sale, and 
tor; apparently there is no authority to classify the projects as temporary at this 
time unless the action taken back in 1950 could be determined to be arbitrary or 
bill capricious. 
late The purpose of this bill (S. 1515) is to declare the North Jasper housing 
our projects to be of a temporary character regardless of the determination hereto- 


fore made under the above-mentioned law that the projects are of a permanent 
dol- nature. 





















now The City Council of the City of Decatur, at a regular meeting held on the 18th 

pec- day of February 1957, adopted a resolution urging the introduction and passage 

» in of special legislation declaring the North Jasper Homes projects to be temporary 
in character and authorizing the transfer of same to the city of Decatur or the 

for Decatur Housing Authority. 

one A copy of that resolution, together with a covering letter from the mayor, is 
included in the enclosures referred to above. 

nte- I will appreciate the careful and sympathetic consideration which I am sure 

ning the committee will give to all of the facts and circumstances involved. 

vy of Respectfully submitted. 

dum Everett McKINLey DIRKSEN. 

ess) 

nion STaTE Hovustne Boarp, 

call Chicago, Ill., March 4, 1957. 


au Hon. Everett M. DIRKSEN, 
Senate Office Building, Washington, D.C. 

DEAR SENATOR DIRKSEN: We are in receipt of a copy of a resolution adopted 
by the City Council of the City of Decatur with reference to the Public Housing 
Administration project known as North Jasper Homes in the city of Decatur, 
Ill., eopy of which resolution has been forwarded to you by Hon. Clarence A. 
Sablotny, mayor of the city of Decatur, requesting that action be taken to 
classify as temporary housing the North Jasper Homes project. 

By my letter of September 17, 1956, in which we enclosed a copy of our resolu- 
tion No. 56-SHB-75. the State housing board concurred in the findings of the 
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City Council of the City of Decatur and the Decatur Housing Authority that 
the North Jasper Homes project should be declared temporary housing by the 
Congress of the United States. : 
We request that every consideration be given to the enactment of legislation 
declaring the North Jasper Homes project as temporary housing and that it 
be transferred to the city of Decatur or the Decatur Housing Authority. 
Sincerely yours, 
TEMPLE McCF'AYDEN, 
Chairman, State Housing Board. 


DrecaAtuR Housing AUTHORITY, 
Decatur, Lll., February 25, 1957, 
Hon. Everett M. DIRKSEN, 
Senate Office Building, Washington, D.C. 

DEAR SENATOR DIRKSEN: From our last correspondence on the disposition of 
Jasper Homes, Decatur, you will note that deferment was granted until possible 
legislation could be made in the Congress of 1957, and it is in this connection 
that the Decatur Housing Authority strongly urges that special legislation 
be introduced and passed declaring Jasper Homes project to be temporary 
housing, and further empowering the Public Housing Administration to sell, 
and convey the project as temporary housing to the city of Decatur or Decatur 
Housing Authority for a price that would be little, if any, in excess of the fair, 
cash market value of the real estate on which said temporary housing is located. 

It is the intent and considered purpose of the officials of the Decatur Housing 
Authority and the city of Decatur, if title is acquired, to demolish the units 
as the demand for them lessens and to gradually, over a relatively short period 
of operation, eliminate the entire project. 

Your cooperation is respectfully requested in the above matter. If there is 
further information that you require please call or write. 

Respectfully yours, 
Don F, Davis, Executive Director. 


Crry oF DECATUR, 
Decatur, IU., February 21, 1957. 
Hon. Everett 8. DIRKSEN, 
United States Senator, 
Senate Office Building, Washington, D. C. 

Deak SENATOR DiRKSEN: As you will note from the enclosed certified copy of a 
resolution adopted by the council of the city of Decatur, Lll., I am directed to 
write you concerning legislation in reference to Federal war housing project 
known as Jasper Homes in the city of Decatur, IL. 

I think by previous correspondence, resolutions, and exhibits you are familiar 
with the situation. 

We have considered the matter in Decatur and have come to the conclusion 
that, if possible, the proper type of special legislation would be to declare this 
project as temporary housing. As a matter of fact, it was so considered as 
temporary war housing when constructed. 

The legislation should further empower the Public Housing Administration 
to sell and dispose of the project as temporary housing to the city of Decatur, 
Ill., or to the Decatur Housing Authority. It is the present opinion of the 
council that the Decatur Housing Authority is probably the proper body to 
acquire title to the property. 

It is further our feeling that on the appraisal of the property for sale purposes, 
it should be appraised as temporary housing. This being true, the appraisal 
of the-improvements should be low. 

It is the intention of the officials of the city and of the Decatur Housing 
Authority, if we acquire title, to gradually, as the units become vacant, demolish 
the same so that over a comparatively short period of years they will all have 
been removed. 

If this housing development should be maintained as permanent housing, by 
reason of their manner of construction, it would only be a short period of time 
until they would deteriorate and become an eyesore to the city. 

We respectfully request your cooperation in the matter. If there is any further 
information you desire, please do not hesitate to write me. 
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I am writing a similar letter to Senator Douglas and Congressman Springer 
of this district. 
Respectfully yours, 
CLARENCE A. Sasiorny, Mayor. 


RESOLUTION AUTHORIZING THE Mayor To COMMUNICATE WITH SENATORS DOUGLAS 
AND DIRKSEN AND CONGRESSMAN SPRINGER CONCERNING THE DISPOSITION OF 
JASPER HOMES 


Whereas the City Council of the City of Decatur, Ill, the State Housing Au- 
thority of the State of Illinois, the Decatur Housing Authority, and the Asso- 
ciation of Commerce of the City of Decatur, Ill, has heretofore requested that 
the action of the Public Housing Administration instituted in the summer and 
fall of 1956 for disposal of what is known as Jasper Homes in the city of Decatur, 
Ill., as permanent housing, be deferred until possible legislation of Congress 
in 1957 ; and 

Whereas the sale of such housing project was deferred in the year 1956 but 
that additional legisiation by Congress is necessary before the said housing proj- 
ect can be properly disposed of to the city of Decatur, Ill., or the Decatur Hous- 
ing Authority ; and 

Whereas it is the desire of the Council of the City of Decatur, IL, and of the 
Decatur Housing Authority that said Jasper Homes project be classified as tem- 
porary housing and that the Public Housing Administration be empowered to dis- 
pose of the same to the city of Decatur, IIL, or the Decatur Housing Authority 
as temporary housing at what would be found to be the fair, cash market value 
of the real estate on which said housing project is located: Now, therefore, 
be it hereby 

Resolved by the Council of the City of Decatur, Iil.: 

Section I. That the mayor be, and he ig hereby, authorized and directed on 
behalf of the city of Decatur, Ill., to communicate with Senator Douglas and 
Senator Dirksen of the State of Illinois and with Congressman Springer of the 
22d District of the State of Illinois, urging the introduction and passage of spe- 
cial legislation declaring Jasper Homes in the city of Decatur, Ill, as tempo- 
rary housing and authorizing the Public Housing Administration to dispose of 
such project to the city of Decatur, Ill., or the Decatur Housing Authority as 
temporary housing and for a price that would be little, if any, in excess of the 
fair, cash market value of the real estate on which said temporary housing is 
located. 

Passed and approved this 18th day of February 1957. 

Jack W. Lortus, 
Mayor (Ex Officio). 

Attest: 

C. EUGENE F.Uss, City Clerk. 


STATE OF ILLINOIS: 
County of Macon, City of Decatur, ss: 


I, OC, Eugene Fluss, city clerk of the city of Decatur, Ill, do hereby certify 
that the foregoing resolution is a true and correct copy of a resolution adopted 
and passed by the Council of the city of Decatur at a regular meeting of said 
council held on the 18th day of February 1957, and that the same was signed and 
approved by the mayor of said city on the 18th day of February 1957. I do 
further certify that the original of which the foregoing is a true and correct copy 
is entrusted to me as clerk of said city for my safekeeping and that I am the 
lawful keeper and custodian of the same. 

In witness whereof, I have hereunto set my hand and affixed the corporate seal 
of said corporation this 18th day of February 1957. 

C. EUGENE FLUvss, 

[SEAL] City Clerk of Decatur, Ill. 


State Housine Boarp, 
Chicago, Ill., September 17, 1957. 
Hon. Everett M. DIRKSEN, 
Ynited States Senator, Pekin, Ill. 


Dean SENATOR: We are enclosing a copy of a resolution adopted at our regu- 
lar monthly meeting held on September 7, 1956, in Decatur, Ill. 
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We would appreciate anything that you can do to expedite the transfer of 
the North Jasper Homes project to the city of Decatur or the Decatur Housing 
Authority. 

Yours very truly, 
TEMPLE MCFAYDEN, 
Chairman, State Housing Board. 


STATE Hovusine Boarp, 
Chicago, Ill., September 13, 1956. 
STATE OF ILLINOIS, 
County of Cook, ss: 

I, F. T. MecNicholas, the duly appointed, qualified, and acting secretary of the 
State housing board and the keeper of the records thereof, do hereby certify 
that the attached typewritten resolution is a true and accurate facsimile of 
Resolution No. 56-SHB-75, Decatur Housing Authority, adopted at the regular 
meeting of the board held September 7, 1956. 

In witness whereof, I have hereunto set my hand and have impressed the seal 
of said board this 13th day of September 1956. 

[SEAL] F. T. McNicHoras, Secretary. 


RESOLUTION 56-SHB-75, Decatur HousING AUTHORITY 


Whereas the United States Government has heretofore built and operated 
a housing project in Decatur, Ill., known as ILL. 11218, North Jasper Homes, 
which housing project was erected for the purpose of taking care of warworkers 
during the late World War II; and 

Whereas such housing project was constructed as temporary housing as such 
dwelling units were transported into Decatur from other war-housing locations 
over the United States where the emergency was not so great as in the city of 
Decatur; and 

Whereas in 1950 it was represented to the city by Public Housing Adninistra- 
tion that the Government control of such housing project has been declared 
terminated as the same was no longer needed for war housing; and 

Whereas, by reason of the stringent housing shortage existing in 1950, the 
Council of the City of Decatur, I11., approved such project as permanent housing; 
and 

Whereas Public Housing Administration has informed the city that it is now 
necessary and require by law that they sell and dispose of such housing project; 
that under the law it cannot be sold to the city of Decatur or to the Decatur 
Housing Authority ; and 

Whereas the Council of the City of Decatur, I]. is of the opinion that if such 
housing project is sold to individuals or a private interest that, because of the 
temporary nature of the construction of such project, it will so deteriorate that 
an area of undesirable housing will be created; that such housing in no way 
conforms to the building code of the city and in no way conforms to the zoning 
regulations of the city; and 

Whereas the Council of the City of Decatur has declared that it is to the best 
interests of the community that said project should be disposed of to either the 
Decatur Housing Authority or to the city of Decatur in order that said houses, 
as they deteriorate, would be eliminated and that eventually said housing 
project would be entirely removed from the premises ; and 

Whereas the Council of the City of Decatur has declared that the purpose of 
said purchase by either the city of Decatur or the Decatur Housing Authority 
would be the gradual elimination of dwelling units in such project in order that 
an undesirable housing area would not be created: and 

Whereas members of the State housing board on September 6, 1956, have visited 
and investigated the North Jasper Homes project ; and 

Whereas the members of the State housing board are of the unanimous opinion 
that this project is in great need of repair and is composed of structures that 
are definitely temporary in construction: and 

Whereas the question of the ultimate disposition of this project has been 
presented to the members of the State housing board at their regular monthly 
meeting held in Decatur on September 7, 1956 ; now, therefore, be it 

Resolwed by the State housing board, That the State housing board concurs 
in the opinions and findings of the Council of the City of Decatur and the Decatur 
Housing Authority that the North Jasper Homes project should be declared 
temporary housing by the Congress of the United States and should not be per- 
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mitted to be sold to private individuals or a private corporation in order to 
prevent the creation of a slum; that this project should be transferred to the 
city of Decatur or the Decatur Housing Authority so that a desirable plan of 
present use and eventual removal be prepared ; and that copies of this resolution 
be sent to Hon. William G. Stratton, Governor of the State of Illinois; Hon. 
Everett M. Dirksen, Senator; Hon. Paul H. Douglas, Senator: and Hon. William 
L. Springer, Member of Congress; so that appropriate action may be initiated. 
Adopted September 7, 1956. 


ASSOCIATION OF COMMERCE OF Decatur, ILL,, 
Decatur, IU., August 23, 1956. 
Hon. EvERETr McKINLry Dirksen, 
United States Senator, Washington, D.C. 

DEAR SENATOR DIRKSEN: It is the desire of the Decatur City Council, the De- 
eatur Housing Authority, and the Association of Commerce that the housing 
authority acquire the Jasper Housing project of 180 frame units erected in 
World War II. 

We write to ask you to request the Public Housing Administration to (1) cease 
present efforts to dispose of these units to private individuals and (2) to cooperate 
with the authority in working out a deal for the acquisition of this project by 
the authority. 

We understand that the Public Housing Administration cannot dispose of the 
project to the housing authority without the specific authority of Congress. It 
is our hope that in the coming months the housing authority can negotiate a 
plan with the Public Housing Authority which can be the basis of congressional 
action early in 1957 to permit the formal transfer of the units to the Decatur 
Authority. 

Decatur has initiated steps toward an urban renewal program, including the 
fixing of housing standards and the redevelopment and/or rehabilitation of areas 
that are in need of attention. The attached report in needs along this line has 
just been made. 

In seeking possession of the Jasper Housing project by the Decatur Housing 
Authority, these are among the compelling reasons: (a) that the responsibility 
for the maintenance of reasonable standards be centered with the authority and 
not in the hands of 180 individual owners. After 10 years the Jasper project 
sorely needs attention, including some rehabilitation; (b) that families of low 
income eligible for housing in a project of this kind have access to the shelter 
provided by it; (¢c) that the housing authority have housing units that may be 
available to families who may be displaced by the urban renewal program ; and 
(d@) in years to come, when obsolescence or other reasons make it advisable to 
do so, the site of this project in Decatur’s industrial area. may be cleared for 
industry. 

Please advise how we may expedite action on steps necessary to accomplish 
our aim which, we sincerely feel, is in the interest of the people of this community. 

Respectfully, 
CLARENCE A. SABLOTNY, 
Mayor, City of Decatur, Il. 
L. W. Hvrtt, 
Chairman, Decatur Housing Authority. 
RoGeR B. Pocus, 


Chairman, Urban Renewal Committee Association of Commerce. 


PuBLic HousING ADMINISTRATION, 
HOUSING AND Home FINANCE AGENCY, 
Washington, D. C.. Jnuty 19, 1956. 
Hon. Evererr i. DIRKSEN, 
United States Senate, Washington, D. C. 

Dear Senator DIRKSEN: This is with reference to your letter of July 6 to 
which you attached copy of a letter from Mr. L. W. Hurtt, chairman of the 
Decatur Housing Authority, concerning the disposition of our North Jasper 
Homes projects, ILL—11218 and [LL-11219, Decatur. 

Within the past few weeks Mr. Hurtt was in Washington and discussed the 
subject with other members of the congressional delegation for the State of Tili- 
nois and also the Subcommittee on Housing of the House Banking and Currency 
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Committee. We advised Mr. Hurtt and the congressional delegation by telephone 
that the provisions of section 603 of the Lanham Act, as amended, with respect 
to any housing classified prior to the enactment of this section by the Adminis. 
trator as demountable, provide that the Administrator, no later than December 
31, 1950, and after consultation with the local communities affected, redetermine 
(taking into consideration local standards and conditions) whether such housing 
was of a temporary or permanent character, and after such redetermination 
dispose of such housing in accordance with the provisions of section 607 of the 
Lanham Act as amended. 

The North Jasper Homes projects were of the demountable type of housing and 
as required by the above legislation were determined to be permanent for onsite 
sale. Since the Public Housing Administration made all of the determinations 
as required by the above legislation, the powers of section 603 were thereby ex- 
hausted. There would be no authority to reclassify the projects in question as 
temporary at this late date unless the action taken in 1950 could be said to be 
arbitrary or capricious. We have reviewed all of the facts surrounding this deter- 
mination and confirm our previous decision. 

Permanent projects are not eligible for relinquishment and transfer under the 
provisions of section 601 (b) of the Lanham Act as amended. If the Decatur 
Housing Authority were interested in acquiring the projects at their full market 
value, such disposal would have to be authorized by enactment of special legisla- 
tion similar to that enacted for certain other projects and which provide for a 
sale to the local community or housing authority at full market value based upon 
independent fee appraisals. 

Should you desire any further information or request that we draft such 
special legislation we will be pleased to assist you on further advice. 

Sincerely yours, 
CHARLES E. SLUSSER, Commissioner. 





DecatuR Houstna AUTHORITY, 
Decatur, Ill., June 27, 1956. 


Hon. E. M. DmkKSEN, 
United States Senator, 
Senate Office Building, Washington, D.C. 


Dear Mk. DirKSEN: While in Washington on the 18th, I called your office and 
spoke with the secretary and found you to be quite busy. However, I’m quite 
sure you are aware of this community’s particular problem as concerns the 
disposition of the (Lanham Act) emergency war housing as evidenced in your 
letter of the 138th. 

The Rules Committee has contacted the agency concerned who have in turn 
called upon us for clarification as to the form of our request. They were ad- 
vised here by our director-secretary, that there are 2 projects involved, namely, 
111-11218 and 111-11219, except the 30 buildings located on the scattered lots; 
secondly, the 21.6 acres, more or less, of ground underlying the 2 projects com- 
prised of 180 units; third, that the local authority wished to negotiate the pur- 
chase of such acreage; fourth, that an outright free grant and transfer of the 
buildings and appurtenances be made to the city of Decatur and/or the local 
housing authority. It was on this latter point the agency took exception, ex- 
plaining that these housing units, declared to be permanent, by the PHA Com- 
missioner, could not be transferred without cost. Contrawise if such units had 
been adjudged to be temporary, then such a no-cost transfer could be made, 
(whether this is permissive by existing legislation or precedence we do not 
know). Undoubtedly this point in case will be the basis of any agency opposi- 
tion to the proposed measure. 

A communication on the progress made in this regard will assure us of your 
continuing and genuine interest already shown. 

With all good wishes. 

Sincerely yours, 
L. W. Hurt, 
Chairman, Decatur Housing Authority. 


Senator Doveras. The next witnesses will be Mr. Michael Z. Taines, 
Mr. Harold Z. Taines, and Mr. Leslie Rose, all of Detroit. 
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Mr. Tatnes. Mr. Chairman, I would like to establish the fact that 
the three of us are not together as a joint group. I met Mr. Rose 
here for the first time on the plane yesterday coming here. Harold 
Taines is a brother of mine. 

Senator Doveras. Your brother and you, however, are together. 
Won’t you gentlemen sit down. 

Senator Sparkman. Mr. Chairman, I would like to suggest we had 
better watch the clock. 

Mr. Micnart Tarnes. I am going to try to see your pledge is up- 
held, Senator Sparkman. 

Senator Sparkman. I understand Mr. Bialac is here. Would it 
be agreeable with you to appear tomorrow morning, the first one on 
the program ? 

Mr. Bratac. That would be fine. 

Senator Dovatas. Go ahead. 

Mr. Micnart Tatnes. Senator Sparkman and Senator Douglas, Mr. 
Rose has to be back in Detroit tomorrow. If it is agreeable, you can 
hear his testimony first. Perhaps we can come back tomorrow morn- 
ing. 

Senator SparkMAn. I think we had better get it now, because we 
have a full schedule tomorrow. 

Mr. Micnart Tatnes. Allright. I have just prepared a little state- 
ment here I wish to read. 

Senator Douatas. Go ahead. 


STATEMENT OF MICHAEL Z. TAINES, DETROIT, MICH., BUILDER 


Mr. Micuarni Tatnes. The tight money market is bringing our 
industry to a standstill. It is one thing to be a speculative builder 
and take calculated risks on the future economy of the country—it is 
another thing to start a project knowing you have to lose. 

We have had no problem in finding purchasers for conventional 
mortgages. However, the conventional mortgage constitutes only 2 
percent of our business. We have encountered some difficulty in plac- 
ing our FHA-insured mortgages because the yield they bring is still 
not as large as our institutional buyers want, and therefore we have 
had to absorb a discount on those mortgages. However, our problem 
in the past 16 months has been finding a desirable market on VA- 
insured loans. 

In Michigan, when the VA arrived at a CRV, they invariably allow 
us a lower lot price than we have paid for said vacant lot. Their 
appraisers have refused to allow us our lot cost, even after we have 
shown them proof positive that the purchase price was higher than 
the price they allowed. Their argument, in this instance, has been 
that when we purchase lots from a developer at a higher price than 
we think the CRV will allow, we must then be prepared to absorb this 
cost, and for years we have been so doing, because we have been unable 
to develop enough lots for our own consumption. 

Now, however, after absorbing a partial lot cost and an 8 percent 
discount on the mortgage—that 1s a VA-insured mortgage—a builder 
after selling and delivering a home to a veteran buyer has nothing 
to show but a loss. 

Today in Michigan most speculative building consists of 1 or 2 
models, and this restraint on the part of the builder has meant layoffs 
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and has decreased the purchasing power that our industry usually 
gives to our gener: aleconomy. The truth of the matter is that all types 
of business is feeling this strong economic pinch, and the fatted 
building calf is being choked needlessly. 

In the past, we have paid our workmen $1 for every dollar’s worth 
of labor received. We have paid our contractors in the same fashion, 
and we have paid dollar for dollar for our materials. However, in 
the past 16 months, after a, home has been completed and delivered, 
and it becomes our turn to get paid for our product, we have been 
getting paid on a 92 cent dollar, and if you wish to consider the lot 
cost we absorb, we have been getting paid, in many instances, on an 
88 cent dollar. This cannot go on. 

Many of us have been wishful thinkers. We have felt that Congress 
would outlaw the mortgage discount on Government-insured loans 
next month. However, next month never comes. It has always been 
this month, and the profit-taking discounts grow larger and larger. 

Gentlemen, think of the hypoe risy of our present- -day system. The 
VA places a certificate of reasonable value using pricing sc ales that 
are anywhere from 3 to 6 months behind the current market in arri iving 
at a price for which our homes should be sold. 

The builder invariably absorbs any increases that occur in labor and 
material during the construction of a veteran’s home. Then, if the 
mortgage has not been committed for and it is offered to FNMA, 
another governmental-supported agency set up specifically as a see- 
ondary market, FNMA says that this mortgage is not worth what the 
VA insured it for and discounts an additional 8 percent. 

For example, if the VA CRV says a home and mortgage is worth 
$15,000, why is FNMA given the right, in the final analysis, to say 
it is not worth that much, All Government-insured mortgages should 
and must be sold for 100 cents on the dollar. 

I brought with me something I would like to show you. This is 
the most recent of our discounts, showing an average $1,300 discount 
on a home we sold to a veteran. And there is not $1,300 profit in the 
home. This does not cover the fact that we have got to service this 
home for a year, perhaps 2 years, perhaps 3 years, depending on the 
capriciousness of the inspectors and what they term maintenance and 
what they term faulty construction or defects. 

- closing, I would like to make the following suggestions. 

That FNMA stop selling mortgages, because such sales only 
etnies with the mortgages we have to offer. It has been very easy 
for institutional buyers to refuse to purchase our mortgages, knowing 
full well that the price they offer would antagonize us and break down 
good will that it has taken years to establish. Instead these institu- 
tional buyers walk into FNMA, buy there, and are welcomed with 
oper arms. 

If the institutional buyer wants mortgages, let them compete with 
FNMA. 

If the economy is the watchword place the construction phase of 
the VA under the jurisdiction of the FHA with special privileges 
for the veteran with regard to downpayment, terms and interest rate. 
In many instances the FHA has already made the building inspection, 
which the VA accepts, and justifiably so. The FHA has been a money- 
making institution, and is already equipped to do this job. 
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We recommend, however, that the VA building staffs be continued 
to intercede in behalf of the veteran when the occasion arises for such 
intervention. 

3. The revenue from the mortgages held by FNMA on a nonsale 
basis, if properly channeled through legislation, would contribute 
greatly to the reduction of our national debt. As I see it, V A-insured 
mortgages, if held by FNMA on a nonsale basis, could be a blessing 
to our Federal Government. 

Senator Doveras. In other words, you want FNMA to buy and 
not to sell. 

Mr. Micnaret Taines. I think they should. 


STATEMENT OF LESLIE ROSE, ADVANCE MORTGAGE CORP., 
DETROIT, MICH. 


Mr. Rosr. Senator, 1 would like to say I came up here with these 
gentlemen. While I agree substantially with Mr. Taines’ statement 
of the problem, that is, because of high discounts it is impossible for 
builders to make a normal profit, and 1n fact it often happens that they 
sell their houses at a loss, I am in very substantial disagreement with 
the remedies that Mr. Taines proposes. 

It is my opinion that there is a substantial demand yet for houses, 
atleast in the Detroit area, and I believe throughout the country. 
‘However, housing starts have declined in the last 2 months. In 
Detroit, for example, they were off 28 percent over housing starts in 
the previous year. That is on a seasonally adjusted basis. I believe 
that they will drop still further. However, I believe that there is 
demand for houses. 

For example, the firm with which I am associated—I came here as 
a representative, or rather I am affiliated with the Advance Mortgage 
Corp. My family, however, has been in the building business for 35 
years, and I am associated with our building enterprises. We have 
recently started selling houses on a GI basis, conditioned upon obtain- 
ing adequate financing for the purchase of the housing. We sold 
quite a few houses, 80 to be exact, within a relatively short period of 
ume, approximately a month and a half to 2 months, without very 
much promotion. Other builders that I have talked to have had the 
same experience, or a similar experience—that is, if they could build 
the houses and make a normal profit, or even something less than a 
normal profit, they can sell them. 

Incidentally, I am not here to say that it is the business of the Sen- 
ate to protect the builders, to give them a large profit on their houses. 
The building industry has had profitable years. The last 10, at least, 
have been very good ones. We have had fat years. We can absorb a 
lean one or two. But this year it is not just lean. The profit situa- 
tion is in many cases getting to be a negative one. 

Needless to say, under these conditions a builder cannot build a 
house and sell it on a GI basis if he is going to lose money. 

Senator Doveias. What do you suggest ? 

Mr. Rosr. Several things. First of all, a raise in the VA interest 
rates. This will not eliminate the discount, because it still will not 
bring the yield on GI loans—that is, if it is raised to 5 percent, will 
- bring it up to competition, or to a competitive level with many 
others. 





718 HOUSING AMENDMENTS OF 1957 


Senator Dovernas. Mr. Rose, you know that in the jurisdiction of 
the various committees, so far as the Senate is concerned, this is g 
matter for the Senate Labor and Public Welfare Committee, and jin 
the House for the Committee on Veterans’ Affairs. I believe Monday 
in the Committee of the Whole in the House, the proposal to raise the 
interest rate from 414 percent to 5 percent was defeated by a teller 
vote of 82 to 45. 

Mr. Rose. It was my understanding what happened was that it was 
ruled that the amendment was not in order. It was an amendment to 
a House bill. 

Senator Doveras. I am told that on the direct loan interest rate, it 
was rejected. Of course, the two are more or less interconnected. 

Mr. Rosr. Frankly, Senator, I do not hold out great hopes for such 
a thing happening. This would be, in my estimation, a logical pro- 
posal. However, it is not likely to be passed, I understand. How- 
ever, there is another alternative. That would be to lower the down- 
payment on FHA loans so that the man who does not have a substan- 
tial downpayment, who would otherwise have been eligible for a VA 
loan, would be able to get an FHA loan. The interest rate on FHA 
loans being higher, the discounts are less. Our firm, for example, 
is willing to build houses, and is starting houses for sale on an FHA 
basis. 

Senator Doveras. As I understand it, FHA has the power to de- 
crease the downpayments by 2 percent. 

Mr. Rose. Yes. That is not substantial enough, however. 

Senator Doveras. They declined to reduce it by 2 percent. At the 
same time, they come up here and ask us to reduce it. 

Mr. Ross. I don’t know why they they might do that. 

Senator Doveras. Have you talked to FHA ? 

Mr. Roser. Well, not the people in Washington; no, sir. 

Senator Dovenas. We are not trying to give you a run-around. But 
we are trying to indicate some of the difficulties that we have. Here 
is a group that asked us to reduce the downpayments, and they had 
the power in their own hands to reduce payments by 2 percent, which 
they have refused to do. 

Mr. Rose. I don’t know why they have refused. However, even 
if they did reduce them by 2 percent, that would not really solve the 
problem. It still comes back to you ultimately. 

Senator Doveras. It was testified by a man very sympathetic to 
them that the reason they did not do it was that Mr. Humphrey would 
not let them, and the Federal Reserve was opposed to it. So what 
we face is the opposition of the Treasury and the Federal Reserve 
and the administration. 

Mr. Roser. Senator, I might suggest, that is to put it bluntly, more 
or less your problem, not mine. 

Senator Dovenas. You say it is our problem. It is a problem of 
all of us. 

Mr. Rose. Well, yes. Anything that is your problem, is the problem 
of all of us. 

Senator Doveras. Suppose we get into a knock-down, drag-out 
fight with the administration on this issue—would the building in- 
dustry of the country support us, or would they say, “we would pre 
fer the gentlemen with whom we have always traded.” 





HOUSING AMENDMENTS OF 1957 719 


Mr. Rose. I don’t know that the building industry has always asso- 
ciated with these other gentlemen. 

Senator Dovetas. I can only testify from my own experience 
around Illinois, that the building industry has been 994499 percent 
attached to the party which is now running the Government. 

Mr. Rose. My observation would not entirely agree with that. 

Senator Douctas. It might be 99 percent. 

Mr. Rose. Perhaps on general issues. But on the specific issue of 
what to do—— 

Senator Doveras. I see. When you get pinched, you run to the 
Democrats for help, but when you are not pinched, you support the 
others. 

Mr. Rose. That is not my feeling, personally. 

Mr. Micnarn Tarnes. Senator Douglas, I would just like to add to 
that that I have been telling a lot of them, “I told you so.” 

Senator Doveras. You see, I am trying to help you out. 

Mr. Rose. Senator, it may be that many in the building industry— 
although I do not entirely agree with you—have supported the current 
administration. That does not mean that the current administration 
could not be wrong on specific issues. But I did not come here to talk 
about that. 

As I said before, the building industry has had fat years. We can 
take lean ones now. 

Senator Dove.as. But you cannot starve to death. 

Mr. Rose. That is correct. 

Senator Dovenas. I think that you should write a letter to Mr. 
George M. Humphrey, Mr. Sherman Adams, and Mr. William Mac- 
Chesney Martin. 

Mr. Micnaru Tarnes. Senator, the thing that does hurt is the fact 
that we have had to lay off many men, and we just cannot find a place 
for them. And they are specialized men. They are around the office, 
wondering when we are going todo something. Frankly, we absorbed 
$161,000 as a loss last year, just carrying them along, waiting for 
something to happen. For asmall business, that is a lot of money. 

Senator Doveras. I know. We appreciate the difficulties you are 
in. Believe me, we feel frustrated, too. 


STATEMENT OF HAROLD Z. TAINES, DETROIT, MICH., BUILDER 


Mr. Harotp Tatnes. Senator, of course, I haven’t said anything yet, 
but I am going to try real hard and quick. 

For the record, Michael Taines and I are not connected. We are in 
competition, more or less. But our views are much alike on the situ- 
ation, because I feel it affects all builders the same way. 

I would like to say in reading articles published by Mr. Martin, who 
Ibelieve is the head of the Federal Reserve Board, and Mr. Humphrey, 
of the Treasury Department, that they are trying to curb what would 
be an inflation or trying to curb a depression. I will practically say 
a depression almost exists in our industry at the present time, and I 
can see no future cure for it without some legislation. I am a project 
builder. I go in and build 100 or 125 homes, employ somewhere 
around 750 to 1,000 employees that come in and work on my specific 
jobs. Most of my contractors have gone broke, have gone out of busi- 
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ness. They cannot carry the type of employment roll that they have 
had on their books when they were doing production work. 

What I am trying to say by this is that today there is no more pro- 
duction building. ‘We are not production builders. We are not put- 
ting out the amount of homes that the country needs, because we cannot 
give them the terms, we cannot give them the downpayments, and we 
have to take a loss on the ultimate mortgage. 

Senator Doveias. May I say that this testimony, not merely from 
the grassroots, but from the places where the homes are being built, or 
not built, is most eloquent. It is really better than overall figures 
which we get. We appreciate your testimony very much. We hope 
that we may have the support of all of you in trying to proteet 
the building industry and the homeowners of the country. 

We will now stand in recess until 10 o’clock tomorrow morning, 
room 301 of the Senate Office Building. 

(Whereupon, at 12:30 p. m., the hearing was recessed until Thurs- 
day, March 28, 1957, at 10 a. m.) 
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THURSDAY, MARCH 28, 1957 


UN Irep STATES SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
SUBCOMMITTEE ON Hovusine, 
Washington, D. C. 

The subcommittee met, pursuant to recess, in room 301, Senate 
Office Building, at 10 a. m., Senator Joseph S. Clark presiding. 

Present: Senators Sparkman, Clark, and Capehart. 

Senator Ciark. The committee will be in order. The first witness 
is Mr. Jerry Bialac, of La Jolla, Calif. I regret that the Senate is 
in session this morning, and several of my colleagues are required 
to be on the floor. But we are happy to weleome you here. I can 
assure you that your testimony, when it goes in the record, will be 
carefully considered by all the members of the subcommittee. 

I will ask you if you will proceed in your own way. 


STATEMENT OF JERRY BIALAC, PRESIDENT, RENTAL DEVELOP- 
MENT CORPORATION OF AMERICA 


Mr. Bratac. Mr. Chairman and members of the committee—again 
Tam indebted to this committee for the opportunity of expressing 
my ideas and recommendations on this important legislation. Today 
marks my third appearance before you as a private citizen, and I 
know that although I represent no group or pressure lobby, my state- 
ment will be as carefully considered as any that has been presented 
before you, for on each of my past appearances you have seen fit to 
incorporate a number of my recommendations into legislation. 

To review my background briefly, my father. Samuel G. Bialac, 
and I are engaged in the planning, development, building, and opera- 
tion of low-medium-cost apartments. My father has been in the 
building business for some 17 years and I joined him after leaving 
the Air Corps in 1945. During this time we have built thousands of 
FHA homes and apartments in the Southwest United States. At the 
present time, we have completed and are operating a section 608 project 
in Los Angeles of 795 one- and two-bedroom apartments: a 207 project 
in Phoenix, Ariz., consisting of 525 one- and two-bedroom apartments, 
a park, swimming pool, and shopping center; and we are starting a 
207 project in San Diego, Calif., of 735 badly needed apartments with 
we ping facilities. 

San Diego is the most critical housing shortage area in the United 
States today. Our project will be approximately 3 minutes from the 
new Atlas missile plant which is now under construction and which 
I understand will employ some 17,000 persons. The FHA in San 
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Diego, under the able Mrs. Fay Hartman, has cooperated with us 
100 percent to get this needed housing started. We also have in the 
planning stage section 207 projects for the Los Angeles and Denver, 
Colo., areas. 

We have recently attempted to secure contracts for . arious Capehart 
military housing construction, and with Senator Capehart’s help, 
I have had conferenc es with the heads of military housing in the 
Pentagon for tlie purpose of diseussing eertain inadequacies of the law. 
It is with this experience that I offer the following comments and 
suggestions. 

Section 207 of the National Housing Act provides the only low- 
rental housing program to the general public. Its provisions for ren- 
tal control are in line with the present effort to stave off inflation, and 
is the only way permanent and pleasant surroundings may be — 
at a reasonable rate in such rental-starved areas as, for example, San 
Diego. The inability to acquire such rentals will keep many engineers, 
scientists, and workers from jobs in plants like the Convair Atlas mis- 
sile plant and seriously hamper the Nation’s defense as well as the econ- 
omy of our country. In the past, the rate of production of rental 
under this act has ridden on the roller-coaster cycle of the whimsical 
mortgage market and the incentives, or lack of them, in the various 
housing bills. 

Therefore, to even out the mortgage market and level production 
rate of apartments so there will not be too many or too few apartments 
available, but the right amount to keep a small even vacancy factor 
which will make competition and keep the services and maintenance 
top quality, as well as force conventional apartments to a more realis- 
tic rental ceiling, it is recommended— 

(a) That the Federal Reserve System require member banks to keep 
a minimum and maximum portion of their portfolios in Government- 
insured housing. 

(6) FNMA, which has recently announced that it will take prior 
commitments on section 207’s, has taken a step in the right direction, 
but teeth must be inserted. They must put their prices more realis- 
tically in line and keep them on a permanent basis to balance the mar- 
ket in times of need. A warehousing provision will keep the mort- 
gages until a better market is available and FNMA will have to pick 
up only a small fraction of them. 

(c) Nomore raises in interest rates. This is inflationary and in the 
long run will help no one. Builders will argue that it will loosen the 
market. It isnot so. If the money is available for construction work, 
it will come forth. 

Senator CLrark. Mr. Bialac, may I interrupt you for a moment, on 
your recommendation that there should be no more raises in interest 
rates, because that interests me. We have had so much testimony 
here from builders in support of raising of interest rates. For exam- 
ple, Mr. Levitt was here the other day, and he felt that he could build 
plenty of houses at cheap prices if interest rates were only allowed to 
find their economic level in a free market. I myself have been skepti- 
cal of that point of view and tend to agree with you. But I wonder 
if you would elaborate a little as to why you think if we hold interest 
rates down, we are still going to be able to get these mortgages placed. 

Mr. Bratac. Well. sir, I do not include the VA. I think that should 
he leveled off. But any future increase in FHA or VA after that level- 
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ing off would only hurt the builders. The ones that are now holding 
many warehouse loans would have no market at all for their paper. 
And the companies that are competing with the builders for that 

money, the manufacturers, can afford to pay a higher interest rate at 
better yield. And they will just go up one step higher. That will 
bring the cost of the materials higher. And by bringing the cost of the 
materials higher, that will just raise the prices for the builder, and after 
maybe a month or so of a little more favorable m: irket, it will go back 
to the same conditions. 

Senator Clark. You thing higher interest rates will price you out of 
the market as far as being able to supply rental housing is concerned. 

Mr. Brarac. Well, the straw that broke the camel’s back is just 
about ready. Another half point would add about $3 a month to 
the rental rates. 

Senator Ciark. As a point in fact, you are in competition with 
money with far stronger competitors who can afford to pay higher 
interest rates and who normally would be favored if the market were 
allowed to seek its own level. 

Mr. Braxtac. That is correct. 

Senator Crark. If there is not enough money to go around, the 
money will go to the strong and not to the weak. Do you agree with 
that ? 

Mr. Brarac. That is correct. If there is enough money, they come 
seeking the builders. There have been many times when they paid us 
over par for these loans, because they had plenty of money. And I 
believe it is not the interest rates, but the amount of money available 
on the market that is going to determine whether we get the loans or 
not. 

Senator Crark. Would you agree that in order to hold down in- 
flation, there has to be some limit on the amount of money on the 
market 

Mr. Bratac. In certain industries, yes. But in—well, for ex- 
ample, the farmers must be subsidized, airlines must be subsidized—— 

Senator Ciark. The small-business man. 

Mr. Brarac. No, I am not including subsidies. But I do say that 
the mortgage market should be boosted by the Government for hous- 
ing. Now, food and transportation are necessities, as well as shelter. 
It is something we have to have. 

Senator Crark. Go right ahead. 

Mr. Branac. And I think the Government should support the hous- 
ing market some, but only by that support can we gain, not by in- 
creasing interest rates. 

The builders do not pay this increase—it is tacked on to the price 
of the house or the rental of the apartments. Many builders presently 
building under the old rate will find themselves with absolutely no 
market for their mortgage paper at the lower rate, and those com- 
peting for the money who are not in the housing business will have 
to raise their offer rates, and consequently their prices; and the build- 
ers will have to pay more for materials—hence the vicious circle. 

In the long run it will not help the banks—-all the paper they hold 
at lower interest rates would de preciate greatly, should they have to 
cash in some of that paper. 

Now, that is another thing. I don’t think the banks really want to 
change their interest rates too much. They hold a large portfolio of 
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these 20-, 30-, and 40-year loans, and should they need some cash, they 
would take a good licking on the lower interest rates. 

Senator Ciark. I think you would be surprised at the very liye 
interest the banks have in high interest rates. 

Mr. Braxac. Certain types. 

Many builders are shying away from section 207’s because of the 
cost certification. This in effect says the FHA estimates the cost of 
the building would be x dollars. If you are an average builder, you 
will come out with a 90-percent loan, but if you are an efficient and 
experienced builder, you must give back your savings. This destroys 
initiative and discourages enterpr ise. I do not recommend the 
abolishment of cost certification, but I do recommend that it be modi. 
fied to read 100 percent of costs instead of 90 percent of costs. In this 
way, no windfall could be realized, but it would encourage the good 
and efficient builders to participate in this program. 

Sir, if I may stop at this point. This is one of the most important 
things in rental housing. I think you will find that the rental starts 
in the past 6 or 8 months have been far worse in proportion than 
housing starts or anything else. And the cost certification is one of 
the reasons for it. Now, it is discriminating against rental housing 
by putting this cost certification in. A w indfall can be just as easily 
made on a house as on rental housing. We can sell this rental hous- 
ing just as easily as we can sell regular housing. 

Now, I think that there should be a cost certification at 100 percent. 
That way there could be no windfall. Now, at 90 percent, no builder 
is going to try and make any savings. He will just spend what is 
available there, whether it is waste or not. 

Title 8 of the National Housing Act, commonly referred to as the 

Capehart Act, is an act which basically is the right answer to mili- 
tary housing, but in its present form and with its ; administration de- 
pending upon so many branches, subbranches, military arms, area en- 
gineer branches, and base commanders, that by the time the finished 
plan is back and ready to bid, it is so elaborate, expensive, nonfune- 
tional, expensive to maintain and expensive to live in, that it has lost 
its identity as its original purpose, to have pleasant, inexpensive, and 
convenient quarters for families of the armed services personnel, 

The reason and cure for these charges will be explained in the fol- 
lowing recommendations. 

As a result of the overplanning of these units, builders have been 
afraid to bid freely, as the cost of construction is so close to the legal 
limit allowed by the law and, in some cases more, and the el: borate 
plans and specifications make bidding too much of a risk. Also the 
huge loans and financing costs cut further into their profits. 

It is recommended that plans should be standardized for all 
branches of the service and it should then be the duty of the arehi- 
tects who are chosen, to adapt these plans to local climatic and archi- 
tectural styles from the same standard floor plan, and engineer these 
plans to the local terrain. 

Base commanders who are now allowed too much leeway in the 
planning of the projects would then only specify the number and 
types of units needed by the base, and approved by higher authority. 
This would eliminate much of the extravagance and waste now show: 
ing up in the plans. In their natural effort to get the best for their 
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men and the finest for their post, the taxpayer is often forgotten, and 
of all times, now is the time to cut. 

The greatest problem faced by military families moving from post 
to post is that drapes and curtains practically never fit the new win- 
dows, and they have to either throw them away and get new ones, or 
leave the windows bare or ill-fitted. The furniture too often does 
not fit because of different-size rooms and varied wall space caused by 
different placement of windows and doors. In these cases, unless the 
military family is ready to go to great expense, no matter how elab- 
orate the quarters are, the living is sublevel. Duplication and mo- 
notony of design can be overcome by the correct use of colors, exterior 
design, and site planning. 

Standardization of plans could achieve many savings in construe- 
tion and future maintenance. Bearing walls could be so placed that 
standard sizes of lumber could be utilized with no waste, cabinets and 
doors of standard sizes and in available quantities could be specified. 
Too often, custom-made cabinets and items in short production are 
required. 

Architects should be chosen for their experience and ability in this 
field. Many architects are more eager to achieve an artistic monu- 
ment than a costwise, pleasant functional project. 

Another of the shortcomings of military housing is the mainte- 
nance which is going to be way out of proportion in the plans that I 
have seen. Standardization of certain features will cure much of 
that, but it is reeommended that—more multifamily units be built. I 
would like to qualify that multifamily units. I do not think they 
should be built for families with over two children. But there are 
many, many families with under two children in the lower ranks. 
It could taper off into duplexes for the higher-ranking officers and so 
forth. 

Jecause of their concentration, common walls, centralization of 
utilities, switchboxes and meters, hallways, sidewalks, garages, and so 
forth, multifamily units are easier to maintain. They are far cheaper 
per unit to build and their land cost is far less per unit. Multifamily 
units properly planned with parks, playground and swimming pool, 
can be far easier and pleasanter living for the military family that 
moves frequently. Many items of maintenance that must be done by 
families themselves in their limited time—mowing the lawn in single- 
family houses could be eliminated because of the concentration and 
land coverage in multifamily units. Too often the wife must do these 
manual chores because of duty by the husband. 

There are other items which can be corrected which will make this 
act as workable and as beneficial as it can be. 

It is recommended—that all Capehart projects be halted tempo- 
rarily and a committee formed of builders, architects, land planners, 
engineers and military, to study the problems and recommend a pro- 
cedure to regulate further construction. 

In these times of high Government spending, there is one obvious 
duplication of effort which, if corrected, would not only cut costs, but 
would make more efficient the job both agencies are striving to do. 
I speak of the VA Appraisal and Examination Departments. It 
would be highly advisable to— 
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1. Dissolve the VA Appraisal and Examination Departments and 
transfer such personnel as architectural, building inspectors, under. 
writers, planners, etc., to the various FHA offices. 

2. Provide a new program under FHA to include all the benefits 
ye the GI would get under the present VA regulations. This would 
not interfere with other \ VA activities and the GI would still get his 

certificate of eligibility from the VA. 

3. The increase in trained personnel in FHA would enable that 
agency to take on the added traffic and even to process their regular 
cases better—because there would be no crosspurposes. This, too, 
would eliminate competition with each other in the mortgage market 
and standardize such things as interest rates, regulations and building 
standards. 

When I appeared before this committee in 1954, I suggested that, 
because of the huge growth of the construction industry, which j is 
the Nation’s largest industry —and I included home building, school 
and defense plant construction, road building, commercial construe- 
tion and many other phases, a Department of Housing and Construc- 
tion be created, and that this Department be headed at a Cabinet level 
by a Secretary of Housing and Construction. 

I suggested further that the Housing and Home Administrator, 
Mr. Albert Cole, should be that man. The events of the past few 
years—the multibillion-dollar road bill, ever-expanding school, home, 
and factory construction—have increased that need a thousandfold. 
The capable and efficient way in which Mr. Cole has administered this 
complex agency prove beyond any doubt his ability and specialized 
know ledge : needed to handle this post. 

I urge . this committee to use its great influence for this purpose— 
to fill a gap in our governmental administration which is so impor- 
tant to our economy, defense, education, and welfare. 

Senator Crark. Thank you very much, Mr. Bialac. Senator 
Sparkman, do you have any questions? 

Senator SPARKMAN. Very brief. I was interested in your discus- 
sion of section 207. Practically no rental housing is being built under 
that today, is there? 

Mr. Bratac. Hardly any at all, sir. And it is the only program 
there is for the general public. 

Senator Sparkman. You referred to the inability. In what way 
are you unable to build under section 207 ? 

Mr. Bran AC. Well, the mortgage market is one concern. 

Senator Sparkman. Of course, that is the trouble in all of it. 

Mr. Bratac. I truthfully believe that that will even itself out. 

Senator SparKMAN. Well, if that does even itself out, will section 
207 be usable again ? 

Mr. Braxac. It will be, providing the cost certification can be modi- 
fied. Anyone that is building under these programs—well, it is too 
much of a temptation, if the money is there—they just don’t want to 
put it back in the mortgage. They will spend it on something useless, 
or perhaps give more on a contract to one subcontractor, to favor him 
on another iob, And it is too much temptation for anyone. 

Senator SparkMan. HH: ve you and your father built or considered 
building under section 213 ? 
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Mr. Bratac. No; we have considered it. But we would prefer to 
invest our money. Now, these section 207’s are long-term imvest- 
ments. They make a small 614-percent return on your investment. 
But if they are built properly, and if they are maintained correctly, 
and you keep the tenants happy, they are the best investment that 
there is. 

Senator SparnkKMAN. Have you built any under sections 220 or 221? 

Mr. Bratac. No; we have not, sir. We are considering that right 
now, however. I would like to give you a couple of brochures on the 
type of apartments I am talking: about. Now, these apartments are in 
Phoenix. They rent from $67.50 up to $86. 50 for 1- and 2-bedroom 
apartments. And they include a park and swimming pool. 

Senator SPpARKMAN. That is all, Mr. Chairman. 

Senator Cirark. Mr, Bialac, I take it you feel that the great need 
in the San Diego area is for rental and not sales housing; is that 
right 4 

Mr. Branac. Definitely, sir. They are bringing in more and more 
of the missile plants, and the Convair Air is doing the biggest job for 
the Air Force right now, and the Navy. 

Senator Crark. Those people do not want to buy—they want to 
rent. 

Mr. Bratac. That is right. They are brought in there for a year 
or two years. They are young scientists, brought directly from col- 
lege, physicists, engineers, for the most part they are not married yet, 
and if they are married, they have no family. They are not sure 
where they want to stay when they first arrive in these cities. The 
vacancy factor for San Diego is zero. 

Senator Ciark. Is that true in the Phoenix area also? 

Mr. Brauac. Yes, sir. For example, in the Phoenix area we have 
living in our apartments right now 75 executives from the General 
Electric Co. They are moving their new computer plant out there. 
They are staying there while they look around the town, see where 
they would like to live. We have about 60 percent of our population 
in engineers and electronics people. 

Senator Clark. How would you describe the area in which you and 
your father are building—urban, suburban, or rural ? 

Mr. Bratac. Suburban, mostly, because the areas right in the town 
are too expensive to build these apartments on. We must get land 
that is in line with our rental prices. 

Senator Ciark. This is not way out in the country. 

Mr. Bratac. Oh, no. The project in Phoenix is on Camelback and 
ith Avenue—and a lot of the industry is going right out the Black 
Canyon Highway there. 

Senator Cuark. The economy is tied to the city. 

Mr. Bratac. Yes, sir. 

Senator Crark. An existing city. 

Mr. Bratac. That is correct. In every city we do build, like San 
Diego, Phoenix, and Los Angeles, it is right around, mostly for factory 
workers, and for defense plants. 

Senator Ciark. The reason I ask is that some of us have been 
thinking more of a department of urban affairs than a department 
which would take in housing and highways. 
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Senator Carenart. I have not had a chance to read this statement 
yet, unfortunately, but I believe you sum up here, do you not? Yoy 
sort of have a summary here of what you recommend. 

Mr. Brauac. Yes, sir. 

Senator Cuark. Perhaps, Mr. Bialac, you would state briefly what 
your recommendation is about Capehart military housing, for the 
benefit of the Senator. 

Mr. Biatac. I believe, in a nutshell, that there are too many middle. 
men in the Capehart housing, and actually they are not getting their 
money’s worth for the housing they are ‘building. For the $16,000 
I think they are getting about $11,000 worth of house. There are too 
many middlemen in it. I believe that there should be more multi- 
family units. And I made a point of saying that not for families of 
over two children in the multifamily. But there are a good portion 
of the families 

Senator Carenart. Have you built any Capehart housing ? 

Mr. Bratac. No, sir. 

Senator Capemart. Have you bid on any? 

Mr. Biauac. Yes, sir. 

Senator Carenartr. You were always high. 

Mr. Bratac. No; we were not high. We dropped out. We have 
bought the plans and have gone into the bidding and everything else, 
and we have dropped out. 

Senator Cargenart. Why would you drop out? 

Mr. Biatac. We did not feel we could do the right job. We felt 
that it was a waste. 

Senator Carenarr. What was a waste? 

Mr. Bratac. The plans are too elaborate. For example, I can tell 
you that on one job they had offered to cut out $800,000. It was a 
$21 million job, but they offered to cut out $800,000 worth of the things 
in the plan to meet the labor raises that had gone on. Now, there 
should not be $800,000 to cut out of a plan. That should not be in 
there in the first place. 

Senator Capenart. What do you mean it should not be in there! 

Mr. Brarac. They should not spend everything they have got for 
these plans. They should spend what is necessary. And these extras, 
if they can be cut out at the last, they should not be put in in the first. 

Senator Cargenart, Are you against the boys in the service having 
as good a house as they have outside ? 

Mr. Branac. Absolutely not. But, sir, what I am saying, is that 
if you look at that brochure, you will see apartments we are building 
for under $8,000, including land costs, which are air conditioned, 
brick buildings, oak floors, parks, swimming pool, garages for each 
unit. 

Senator CapreHart. You mean those are apartment buildings? 

Mr. Braac. That is right. Multifamily units. And they are for 
under $8,000. And they have more square footage in them than 
some of the houses they are spending $1: 1.000 on. 

Senator Sparkman. How much? 

Mr. Branac. 1,080 square feet in a 2- bedroom apartment. 

Senator Caprnart. Are you against the Capehart housiing? 

Mr. Branac. No; I am not. Tam “re it. 

Senator Carenart. You are just trying to improve it. 
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Mr. Branac. Yes. I think it is a very good bill, and I think it is 
the answer. But I think that they were in such a rush for it, that 
the administration of it is not going properly. I believe that they 
should standardize floor plans. If you remember, sir, you sent me 
to the Pentagon to talk to the heads of the housing there, and they 
showed me a book which they had prepared, which had standard 
plans that they recommended to these different engineers and base 
commanders, which they said they would not use. They were won- 
derful plans, good plans, efficient plans, and I am sure they could 
have been built for much less than the plans they are now throwing 
on the market, and give much better housing. ‘They are trying to 
do it there, but there is too much redtape tangled up in it. And I 
just believe that Congress should lay out a line of what they should 
do, and limit 

Senator CarpeHarr. You think we ought to become architects here ? 

Mr. Brarac. No, sir; they already have the plans and they are 
beautiful plans. And it was the Pentagon themselves that had this 
standardization book drawn up. And that is what should be done. 

Senator Carrnart. Why don’t you go over and talk to them? 

Mr. Bratac. I did. But they say every time they have submitted 
this, no one has used it. There should be someone to say that they 
must use these standardizations. 

Senator Carenarr. Of course, it is your judgment against theirs; 
is it not ? 

Mr. Bratac. They want to do it, too. 

Senator CareHarr Who wants to do it? 

Mr. Brarac. I forget his name. He is head of the housing. They 
have tried to doit. Mr. Arrington. 

Senator Ciark. In the Pentagon ? 

Mr. Bratac. Yes, sir. They have tried to do it. They have sent 
itout and 

Senator CareHarr. What you are recommending is to build ex- 
actly the same house in every installation in the United States? 

Mr. Brauac. Yes, sir; the same floor plan, but it is not the same 
house. In every area there is a different type of material used, a 
different kind of architecture used, and different layouts. And by 
color and diversifying these things, they would not be the same. But 
their curtains and drapes would fit, their rugs would fit these apart- 
ments. As it isnow—lI talked to a lady as late as yesterday, who is the 
wife of an Air Corps officer, and she is going to Korea. They have 
checked with the housing there, and they said it is beautiful housing, 
but their drapes won’t fit. And they have to buy the drapes of the 
family living there. Their drapes they have to try and sell. Now, 
if they cannot afford to do that, no matter how beautiful they make 
these houses, they are going to be substandard. And I say that a lot 
of the architects that are now designing these projects have never 
done any designing on this type of housing and do not know what they 
are doing. 

Senator Carenart. I just have one question. Who are these mid- 
dlemen you are talking about? That interests me very much. If 
there are any middlemen in here, who are they ? 

Mr. Bratac. For example, the brokers on the money. Now, these 
loans are so huge in some cases—and it is not in the case of all of it— 
but some of these $21 million loans are split up into 6 or 7 cases, but 
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they have 3 or 4 of them going at one time. Should there be any 
delay, a strike, or one subcontractor cannot finish something or there 
is a materials slow-down, that means that their interest per day wil] 
be so great that any delay——— 

Senator CaprHart. Whose interest ? 

Mr. Brarac. The builders’. They will be paying interest every day 
on this money that they have it out. 

Senator CaprHart. Why shouldn’t they if they borrow it? 

Mr. Brarac. That is correct. But the amount is so great that any 
delays will cost so much more, that they are adding to their—— 

Senator Carrnart. Wouldn’t that apply on the building of any 
kind of a house or project ? 

Mr. Branac. It would apply on any kind of a house. But the loans 
are never this high. Also, to get these high loans they are paying 
very high service fees and broker rates to get these construction loans, 
FNMA had some money for a while for the long-term and that was 
fine, but 

Senator Carenart. Is it any different than any other project, any 
other housing ? 

Mr. Bratac. Just that they are so huge that it exaggerates it. 

Senator Crarkx. Do you recommend that FNMA ought to be per- 
mitted to pick up construction loans? 

Mr. Bratac. Yes, I do. I think that would help Capehart housing 
immensely. 

Senator Sparkman. FNMA pick up what? 

Senator Crark. Construction loans. 

Mr. Bratac. Interim loans. 

Senator Carenart. That is all. 

Senator Ciark. Thank you very much, Mr. Bialac. 

Next we will hear from the National Association of Housing and 
Redevelopment officials, Mr. Knox Banner. 

Mr. Banner, we are happy to welcome you back, and to have the 
benefit of your views. It is my understanding that you are pre- 
pared to submit this statement for the record and perhaps to hit the 
high points in verbal testimony ; is that correct ? 

Mr. Banner. That is correct. 

Senator Crark. Then the statement will be printed in the record at 
the end of your remarks. Will you just proceed in your own way, 
Mr. Banner. 





STATEMENT OF KNOX BANNER, PRESIDENT, ACCOMPANIED BY 
JOHN R. SEARLES, JR., EXECUTIVE DIRECTOR, REDEVELOPMENT 
LAND AGENCY OF THE DISTRICT OF COLUMBIA; JOHN LANGE, 
EXECUTIVE DIRECTOR, AND HUGH MIELDS, JR., ASSISTANT 
DIRECTOR, NATIONAL ASSOCIATION OF HOUSING AND REDEVEL- 
OPMENT OFFICIALS 


Mr. Banner. Thank you, sir. I would like to introduce our vice 
president, John R. Searles, who is executive director of Redevelop- 
ment Land Agency of the District of Columbia, and our staff, John 
Lange, executive director of our association, and Hugh Mields, Jr, 
who is assistant director. 

Senator CrarKk. We are happy to have you gentlemen with us. 
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Mr. Banner. As I said in my statement here, I am also the executive 
director of the Housing Authority of the city of Little Rock, Ark. 
We are pleased to have had Senator Capehart as a visitor in our State 
recently, and we welcome others of you who are able to come. 

I will hit 3 or 4 high points, if I may, and then attempt to answer 
questions that you may have. 

One of the most serious problems, it seems to us, in this very com- 

plex problem of housing, is a lack of necessary data i in order to make 
 telligent decisions. It is our feeling that it is necessary that this 
data be accumulated for these decisions to be made properly. 

We also feel that this committee might well, if it so desires, under- 
take additional studies in the interim. 

Senator Crark. Mr. Banner, what kind of additional studies do 
you think this committee ought to make ? 

Mr. Banner. This is detailed in the testimony, but it involves 
actually the basic information which we must use—the 1950 census. 
I think we all recognize that although this is only 6 years old, or 614 
years old, it is even more out of date than census data 614 
years old was a decade or two decades ago, because of the greater 
mobility of our population, and because of the tremendous changes 
that have been taking place. So the housing data and the income data 
that is available at present for all segments of the population is not 
adequate to make proper decisions on any of these aspects, in our 
opinion. 

From the standpoint of public housing, I would like to say that we 
feel the need for public housing is still great, but the effective demand 
is not demonstrated because of a number of problems, some of which 
are operating problems, and these problems can be solved, some by 
legislation, and some by administrative changes. They are outlined 
in detail in the statement. But I would like to touch briefly on one 
of the main problems. 

First, I think that we recognize that low-rent public housing by 
legislative history and by statute clearly was never meant to go ‘only 
for families that’ were on relief. It is recognized that many families 
who are on relief would benefit from it, but it was not solely for such 
families, and it has been clearly demonstrated in all legislative history, 
in our opinion. 

The fact that the rent-income ratio which exists now is an inflexible 
one, maintains the same percentage of the family’s income as that 
income goes up, creates a problem, because this is not true of the pri- 
vate market. As a family’s income goes up, a smaller and smaller 
percentage goes for rent. So as the family who is in public housing 
has an increase in income, by virtue of having to pay a dispr oportion- 
ate amount, continue to pay a disproportiona ite amount of its income 
in rent, it finds itself in a position of possibly seeking other shelter 
that may not be completely standard in order to have some income 
available for the other uses for which a family in this income level 
normally spends such money. 

So one of our specific recommendations relates to this. That is a 
reduction in the rent-income ratio. 

Senator Crark. Are you familiar with a bill, S. 1737, which I in- 
troduced in the Senate yesterday on public housing ? 

Mr. Banner. No, sir; I have not seen it. 
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Senator CiarK. I would be happy if you would have an opportun- 
ity to take a look at it and let us have in writing your views as to 
whether it meets the need you just. mentioned. 

Mr. Banner. We will be glad to review it and give you our com. 
ments on it, sir. 

This change we recommend in the rent-income ratio is to permit 
rents to go as low as one-seventh of income and be permissive, after 
applying the present allowable exemptions of $100 for each minor, 
these exemptions to apply for both admission and continued oceu- 
pancy. And also to allow similar exemptions for unemployable 
adults who are dependents of the family, elderly father or mother, 
persons with no source of income—deductions from family income of 
up to $600 on earnings of minors or secondary wage earners, to apply 
for determining incomes, for setting rents, and “for admission and 
continued occupancy. This $600 we borrowed from the Federal 
exemption on income tax, using that as a criterion. 

Senator CiarK. The end result of all these recommendations would 
be to permit families to stay in public housing with a higher income 
than at present, is that right ? 

Mr. Banner. It would permit them to be able to stay. Actually, 
we are not recommending any increase in income limits, because each 
community sets its own income limits with the approval of the 
Federal agency. But before they reach these maximum income 
limits, many families feel compelled to move, because a dispropor- 
tionate amount of their increased income must go for rent. 

Senator Crark. Why is that bad? Is it your thought they cannot 
find adequate housing elsewhere ? 

Mr. Banner. Yes; they cannot at that level. So if they are forced 
to move out before they reach the limit of continued occupancy, they 
are unable to find standard housing at that price. If we have a 
declining rent-income ratio, where they pay a fair amount, but a 
lesser percentage of income as rent as their income goes up, as is true 
in the private “market, then they will be able to stay and enjoy the 
benefits and still, at the same income level, be required to move and go 
into the private market. 

Senator Crark. Isn’t that going to keep somebody else out of public 
housing ? 

Mr. Banner. Well, it is a question of whether you want to take 
a family in at a low level, bring it to a certain point, and then say 
“Now go back to the slums.” We feel that. our job is only two- thirds 
done at that point, and we need to get the family up to the other one- 
third where we can hand them over to private enterprise as a cus- 
tomer for standard housing. 

Senator Crark. Then you have to have standard rental or sales 
housing at a price that a family of that income can afford. 

Mr. Banner. That is correct. 

Senator Cuark. And we have not got that today. 

Mr. Banner. We have not. We “feel also that the workable pro- 
gram requirement for public housing should be eliminated, This 


is due in jarge measure to the fact that in some States there is not 
enabling legislation for urban renewal, and the requirements of the 
workable program are burdensome, particularly for smaller cities. 
I will say that we agree with the concept of the workable program 
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for urban renewal. We agree if it is intelligently administered and 
not inflexibly administered. In other words, if the rate of progress 
that a community makes in doing something about its problems of 
housing and related problems is measured in terms of the local sit- 
uation and not by some rigid formula which we understand has been 
the case in many instances. 

Senator Ciark. Do you know in what States it is not practical for 
a city to prepare a workable program and have it approved? 

Mr. Banner. I would say it would be more difficult in all of those 
States in which there is not urban renewal enabling legislation. 

Senator Cxiark. Is it impossible in most States ? 

Mr. Banner. No,sir. I would say in no case is it impossible to come 
up with the first certification, or the first application for a workable 
program, because that is simply a statement of what you have not got 
and what you are going to try todo. Then the next go-round, where 
you request recertification, and the Federal agency measures what you 
have done and says, “No; you have not lived up to this point and that 
point, even though you meet the other six, and I am sorry we cannot 
recertify.” 

Senator Crark. Why should not the Federal Government require 
the initiative to come from a municipality, if you provide an overall 
workable program of urban redevelopment and condition its aid on the 
municipality at least carrying its share of the load ? 

Mr. Banner. I think the municipality should carry its share of the 
load. But I think you of all people will recognize that the municipal- 
ity is faced with a problem that the State and Federal Government 
have invaded most of the tax field—and I use that word “invaded” 
without any strong feeling on my part—but it is simply a fact that 
most cities are in financial difficulties. 

Senator Ciark. That is true. But we were able in Philadelphia to 
get a workable program approved. We had to do a lot of work, but it 
has helped us with planning and in our thinking. 

Mr. Banner. It has helped us in Little Rock, also. I think it will 
help all communities which are in States where there is urban renewal 
legislation. But you must recognize, I think, that you need to have all 
of these means of attacking the problem, and the urban renewal legis- 
lation, and the urban renewal agency which exists in that community is 
of immense benefit in carrying out the things which lead to the recer- 
tification of the workable program. 

Senator CLrark. You do not see any prospect of those States which 
have not passed urban renewal legislation living up to that responsi- 
bility, and you think the cities in those States should not be penalized. 
Is that the basis of your feeling? 

Mr. Banner. That is correct, sir. I think that low-rent public 
housing by itself is not the answer, but if this is all that your State will 


let you have, then I think it is essential that a community be able to go 
ahead and have that one aid, even though it cannot participate in all 
the others. 

Senator CLARK. I’m afraid we will have to suspend these hearings 
for at Jeast a few minutes, because there has been a quorum call on the 
floor of the Senate, a live quorum. 

Mr. Crareman. I yield to you as to what we shall do. 
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Senator Sparkman. I think the only thing we can do under thoge 
circumstances is to go and return as soon as possible. 

Senator Ciark. If you gentlemen will stand by, we will endeavor to 
get somebody back here in time to continue the hearings. 

(Whereupon a short recess was taken. ) 

Senator CLarK. We will resume the hearings. Mr. Banner, I apol- 
ogize for having to go to answer that quorum call. Will you just pro. 
ceed in yourown way. I think we were discussing the requirement for 
a workable program which you were recommending should be relaxed, 

Mr. Banner. Yes, sir; for public housing only. One of the require. 
ments of a workable program is a programing of capital works for the 
city. I think although this is something that is essential for Phila- 
delphia, it certainly is not essential for a community of 5,000 or 
10,000 people, and is not feasible, and this is one of the reasons I think 
that this should be discontinued, because the inflexible review of the 
workable program application, application and recertification, applies 
the same rule to a small community that it does to Philadelphia or any 
other large community. 

Senator Crark. The relaxation which you recommend, then, would 
be confined to the public-housing aspects of the workable program. 

Mr. Banner. That is correct, sir. I would hope, although I am 
not too optimistic, that the Administration would consider the politi- 
cal realities of life at the local level. This I know you are experi- 
enced in. 

Senator Crark. It would be a hope I would share, but my hope is 
pretty dim, too. 

Mr. Banner. I think another high point is that we have said that 
our association favors all reasonable action which would increase the 
supply of new housing, particularly for those with the greatest need. 

Senator CrarK. Are you through with public housing? 

Mr. Banner. Yes, sir. 

Senator CuarK. I wonder if you could let me have the benefit of the 
thinking of our association as to whether the present authorization 
for public housing, which is 35,000 units for this fiscal year and for 
next fiscal year, is adequate to permit not only planning by cities 
which need it, but to take care of the apparent need. 

Mr. Banner. The need is far in excess of that, sir. The demand 
is in excess of it. But how greatly in excess, I cannot say. This is 
one of the areas in which we do not have sufficient facts. 

Senator CiarK. How can we get those facts? 

Mr. Banner. We have detailed in here that we feel that there 
should be all of the fact-gathering agencies of the Federal Govern- 
ment, plus whatever else is necessary—this included the census and 
more up-to-date data from the Census, Bureau of Labor Statistics, 
and ether sources, to determine incomes, current housing conditions, 
and current housing needs. 

Senator CrarK. Why would not the mayors of the different cities 
be a pretty good source for determining how much public housing 
could be used within their city ? 

Mr. Banner. They should be a good source, sir. 

Senator Ciark. What would be your reaction to the provisions in 
this bill which I introduced yesterday, which would restore the limit 
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for public housing to that created initially by the Taft-Ellender- 
Wagner Act? 

Mr. Banner. I think that there is no question but that there is 

a need for that amount. 

Senator CuarK. At least that amount. 

Mr. Banner. That is correct, sir. The effective demand, and the 
rate at which communities can build this is my only concern. I know 
that there has been introduced before other committees testimony 
critical of certain housing authorities for advertising for tenants. 
We do not advertise for tenants, but we have no objection to any hous- 
ing- authority advertising for tenants, because certainly we have a 
strong faith in advertising as a part of our way of life, 

Senator CLarK. What is your situation in Little Rock? How many 
public-housing units do you have? 

Mr. Banner. We have 1,178 units and they are all filled all the time, 
and a waiting list, which we do not encourage—we do not encourage 
applications, but. we just receive them as they come in—a waiting list 
which is sufficient to take care of any vacancies for about a year. 

Senator Crarx. How many more units do you think you need in 
Little Rock ? 

Mr. Banner. We want to go into planning for some for the aged. 
I wouud say as the community grows, we might need additional units. 
But our board at this time is considering only two additional small 
projects for the aged. 

Senator CLark. You do not need any more public housing in Little 
Rock? 

Mr. Banner. It would be occupied by these families. But our board 
has chosen to limit our program to a total of 1,250 units. 

Senator Ciark. Is that because the board feels there is no need? 

Mr. Banner. Well, it feels that this is probably the proper amount 
for our community. This is based on the theory that each unit of public 
housing serves a number of families, and as the families move in, reach 
a point where they can move out, another family moves in. 

Senator Ciark. If you are going to have a city like Little Rock, 
and maybe many other cities, in which you do not want any more 
public housing, what is the use of i increasing the limit? 

Mr. Banner. I think that our major problem i is that we have barely 
made a beginning on getting rid of the 5 million rock-bottom slums 
that are in our country. As we make progress on that target, then 
this need, the demand will be there. The need exists already. There 
are that. many families living in bad housing. But we are just. be- 
ginning to gain the momentum. I will touch on this a little bit later. 

Senator CLark. I do not want to put you on a spot, Mr. Banner, but 
would this be a fair statement? You cherish the same hope for a 
change of view in your board that you and I cherish for a change of 
view in the Administration in this matter. 

Mr. Banner. I think that is a fair statement. I have a very fine 
board, too. 

I would like to make one additional point, and that is, those who 
are critical of public housing, and this advertising for families, fail 
to recognize that—the *y say “ This is a good thing, and the low-income 
families don’t desire it.” Most of them don’t know about it. I would 
like to remind those critics that the most precious thing that we have 
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in our world has to be sold again every Sunday, and it doesn’t stay 
sold until the following Sunday, for many people. So I think that 
a little salesmanship and a little bit of advertising for public 
housing is not at all out of order. I say this not to defend our au- 
thority, because we have not done this, but some have found it neces- 
sary and desirable to do so, and I think it is a fine thing. 

n housing generally, as I say, we favor all reasonable action 
which would increase the supply of new housing, particularly for 
those with the greatest need, and this includes middle- and low-in- 
come families, the elderly, single persons, and minority groups. And 
in this reasonable action, we would include lower downpayment, 
longer amortization, and the making of mortgage money available at 
reasonable cost. And this is our concern. The rate of home building 
is dropping at a time when it should be increasing. I think that it 
must be obvious. Our rate of family formation is going up steadily 
and is now about 700,000 a year, and in less than 10 years it will 
reach a million new families a year. We have 5 million rockbottom 
slums that should be demolished. That is all that can be done to 
correct them. For this reason, we should have our rate of home 
building heading up toward 2 million, not going down to less than 
amillion. It is a matter of very serious concern. 

Senator Crark. How do you suggest we clo it? 

Mr. Banner. Well, as I have said, I think probably the greatest 
problem is in the area of the middle income, outside of what I have 
already talked about—and this is the lower downpayment, the longer 
period of time for amortization, which makes the monthly net cost to 
a family less, and therefore makes a family with a lesser income more 
able to buy under an FHA guaranty. And the major thing—and 
this is the problem which is an extremely difficult one to solve— 
making the mortgage money available at a reasonable cost. 

Senator Crark. What is your view about the interest rate? 

Mr. Banner. I recognize that, as the interest rate is increased, the 
payment per month is increased, and therefore the income required 
for a family to make that payment goes up, and therefore fewer 
families in the middle-income le vel particularly are able to make that 
payment. Therefore, you are pricing them out of the market. 

Senator Ciark. One of my problems has been to get an agreed 
definition of middle income or moderate income. How are you using 
it, Mr. Banner ? 

‘Mr. Banner. I am using it in terms of housing available to fam- 
ilies, and this depends on the section of the country, who could buy 
a house ranging from $10,000 up to: around $16,000. 

Senator Crark. Is it your view that that housing is not now being 
proyided ? 

Mr. Banner. Yes, sir; it is not being provided in adequate supply. 
The median price last year was $14,500, and it has gone up steadily 
each year over the past several years. 

Senator Crark. Will you accept the rule of thumb that a family 
should not pay more than 20 percent of its income for the cost of 
shelter ? 

Mr. Banner. I think that is reasonable; yes. 

Senator Crark. Then convert that into what income groups you are 
talking about when you say moderate income. 





=m 2 te . tee 2 


oad oat see’ ot a LO 


=< 


HOUSING AMENDMENTS OF 1957 737 


Mr. Banner. All right. I would say, depending, again, on the 
section of the country “and the utilities and clothing costs that are 
ter in the North than in the South, families with incomes rang- 
ing from around $4,000 up to around $8,000—I would call those 
middle-income families. This is off the cuff. 

Senator Crark. You think a family with an income of $8,000, in 
many sections of the country, is not now able to afford a new house? 

Mr. Banner. Not all such families are. They are not being pro- 
duced. However, that is the level at which there is a good deal of 

roduction. But it is still not in sufficient supply. T would say 

ouses in excess of $16,000 to $18,000 are being made available in 
rather substantial supply, because families who can afford them are 
able to create an effective demand for them. 

Senator Ciark. I realize this is a difficult question to answer, but do 
you have any views as to how deep down in the middle-income pool 
privately constructed housing, including FHA- and VA-financed 
housing, is now getting ? 

Mr. ‘Banner. I don't have any figures, but I would say between 
$4,000 and $6,000, probably less than half of the families who could 
afford to buy, if there were mortgage money available at reasonable 
costs, and if downpayments were reduced, and there were longer 
amortization-—between those areas of $4,000 and $6,000 there is not 
sufficient housing built at this time. 

Senator Ciark. We had that charming and persuasive gentleman, 
Mr. Levitt, before us the other day, and he told this committee that if 
we let interest rates seek their own level, without any governmental 
intereference, he could build a good house for $8,000. I wonder if 
you could comment on that. But, before you do, will you excuse me 
amoment. I have a long-distance call. It will take me just a second. 
Maybe you can ponder the question. 

(Whereupon a short recess was taken.) 

Senator Crark. All right. 

Mr. Banner. I have pondered, with a couple of friends, and I have 
come to the same conclusion that I was ready to give when you got your 
long-distance call. First, it depends on what level the interest rates 
reach, because it is an inescapable fact, it seems to me, that the interest 
rate affects the amount of the payment, just as the period of amortiza- 
tion does. So, if the interest rate ended up as 6 percent, I think that 
$8,000 house is going to cost more per month to pay off. And that is 
rather obvious. Now, Mr. Levitt may have had in mind that the 
level would end up at 5 percent, in which case perhaps this would not 
be so great a problem, partic “ularly if the period of amortization could 
be satisfactory. But one of the problems, particularly in a metro- 
politan area 

Senator CrarKk. Let me interrupt you fora moment. He was going 
to increase the amortization period to 35 years. 

Mr. Banner. Who was going to buy the mortgage? 

Senator Cirark. He was going to cut the dow npayment, and the 
FHA was going to buy the mortgage. 

Mr. Banner. Regardless ? 

Senator CiarK. I don’t think he spelled that out. He did not 
spell that one out. 
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Mr. Banner. I think that this would just pay more in interest 
but over a longer period of time it would offset this interest increase, 
But, if you could maintain the interest rate, and also give a longer 
period of amortization, you would more effectively put this housing 
within reach of middle-income families. ; ! 

Senator Crark. How can you keep the interest rate down unless 
you put the Government directly in the lending business? 

Mr. Banner. I know of no other way. 

Senator Crark. You would favor it. 

Mr. Banner. Yes, sir. 

Senator CrarK. So would I. 

Mr. Banner. With regard to this $8,000 house, I would like to know 
where it would be located, because this is a serious problem, which 
was very clearly demonstrated in a recent meeting of ours at East 
Lansing, Mich., where we discussed such housing which was built, 
but it was built at such a distance from the center of the metropolitan 
area, where the people worked, that the commuting cost added such 
a tremendous amount that they were unable to make the house pay- 
ment, and therefore they were unable to buy such housing. 

Senator CiarKx. I am glad you brought that up, because I was 
going to ask you whether, in your judgment, the present home building 
has been directed too much toward the suburbs, too far away from the 
center of the cities. 

Mr. Banner. Yes, sir; it has. And this is another very important 
reason why we are so concerned, as I will come to in just a moment, 
on the cutbacks in urban-renewal-grant authorizations. 

Senator CiarK. Before you get off this subject of moderate-income 
housing, let me ask you this. How do you meet the argument that 
there is not any need for new housing for moderate-income groups, 
that they can move into secondhand housing and their needs can be 
taken care of? 

Mr. Banner. Well, I do not know what secondhand housing they 
can move into. In most communities there is not a vacancy—the 
vacancy rate will run from 1 to 3 percent. The new-family formation 
is at the rate of 700,000 a year. And, as we are making progress in 
tearing down bad housing, we are actually decreasing the amount of 
the housing supply, both standard and substandard, in relation to the 
number of families and new-family formation. 

Senator CiarK. The theory is, of course, that we get new housing 
built for upper-income groups, and they will move out of the housing 
which will then be available for moderate-income groups, and they 
will move out of public housing and that will be available for lower 
income groups, and everybody is happy. I wonder if you would care 
to comment on this. 

Mr. Banner. Well, that is a fine theory, but in practice it is not as 
fine as it is in theory. This is not what results. 

Senator Crark. Don’t you think the statistics demonstrate pretty 
clearly that that theory is fallacious? 

Mr. Banner. Yes, sir. 

I would like to talk for a few moments, if I may, on our concern 
with urban renewal. I understand that before this committee the 
administration representatives have testified that they wish $175 
million in capital grant authorization next year, and that this 1s 
adequate for a vigorous program. 
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Senator Ciark. Before you go any further, are you familiar with 
the testimony given to us by the American Municip: al Association and 
the United States C onference of Mayors a day or so ago on this? 

Mr. Banner. I am, sir, and I would heartily endorse what they 
have said, except to say that in order to permit all cities to have an 
opportunity to partic ipate in this program, that the figures that they 
established are not sufficient. 

To cite an example, last year the capital grant allocation made 
by the Urban Renewal Administration to cities based on their appli- 
cations amounted to $275 million. If we have achieved this momen- 
tum finally after a 7-year period, then to say that now $175 million a 
year is enough is to say we are going to cut back on this momentum. 
And believe | me, it is difficult to achieve this momentum in an indi- 
vidual city or nationwise, because there are many local obstacles to 
overcome, which I am sure you are aware of, and there are many 
Federal obstacles to overcome. After overcoming these obstacles, as 
many cities have done and as many cities will do, if they have the 
opportunity, it distresses us and we consider it tragic to have a 
cutback in this program which is so vital, and which will provide 
close, in-town sites available for housing at reasonable cost. 

Senator Crark. The mayors testified that there was a presently 
established need of $650 million for urban renewal projects presently 
existing. I wonder what figure you would recommend this committee 
to pick as to the increased authorization which should be put in the 
legislation. 

Mr. Banner. I might say that we have completed a survey of some 
99 States and the District of Columbia, and as a result of that, we 
are convinced that there should be authorization granted by the 
Congress to the Agency, to the Urban Renewal Administration, for 
$500 million for each of the next 2 years. There are enough cities 
who are warming to this program and who recognize its value, city 

officials, civic leaders, and business leaders. And this is something 
that I think is so important, because it has taken this much time to 
develop this interest. 

T would like, if you are not familiar with this, and if it has not 
been made available to the committee, to cite as an example two con- 
eerns—and there are other large business concerns who have taken 
avery deep interest in this program. 

One of them is Sears, Roebuck & Co., which has established fellow- 
ships for urban renewal, which publishes a monthly bulletin, the 
Urban Renewal Observer, and which has published this work, The 
ABC’s of Urban Renewal, and has instructed its managers throughout 
the United States to do something about bad housing in their com- 
munities. They have a business interest in this, but they have a 
citizens’ interest in it, too—and we think it is a good demonstration 
of a combination of business and citizenship. 

Also we have this statement made by Roy W. Johnson, executive 
vice president of General Electric, who is a member of the board of 
ACTION. 

Senator CiarKk. Let’s state for the record what ACTION is. 

Mr. Banner. Well, ACTION is the American Committee to Im- 
prove Our Neighborhoods, which was formed as a result of the Presi- 
dent’s Advisory Committee Report made in December of 1953. This 
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is composed of outstanding businessmen of all interests, business and 
civic leaders of all interests throughout the country. It is a very fine 
organization, and it has possibly done more than any other group to 
make the American public aware of the problem of bad housing and 
the need for community rebuilding. 

Senator CriarK. I would like the record to show that Mr. Andrew 
Heiskell, the publisher of Life magazine, is the president of ACTION, 
and that I have the honor to serve on its board of directors. 

Mr. Banner. It is a very fine organization, sir. Would you like to 
enter this in the record? Possibly the speech by Mr. Johnson would 
be sufficient. 

Senator CLark. The speech, Urban Renewal—A New Frontier, re- 
ferred to by the witness, being an address by Roy W. Johnson, execu- 
tive vice president of the GE Co., will be printed in the record at an 
appropriate place. 

(The speech referred to follows :) 


URBAN RENEWAL—A NEW FRONTIER 


An address by Roy W. Johnson, executive vice president, General Electric Co, 
before Midwest Urban Renewal Clinic, conducted by ACTION, Dayton, Ohio, 
March 14, 1957 


To the greetings which have already been extended, I would like to add my own 
warm welcome to all of you—oflicials, planners, businessmen, and citizen lead- 
ers—who comprise the essential components of the growing nationwide movement 
we call urban renewal. The problems of our metropolitan and suburban areas— 
with their overcrowding, traflic, decay, and spreading slums—are as important as 
any domestic question confronting the Nation today. In that great American 
society of “the people who give a damn” you deserve to be enrolled as charter 
members. 

As a matter of fact, I can sincerely tell you that it is people like you, in city 
after city all across the country, who are largely responsible for my own en- 
thusiasm for urban renewal. In my business capacity, and as a member of 
ACTION’s board of directors, I have been privileged to observe at firsthand the 
diligent and continuing contributions which thoughtful leaders like you are 
making to the solid efforts being devoted toward revitalizing our urban centers. 
This living manifestation of the democratic process in action has been an inspira- 
tion to me and to the other members of the board, who, like this audience, repre- 
sent a good cross section of our Nation‘s people. 

The growing interest in urban renewal is responsible for this series of clinics 
ACTION is conducting in various regions of the country. The clinics are m 
response to this growing interest reflected by the rapid increase in the number of 
citizens’ groups availing themselves of the assistance offered by ACTION, asa 
national, nonprofit, citizen-supported organization dedicated to improvement of 
homes, neighborhoods, and communities. We are both happy and proud to pro- 
vide these forums for exchanging ideas, sharing experience, and exploring this 
frontier of urban renewal which is so new to most of us. 

I would like to talk today chiefly about three very precious things: time, lives, 
and dollars. The time is the time that is running out on our cities and suburbs 
which are not undertaking a program of urban renewal and development; 
the lives are the lives of the 100 million of us who are now living crowded to 
gether in 175 metropolitan areas, and the other millions who are coming in the 
next decades as surely as our burgeoning birthrate; and the dollars, though some 
what inflated, are those that are required in very great numbers if we are to 
turn our plans and programs into reality and achieve our goals. 

Benjamin Franklin once said: “Do no squander time, for that is the stuff 
that life is made of.” Planning for time is of the essence in our personal and 
business lives; it is also the crux of planning for urban renewal. 

Today more and more business leaders are attempting to work out more or 
less definite plans for the development of their enterprises for a period of 5 or 
10 years ahead. From the best available forecasts available on such factors 
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as population growth, family formation, gross national product, national in- 
come and its distribution, research and development expenditures, and many 
other factors, the approximate level of the economy at specified future dates, 
and the approximate potential market is estimated. Next, sales forecasts over 
the 5- or 10-year period are prepared, based on the projected market potential 
indicated in the initial study. Then, based on these sales projections, a careful 
study is made of what would be required in terms of additional capital, plant 
and equipment, manpower, research, and organization. Finally, from these 
requirements is drafted a program, phased over the period of the plan, which 
will meet the estimated needs of the business on all fronts and in time. 

On this basis, many businesses are learning how to do an effective job of 5- 
year or 10-year planning, and a growing number of business decisions are 
being made upon the basis of long-range plans rather than day-to-day or year- 
by-year considerations. And our rapidly expanding economy in a period of 
accelerating change produced by research and development has seriously raised 
the question of whether we must not learn to plan even further ahead—15 to 20 
years—an entire business generation. 

There are also, of course, many other areas of national importance where 
jong-range planning is critically needed. Adequate long-range planning is the 
greatest lack in most of our efforts to improve our cities and towns. The prob- 
lem is made more pressing by the fact that what we are doing now in most areas 
is scarcely enough to hold the line, much less make a dent in the main problem. 

If we are going to get ahead of the job in urban renewal we are all going to 
have to do a job of adequate long-range planning, carefully phased to meet our 
needs on all fronts and in time. 

Every community needs a long-range plan, a plan that should begin now to 
envision the year 2,000. Does that shock you? Well, it shouldn’t. My daughter 
Kristine, age 10, will be 54 years old in the year 2000, only a little older than 
Iam today. It is to Kristine’s world that we must address our attention, to 
foresee several new kinds of problems that will be upon us. 

The problem of time is related to the problem of growth. There is no 
question about the growth of our urban areas, it is only a matter of whether 
it will be a healthy or malignant growth. A recent study of the New York 
Times of the problem of urban renewal drew a rather horrifying picture of a 
time when the entire eastern seaboard of the United States would be one 
continuous city. This no fantasy, fantastic as it seems. An estimated 32 mil- 
lion people now live in an urban region that extends almost unbroken along 
the east coast for more than 600 miles—from north of Boston to below Alexan- 
dria, Va. In this area the suburbs of cities have grown into one another, over- 
lapping, with very few rural interstices left between. And 18 other urban regions 
of the United States face proportional growth. 

We are all familiar with statistics that tell us our population will be some 
25 million more in 1965 than it is now. When we hear those figures, we are 
duly impressed by the fact that in 1965 we are going to have a sizable number 
of additional people among us. But what too frequently is not realized, I am 
afraid, is that millions of those people are not going to wait to 1965 to arrive— 
there will be more people today than there were yesterday, and still more people 
tomorrow than there are today. If we are going to hit any of our moving targets 
in urban renewal, we've got to start planning now and aim ahead. 

Every minute our population is increased by five. Every hour, around the 
clock, the increase amounts to 300. These increases are net figures. And, 
as we all know, most of this increase takes place in our cities. 

Yet how well are we prepared—or even preparing—to serve the 7,200 more 
people who join us every day? I use the word “serve” advisedly, because it 
is my considered belief as a businessman that a community—just like a busi- 
hess—must serve and serve well if it is to progress. Businesses which have 
grown and survived are those which have had the courage and the foresight 
to plan ahead, to invest in realistic expansion, to prepare themselves in advance 
to serve the customers they could reasonably anticipate. 

Unhappily, our cities and suburbs cannot claim as much. Too many of our 
urban regions have just grown, in response to population pressures, giving 
wherever the pressure was greatest. Growth is a sign of progress, and our 
population growth is the basis of many of our best hopes about the future, 
but whether it adds up to that for our cities and the people who live in them 
depends upon whether we are prepared to serve more people better. People, as 
we all know by personal experience, outgrow their clothes and their homes, and 
they can outgrow their cities too. The figurative shoe is beginning to pinch a 
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lot of toes today. Many of our cities and suburbs are in the position of a man 
who has just put on a lot of weight, and there is just no place to let the snit 
out another inch. 

The combination of more people and more cars gives us the most obvious symp- 
tom of the disease from which our communities are suffering. Congestion js 
proof positive of the inefficiency of our urban operation. It is a strange paradox, 
indeed, that we, who pride ourselves on being the most efficient people the world 
has ever known, have been content to suffer so long the inefficiencies, the 
needless, wasteful costs, inherent in congestion. Traffic jams last year cost the 
Nation an estimated $5 billion. In the last 25 years we have halved the time 
it takes to go across the country, and multiplied by 2 or 3 the time it takes 
to go across town. 

I know I need not dwell on the other symptoms of deterioration of our urban 
centers. We are all too familiar with the inadequate housing, the crowded 
hospitals and schools, with the water supply and sewage treatment problems, 
with the lack of sufficient and appropriate playgrounds—all back of the great 
mass migration to the suburbs in the last decade. 

In the meantime our cities and suburbs keep growing. In just the last 10 
years our population increased 20 million, and all of that increase was in the 
urban regions. We must provide for more people, and more business, and yet 
give everybody more room to turn around in. 

We have in this great country a still growing economy and an environment of 
rising productivity and advancing technology. We have power, capital, machines, 
materials, manpower. We need only arouse a genuine desire to produce better 
environment for ourselves. The magnitude of this monumental job need not 
deter us. Let us remember the moral of the story, that the way to eat an elephant 
is a spoonful at a time. 

While our progress to date, in striving for the radical changes that must be 
made in altering the character of entire areas, may seem trivial, we can take 
heart from the fact that our direction is being pointed out more clearly every 
day by an increasing number of people in all walks of life who see that it is only 
the size of the job remaining to be done which is dwarfing that progress. These 
leaders include not only planners, city officials, businessmen, but rank and file 
citizens—people with a sincere and genuine interest in the future of their com- 
munities. ‘These citizens are of the utmost importance in the urban renewal 
programs now getting underway. Planners realize that planning must be with, 
as well as for, people. Widespread citizen support and participation are becom- 
ing increasingly vital ingredients of successful renewal programs. City after 
city is finding it essential to stimulate formation of citizen organizations to study 
and help explain the reasons for renewal projects, to participate in the develop- 
ment of plans for them, to support the necessary use of public expenditures on 
the part of the municipality, and to invest, build, and modernize as part of the 
urban-renewal process. 

Herein, in my opinion, lies the key to urban renewal. For under our form of 
government, it is only when officials have widespread citizen understanding and 
support that they venture to undertake the necessary actions affecting so many 
people. Similarly, local citizen understanding and support are essential if those 
officials who attempt to carry out such programs are to remain in good standing 
with their constituents. 

As a businessman, I am proud to tell you that business is playing its role in 
this urban renewal movement. Many people in commerce and industry are 
assuming positions of leadership in community organizations dedicated to better- 
ing our urban environment. Now I do not want to be misunderstood. I wish 
to make it perfectly clear that over and above the corporate and individual good 
citizenship being manifested by men and women who are among our business 
leaders, these people are displaying a pragmatic and enlightened self-interest. 
They have much at stake in our cities. 

In my company we consider all these factors. We are making a continuing 
appraisal of the business climate of the communities in which we operate—or 
plan to locate. To give you an idea of how important we believe this is, I can tell 
you that we have prepared a guide for our managers and other interested people. 
This guide contains no less than 187 questions on socioeconomic conditions gen- 
erally recognized as having some effect on business climate or as indicating the 
existence of certain favorable or unfavorable situations. 

I will not, of course, labor you with all the questions we are asking ourselves 
in making this appraisal in the various communities. But you might like an idea 
of the key factors in which we—and I am sure other businesses—are interested. 
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Here, then, are the eight desirable elements which we feel make up a favorable 
business climate: 

1. Community progressiveness: a realistically progressive attitude on the 
part of political, religious, and professional leaders toward sound com- 
munity growth and city planning, along with citizen understanding of 
community and business problems. 

2. Government: Honest and efficient government, supported by a safe 
majority of alert, intelligent voters who have the balanced best interests of 
the community at heart, with an absence of unreasonably restrictive regula- 
tions or financial handicaps imposed by the local, State, and Federal Gov- 
ernments. 

3. Labor relations: A sound working relationship between employers and 
employees as evidenced by an absence of unwarranted strikes and slow- 
downs over a number of years and, where collective bargaining contracts 
are in effect, a constructive and fair union leadership which acts as the 
servant rather than the master of its membership. 

4. People: An adequate supply of people to fill employment needs who 
have a good work attitude, who are properly educated, who are in good 
physical condition, and who have a good understanding of how our busi- 
ness system operates and their stake in its success. 

5. Labor costs: Wage and salary rates and payment methods which are 
fair to employees, and at the same time provide an opportunity for em- 
ployers to operate profitably in competition with other manufacturers of 
their product lines. 

6. Community services and facilities: Adequate community services and 
facilities such as banks, hotels, utilities, shopping facilities, health facili- 
ties, and the required commercial services needed in operating businesses. 

7. Social, cultural, and educational institutions: A social and cultural 
atmosphere that will attract and hold good professional employees, includ- 
ing good and adequate schools, and enlightened press, radio and TV, and 
an abundance of healthful recreational opportunities. 

8. Business citizenship: A serious-minded assumption of business citizen- 
ship responsibilities on the part of all employers in the community as evi- 
denced by consistently good employee relations and courageous leadership 
in civie and political affairs. 

It is under these main headings that we are asking ourselves the 187 ques- 
tions—questions dealing with the realism with which political and civie leaders 
are facing up to facts concerning the growth of the community, its development, 
is long-range, and comprehensive planning, and many others. 

As I stated at the outset, when business asks these questions it does so be- 
cause it has a stake in the future of the communities where it lives and wishes 
to protect and enhance that future. The same thing holds true for the com- 
munity itself. Its citizens must work with business and industry to improve 
the future of everyone in the community today, plus all those that will be at- 
tracted to it, or be born into it. 

At all times our concern must transcend an interest in structures. We must 
build better citizens through greater pride in home, neighborhood, and com- 
munity. We must make our cities and their environs work properly—for us 
and for posterity. We must meet not only the particular needs of people dis- 
placed in urban renewal programs, but the total needs of the city as well. We 
must accept the full challenge to mobilize all our talents and resources, both 
private and governmental, and pursue urban renewal in the light of the best 
available functional pattern within the framework of the total needs of the 
total city. Opportunity must be provided for all segments of our people to 
express their interests as they see them. 

This kind of planning cannot be successfully done for us by Washington. 
Because it is so closely related to the individual life of each community it can 
only be done on a decentralized basis in the community by individuals like you— 
and all the others who can make a contribution. The strength and flexibility of 
our economy is due to the fact that it receives the benefit of millions of centers 
of individual initiative, energy, and imagination. This giant task of the revita- 
lization and regeneration of our cities, this new socioeconomic fronter of urban 
renewal, can only be approached and explored on this basis. 

In this work, community leadership must be focused around renewal. This 
includes all leadership—private as well as official, lay as well as expert. Busi- 
ness as well as nonbusiness interests must participate. There must be a cross- 
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section of community interests represented in this leadership. Differences— 
no matter how longstanding or how deep-rooted—must be laid aside in the com- 
mon cause, 

At least the full-time attention of some one person should be provided for the 
programing and organizational structure of the citizen group. This gives di- 
rection to and saves time for the lay persons willing to contribute their time 
and money, but who deserve the professional guidance of one devoting full time 
to the undertaking. 

The best possible working relationships should be established and maintained 
from the outset with all relevant civic Officials, It is imperative that citizen 
leadership shall not—without real provocation—even imply that officials are not 
doing their duty. Ideally, this invokes the truly democratic process of citizens 
making their wants and desires known to their elected leaders in an orderly 
and carefully thought out manner. 

Experience in some places has taught that care must be exercised to tailor 
the program content to the resources of the citizen organization, the needs of 
the community and, above all else, a long-range plan. Undertaking too much 
all at once is as bad as not aiming high enough. For failure to achieve an over- 
ambitious goal may bring discouragement and a breakdown of all efforts. 

Unfortunately, there is no pat formula that can be used universally. Each 
community must work out its own specifics. But the critical thing is that every 
community must take some action—and soon. Our needs are so great, and our 
growth is so rapid, that inaction—in itself—constitutes a policy decision, And 
the wrong policy decision, we may be sure. 

At the beginning of these remarks I said that I would talk chiefly about time, 
lives, and dollars. I have stressed planning because I believe that if we are go- 
ing to get ahead of the job in urban renewal we are all going to have to doa 
job of adequate long-range planning—we’ve simply got to decide now what kind 
of community we want 5, 10, 20 years from now—and work out a program ecare- 
fully phased to meet our needs on all fronts and in time. I have stressed peo- 
ple, because the great growth of our population is not only the source of our 
problem, but the growth of participation by people like you is our best hope for 
its solution. 

What is wanted are not so much dollars as plans, big enough, long range 
enough, to meet our needs—at least at first, if the dollars are not to be wasted. 
But sooner or later we come to the question, where is the money going to come 
from, and the problem of fitting investment capital into our plans of develop- 
ment. In this kind of planning I am hopeful that bankers, insurance people, 
real-estate men will take the lead, to an even greater extent than they have al- 
ready done in many cities. In fact, one of the most encouraging things is the 
way that in many areas private enterprise has come to the front in an area in 
which is has become almost habitual to turn to Washington. How can we af- 
ford it? My own answer is: We cannot afford not to. For urban renewal is 
truly a new frontier—an opportunity for prudent investment, for realistic build- 
ing and upgrading, for preparing for and insuring the future. 

These are some of the challenges confronting us in urban renewal, but chal- 
lenges in America have a way of becoming big opportunities. If all our problems 
these days seem to come in the large, noneconomy size, let us remind ourselves 
that no nation, even those with very large population, have anything like our 
standard of living or the resources at our disposal. 

Ever since the days of Paul Revere, the American people have demonstrated 
a capacity to cope with the issue at hand. You are, if you will pardon the ex- 
pression, modern Paul Reveres. It is your role to be catalysts in releasing the 
most powerful force for good that our country has: the creative energies of 
alerted individuals in its communities. It is your role to give direction and 
leadership to the civilizing forces: the churches, and civic clubs, and voluntary 
agencies and dedicated private citizens; to the political and governmental forces: 
the mayors and city managers and councilmen; to the economic forces: the in- 
vestment capital that can improve homes, level slums and build low-cost housing, 
create parking lots and attractive store and office buildings, finance zoning and 
planning studies. And it is your role to search among all these until you have 
found the permanent forces that can be brought together under effective leader- 
ship in the long-range interests of the community. 

Your cry is not “The British are coming,” but “The people are coming.” Let’s 
prepare for them, and plan for them, and make this wonderful country a little 
bit better place in which for them to live. After all, they are your children, and 
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mine. I don’t think we need to be self-conscious about our hope that, as a result 
of what we plan and do here day by day in our communities, America will be a 
better place to live. 

Mr. Banner. The only thing that I can say in addition to what the 
mayors have said is to emphasize that with our local experience and the 
Joca] experience of the many officials that our organization represents, 
the great difficulties in getting this program under way and achieving 
a certain momentum will insure its success, and insure the rebuilding 
over a period of time of our American cities, providing better hous- 
ing, the elimination of wornout areas. 

If we check this momentum, it is a serious threat to this program, 
and it means that there will be rationing to communities who are now 
in it; it means that new communities who have not come in will not be 
able to participate—and yet there are hundreds of communities 
throughout the country who would probably come in within the next 
couple of years. As a matter of fact, in the last year and a half or 
2 years, 104 new communities have come in, and this is almost half of 
what has come in in 7 years. So I think this exemplifies the momen- 
tum that has been achieved. And it would be tragic, on an individual 
city basis and on a national basis, for us not to take full advantage 
of this momentum so that we can rid our country of the bad housing 
that exists in it. 

Senator CLtark. Does that complete your statement ? 

Mr. Banner. Yes, sir. 

Senator Crark. Could I ask you a couple of questions? What 
would be your view as to the desirability of amending the urban re- 
development law so as to make industrial redevelopment available 
within urban redevelopment areas ? 

Mr. Banner. Without reference to qualification as to being resi- 
dential before or after 4 

Senator Ciark. Yes. 

Mr. Banner. We would be in favor of that. 

Senator Crark. Do you find any evidence in Little Rock or else- 
where that there is a considerable need for industrial redevelopment in 
areas adjacent to slum areas because the industrial properties have 
themselves become obsolete and are no longer available for modern 
industrial work? 

Mr. Banner. Yes, sir; this exists in Little Rock and in practically 
every city of any size in the country. 

Senator Cuark. The argument which those of us who tend to agree 
with you are met with constantly is that what you are proceentlnens 
is inflationary, makes it difficult, if not impossible, to balance the 
budget, and should wait until after the inflationary spiral is stopped 
and the | udget is in balance, taxes reduced, and the national debt on 
its way to extinction. I think it is important that those of you who 
are urging these programs of increased expenditure on us should be 
prepared to face up to that. I wonder if you were in any position to 
do so. I know you are not an economist. You do not purport to be 
an economist, in the financial field. But I think that is something 
which has got to be met. Do you have any comment to make on that é 

Mr. Banner. Yes, sir. Iam sure that the committee is aware that 
these capital grant authorizations are not immediate expenditures, but 
they are conditional promissory notes over a period of time providing 
a local community meets certain obligations and puts up its share of 
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the capital grant. For age although there has been $852 million 
allocated since 1949 by the Federal agency, only $75 million has been 
expended—less than 10 percent. So you can safe ly say, I think, that 
to make these increased authorizations available 1s not immediately 
inflationary. I cannot say that it would not be inflationary over a 
long period of time, because eventually these actions will take place 
in most communities and this money will be spent. But we feel—— 

Senator Cuark. Doesn’t spending of the money create wealth? 

Mr. Banner. I was going to say, we feel that the rebuilding of our 
cities, the establishing “of a sounder tax base, helps our entire coun- 
try, as well as our own individual communities. In other words, we 
are able better to meet our local obligations because we have a better 

tax base, and we are able to have more revenue and less city service 

cost, because our one areas are eliminated. So I would be very dis- 
turbed if I were ever forced to conclude that our country could not 
take positive steps to get rid of bad housing and to provide goou 
housing simply because it is inflationary. 

Now, some means must be found to contro] inflation to the greatest 
extent possible. But to say that we cannot offer good housing to fam- 
ilies who have the funds, or who have the desire and the funds, but 
who are unable to buy because there is not mortgage money available, 
is distressing tome. And I feel sure that in our way of life there must 
be some means found for us to rebuild our cities and to make decent 
housing available to families who can afford it, and for those who 
cannot afford it, to make some measure of low-rent public housing 
available to those families. 

Senator Ciark. It seems to me the place to put the brakes on infla- 
tionary tendencies is in those areas of the economy where it 1s appar- 
ent that inflationary forces are at work. Where there is as in the hous- 
ing and construction field, a tapering off of the number of starts and 
falling away of demand, it has occurred to me that that is an area 
where encouragement rather than discouragement is needed. That 
perhaps what we should have is some kind of selective credit and mon- 
etary policy by which social needs could be met and inflationary 
brakes applied in areas where the social need is not so great. I won- 
der if that has any appeal to you. 

Mr. Banner. I would cert: ainly agree with that. And I would like 
to say, although the National Association of Home Builders and our 
organization are not close personal friends—as a matter of fact, they 
have been known to be unfriendly to us—we still feel, first, that there 
must be a continuing and increasing supply of decent housing avail- 
able for all segments of our population, and we think that a secondary 
factor, but nonetheless a very important factor, is that the home- 
building interest is an important segment of our economy, and that 
instead of tapering off, it should be increasing and growing stronger 
all the time. I think this is something that we must not fail to see and 
recognize. 

Senator CrarK. I think this is a point on which you and the Na- 
tional Association of Home Builders would probably see eye to eye. 

Mr. Banner. Yes, sir. I believe you are correct. 

Senator CrarK. One final question. Have you informed the admin- 
istration of your feeling that there is a need for an additional urban 
renewal authorization up to $500 million ? 
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Mr. Banner. I believe we furnished them a copy of our testimony, 
yes. 

Senator Crark. I would be grateful to you if you would make it 
clear that that is your view. 

Mr. BANNER. They are aware of it. 

Senator Ciark. Has the staff any questions? 

Mr. Casu. I would like to ask Mr. Banner to comment upon the 

roposal in the administration bill to alter the formula for the shar- 
ing between the locality and the Federal Government in the cost of 
urban renewal projec ts. You m: vy recall that last year the law was 
changed to provide that the loc ality would pay no more than one- 
third. And the administration bill has a proposal which would alter 
the computation of that formula. Do you have any comment on that? 

Mr. Banner. Well, first I would like to say that we have stated in 
our testimony which we have entered into the record that we believe 
that the formula should be changed to 80-20, and that we still hold 
with this. 

Our association would have no objection to this other legislation if 
it were permissive legislation—because I think one of the reasons 
given by the administration is it would permit faster planning. Of 
course, this is self-indictment on their part, because it indicates that 
it takes longer to plan with Federal supervision than without, and 
this is true—it certainly does, it takes much longer. But I would be 
fearful that permissive legislation, such as this, might be interpreted 
by some to be the sort of program that should be used and that our 
present system of planning not be followed. If this is the case, only 
those communities, and they are very few, with strong planning com- 
missions, with strong budgets, would be able to actu: ally take part in 
this program. This would also be critical. On a permissive basis, 
and administered as a permissive thing, we would have no objection 
to it, and we would like for those communities, and possibly Phila- 
delphia, New York, and others would be able to proceed at a more 
rapid rate toward getting rid of our bad housing, if they were able 
todo this. I have not studied it closely, but this is my reaction. 

(The following was later received for the record :) 


S. 1609, Secrron 202 


The administration’s basic justification for the alternative is that it will make 
possible better coordinated programs for some of our larger cities and will, 
where used, accomplish the elimination of the currently required, costly and time- 
consuming discussions, audits, and reviews, on the part of the Urban Renewal 
Administration, of local costs incurred by the local public agency in the course 
of survey and planning a renewal project and thus strengthen and simplify 
overall renewal operations. 

There may be some merit to this reasoning. It is conceivable that some of our 
larger cities who are financially able will find the alternative useful and worth 
utilizing in the development of their total programs of planning and renewal. 

In addition, since the HHFA itself is in the best position to judge the extent 
to which such discussions, reviews, audits, etc., referred to above cut into its 
resources, and limit its ability to process the more substantive aspects of its 
program, and since it apparently feels that the alternative formula will improve 
its capacity to administer the program effectively, the committee feels that the 
proposed amendment should be approved, so that the theory may be tested. 

The committee, however, in making this recommendation, wishes to make it 
clear that it in no way considers the alternative formula as anything more than 
another approach that the locality may take, at its option, in carrying out its 
renewal program. Further it is understood that the URA will attach no priorities 
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to projects proceeding under the alternative method. It is also understood that 
in the event a locality elects to utilize the alternative for one project it in no 
way commits itself to a continued use of the alternative formula in carrying out 
future project programs. 

Finally, the committee recommends that in order to obviate any possibility of 
fruitless labor on the part of any locality electing to proceed with a project under 
the alternative method, the Urban Renewal Administration should be directed 
to reserve an adequate amount of grant money for the project at the time the loca] 
public agency files its intent to proceed with such project. 

Senator Cirark. Thank you very much, Mr. Banner. Any other 
questions ? 

Mr. Banner. Thank you for the opportunity of appearing, sir, 

Senator Cirark. Thank you for some most helpful and illuminating 
testimony. This table showing the estimated capital grant require- 
ments of the urban renewal program and your complete statement will 
be inserted in the record. 

(The table and statement referred to follow :) 
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Urban renewal program, estimated capital grant requirements through fiscal 
1957-58—Summary table for HHFA regions 


States Reporting Amount of 
Projects | grant being | Fstimated 
under con- | requested | grant re- 


tract, addi-| for projects | quirements Total 
HHFA | Cities tional in regional | of projects | estimated 
regions partici- grant re- offices ! to be initi- needs 
| Report- | Total) Old | New| pating quired (HHFA | ated before | 
ing i | regional | July 1, 1958 
offices) 
(1) (2) (3 | (4) 
b. a ee ee 52 43. 8 58. 4 90 3 192 5 
IL... 24+5) +6 40) | 14 57 28 9 39. 3 83. 2 151.4 
III. 3 4 37 2 53 4.4 16.4 37.7 58.5 
IV 6 8 20 $ 33 36. 8 78.8 | 87.8 203. 4 
V. 3 7 | 9 1 17 12.2 29. 1 41.3 
VI. 33 16 8 2 19 8.5 20. 4 28.9 
bt 5 a ‘ eopnesipcenteueseel aneginenasetdssaies 
Total. | 226 | 437 | 151] 33 231 126. 1 201. 4 348. 4 676.0 


1 HHFA regional offices. 

? Plus District of Columbia 

3 California, Nevada, and Arizona, 
‘Includes Alaska and Hawaii. 


STATEMENT OF KNOx BANNER, PRESIDENT, NATIONAL ASSOCIATION OF HOUSING 
AND REDEVELOPMENT OFFICIALS 


My Name is Knox Banner. I am appearing as president of the National Asso- 
ciation of Housing and Redevelopment Officials. I am also the executive director 
of the Housing Authority of the City of Little Rock, Ark. 

The National Association of Housing and Redevelopment Officials is a private, 
nonprofit professional association founded in 1933 and composed of citizens and 
public officials interested in the improvement of public administrative practices 
in housing, redevelopment, and community renewal, and in the achievement of 
a healthful living environment for every American family. ‘The members of 
our organization are largely those who administer the low-rent public housing 
and urban renewal programs in the cities throughout the United States, They 
are concerned with all of the problems of planning, financing, building, and man- 
aging housing for low-income families and under the urban renewal program— 
with slum clearance, housing rehabilitation, neighborhood conservation, and en- 
forcement of housing standards codes. 

Almost a quarter of a century ago, this association published what is consid- 
ered a landmark document: A Housing Program for the United States. The 
essence of what we said then was that a sound housing program must be many- 
faceted; must be comprehensive; must recognize that the environment of a 
house—the neighborhood in which it is built—should receive equal consideration 
with the structure. 

In the 24 years that have intervened since the association got its start, this 
country has brought a steadily growing number of public powers and a steadily 
growing volume of public funds to bear on our housing problems. In quick in- 
ventory, here are some of the major forms of Federal housing aid of the past 
year : 

Over $2% billion of federally insured mortgage loans via the Federal Hous- 
ing Administration for single- to 4-family residences—and another $130 
million for multifamily units. 

Almost $6 billion of federally guaranteed home loans for veterans under 
the Veterans’ Administration program. 

Almost $575 million invested in the purchase of mortgages by the Federal 
National Mortgage Association. 

Ten billion dollars in loans by the savings and loans associations that 
are members of the Federal Home Loan Bank Board and whose depositors 
are insured by the Federal Government. 

Nearly $275 million committed as capital grants for slum clearance and 
urban renewal. 

Subsidy in a total of $85 million for the 420,000 public housing units that 
benefit from Federal aid. 
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More than $360 million in direct Federal loans for college housing. 

Five and a half million dollars in Federal advances for public works 
planning. 

Approved grants of over $1.3 million to assist small communities and 
metropolitan areas in the preparation of master plans. 

Grants of about $825,000 to test out new theories of housing and urban 
renewal operation via what is known as the demonstration-grant program, 

This array of aids is an imposing one and involves a substantial amount of 
money. It might appear, at first glance, that the Federal Government has ex- 
tended all the aid it possibly can to meet the pressing problems of housing and 
urban rebuilding. Certainly the specific legislation that is before your com- 
mittee this year seems to reflect that view. There are no general overall bills 
before you—no new programs. You are considering principally minor modifica- 
tions of and limited increased authorizations for existing programs enumerated 
above. 

Under these circumstances, why have we considered this year’s housing hear- 
ings to be among the most important of many past years? Why have we felt it 
urgent to appear here today? 

Our answer, briefly, is that we are concerned with the reduced pace of existing 
programs such as public housing and, particularly, with the administration’s 
recent recommendation to curtail urban renewal program activities. Moreover, 
we sense grave problems at almost every point of the compiex of housing pro- 
grams that have evolved during the past 25 years, both those concerned with 
the private builder and those putting public powers behind the clearance of slums 
and the rebuilding of our cities. We find ourselves going back to our landmark 
publication of 1934 in an effort to understand why, in the light of the many forms 
of housing aid that our country has enjoyed, we are still confronted with housing 
and urban problems of such vast proportions. In this look back, we have con- 
cluded that perhaps the source of many of our current troubles is in the failure to 
properly relate all of the housing activities that are going forward today—those 
proceeding with Federal aid, with State aid, those operating through the machin- 
ery of local government and through the channels of private business. We quote 
from our 1934 report: “* * * too strong emphasis cannot be laid on the probabil- 
ity that housing efforts will yield disappointing results unless all sections of 
housing activities * * * are recognized as part of a greater whole; and unless 
some coordinated program directed toward a complete solution is evolved to 
guide them.” 

This same theory is expressed in the opening paragraph of the report of the 
Advisory Committee on Government Housing Policies and Programs that Presi- 
dent Eisenhower set up in 1953: “The President of the United States has asked 
for recommendations to develop a new and revitalized housing program. That 
program should meet the problems of housing and sound community develop- 
ment through a series of related actions. Recognizing this, no single recom- 
mendation of the committee could be considered an adequate solution in itself— 
the program must be closely integrated, comprehensive, and meet the twin objec- 
tives of satisfying the demand of the American people for good homes and the 
maintenance of a sound and browng economy.” 

This association finds these quotations of importance in the context of your 
committee’s hearings this year in spite of the fact that the matters before you 
are limited very largely to financing aids for private homebuilding. The pres- 
sure of the current tight money market has forced these issues before you. Our 
concern is that the decisions as to how to keep the private homebuilding industry 
functioning at top capacity will be made with an eye to interrelationships be 
tween public and private housing programs and in an effort to have both of 
these programs contribute fully to the city rebuilding program that is the cen- 
tral aim of the Housing Act of 1949. We propose to comment later in two state- 
ments on how we think this comprehensive approach can be taken in dealing with 
matters of current concern to your committee. 

First, we should like to catalog what we regard as our most pressing current 
problems in the city rebuilding field. 

1. Lack of data.—The basis of most of our present knowledge about housing 
supply, condition, occupancy, and financing is the 1950 housing inventory. In 
the intervening years since 1950, cities have undergone enormous changes: Steady 
increases in population as a result of the farm-to-city movement; increased 
family formations; unprecedented loss of housing under the displacement and 
demolition caused by the building of expressways, the clearance for redevelop- 
ment, the enforcement of housing code provisions; mounting conversion of old 
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structures for multifamily use; rapid change in the patterns of racial occupancy 
characteristics of cities everywhere; continuous widening of the metropolitan 
area aS more and more suburban communities get their start—with resultant 
problems of transportation, public facilities, and family living. There is need for 
a continuous program of urban study. Although the Congress last year author- 
ized a modest program of housing studies within the Housing and Home Finance 
Agency, funds to begin the job have not yet been appropriated. What is needed, 
however, is much more fundamental than this limited program of surveys and 
special studies. There must be a mechanism created—and financially supported— 
for using the statistics gathering facilities of the Federal Government much more 
fully and frequently for the collection of data important to housing agencies and 
that segment of our business economy which is interested in housing. There must 
be techniques developed that will permit this statistics gathering to serve its 
maximum usefulness to localities: the figures should not be useful only to make 
national generalizations but to illuminate in detail the existing conditions of a 
community. Further, the facilities of the Federal Government for economic re- 
search, for social research, for technical research must all be studied to see how 
they can be trained on the housing field. It is a truism that applies to every type 
of enterprise, public or private, that without a complete grasp on the facts of 
a situation, no problem can be constructively dealt with. Housing research in 
this country has been limited and inadequate to fulfill the tremendous needs of 
our growing economy. 

2. Financing.—The above statements on the need for a continuous program of 
research and statistics find their application in the very matters before this com- 
mittee: those related to the tight money market. There is a difference of opinion 
as to the effect on the moderate-income family of increased interest rates on VA 
loans to bring them in line with FHA mortgages. There is a difference of opinion 
as to the desirability of lowering downpayment requirements for FHA-backed 
loans. Both questions relate to the long debated need for a new Federal program 
directed toward the middle-income family. Given more data on housing costs 
correlated with family income, family expenditure patterns, the availability of 
construction money and of mortgage money, decisions on middle-income housing 
might be reached quickly and effectively. The persistence with which middle- 
income proposals return to the Congress for consideration implies a problem that 
cannot be ignored; a problem that must be measured and better understood. The 
financing proposals before your committee this year are all rooted in the middle- 
income housing question. 

And there are other fiscal policy questions to the bills now before you. What 
are alternative sources of mortgage money—other than the direct loan, the 
federally insured or guaranteed loan, the savings and loan associations, the coim- 
mercial banks? Is it sound or desirable to set up another structure to process 
such loans when it could be done within the framework of FNMA? What about 
the retirement funds of the major labor unions? 

Can more insurance company money go into housing? Are cooperatives the 
answer? and city retirement plans? Would certain amendments to Title VII: 
Yield Insurance, make this vehicle more attractive and workable? These are 
complex questions that must be explored as a part of the continuous research 
program we have mentioned. 

And there are still other fiscal questions—those relating to the public agency 
functions in the renewal program, those with which our association is the most 
closely connected. Here we get into the difficult and mounting problems of 
financing local government. Already the mayors of the country, as expressed 
through the American Municipal Association, have found that the formula for 
Federal participation in the title I program of the 1949 Housing Act is putting 
heavier demands on the cities than they can meet. At its 1956 annual conference, 
AMA adopted a resolution asking for a change in the formula from a two-thirds 
Federal share of the net cost of a renewal project as against one-third local to a 
formula of four-fifths and one-fifth. Requests for this change were incorporated 
in the testimony of both Ben West, mayor of Nashville, Tenn., and Richardson 
Dilworth, mayor of Philadelphia, Pa., on behalf of the AMA before your subcom- 
mittee on March 26. It has even been suggested that the formula should be in 
the ratio of nine-tenths to one-tenth, following the pattern of the interstate high- 
way program and thus posing for the Congress the question of whether in the 
national interest it is important to give equivalent aid to homes as well as 
automobiles } 

On still another level of financing, we must find and face the facts on what 
families can afford to pay for housing—what kind of housing they can get for 
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the price they can pay. Who are the people living in the 5 million rock bottom 
slum units that the President’s 1953 Advisory Committee said should be 
demolished? What about the demolitions that will follow in the wake of the 
clearance programs mentioned earlier? Can the families involved afford to pay 
for the required replacement housing? With a rising rate of family formations 
predicted for the next decade, what resources will these households have—wil] 
they be able to pay the prices that current costs will demand? What about the 
increasing number of elderly couples and single persons, with a pattern of gen. 
erally very low or very modest income? What about the growing body of per- 
manently migrant workers? 

In facing the financial implications of these questions, we must recognize the 
growing trend toward homeownership that has been a characteristic of the past 
decade. If it is conceded that the young couple, the elderly, the migrant worker 
might fare better as renters than owners, then we must consider how to develop 
financial incentives for builders to get this kind of housing built. And we must 
consider that public housing is one of the largest existing resources of rental 
housing for not only these types of families—but for the large low-income family, 
the family with 4 and 5 children or more, a family type which for obvious reasons 
must be virtually ignored by the private rental housing builder and yet a family 
type for whom homeownership is an impossibility under present home financing 
requirements. 

None of these financial questions can be answered short of a knowledge of what 
our annual housing need is and how that need divides as among sales housing, 
rental housing and as among sales and rental cost levels. Thus, we must have 
continuous and comprehensive data. Meanwhile, the overall national need 
figures as developed by the National Housing Conference seems to us to be sound 
and acceptable: 2 million new housing starts annually, with 10 percent of the 
construction in the form of rental housing for low-income families, via the public- 
housing program. But as will be subsequently pointed out, certain legislative 
changes as well as administrative reforms will be required before any appreciable 
part of this need can be met by the public-housing program as it is now constituted, 

3. Federal-local relations.—At the past two annual conferences of this associa- 
tion, our membership has gone on record with expressions of deep concern over 
what it regards as a worsening of the relationship between the Federal agencies 
that extend financial aid for housing and urban renewal and the local bodies 
that receive that aid. On our recommendation and with our help, a number of 
studies of the policies and procedures underlying this Federal-local relationship 
have been made. Private management research firms have analyzed Federal- 
local operations; extended meetings of Federal-local officials have studied the 
situation. There has been mutual agreement that it was the intent of the 
Congress in initiating the housing and renewal programs that they should be 
rooted in local institutions, built to local patterns, operated to meet local needs. 
Yet, out of all of this effort and study, the degree of relief from the load of 
Federal domination and unwarranted control, reflected mainly in bureaucratic 
detail that localities must carry if they are to get Federal aid, has been very slight 
and it has been primarily only in the title I program that any gain has been 
made. 

In seeking a way out of the labyrinth of frustrating and delaying obstacles 
that present Federal-local procedures impose, this association finds itself con- 
vinced that there is something intrinsic in certain forms of Federal-aid programs 
that must be altered before any essential change can be expected. We are remind- 
ed of a quotation from Alexis de Tocqueville that we used in one of our publica- 
tions a few years ago on this very subject of Federal-local relations: “However 
enlightened and skillful a central power may be, it cannot of itself embrace 
all the details of the life of a great nation. Such vigilance exceeds the powers 
of man. And when it attempts unaided to create and set in motion so many 
complicated springs, it must submit to a very imperfect result or exhaust itself 
in bootless efforts.” 

The policing function that some Federal agencies have assumed in recent years 
in lieu of the partnership arrangement established by the Congress reflects some 
thing of the spirit of probes, investigations, and suspicions that have dominated 
our society within the past 10 years. The isolated instances of local wrongdoing 
or careless operations are offered as an excuse for tighter and tighter controls. 
Throughout the Federal administrative offices, the widely accepted idea of the 
functions of nearly every employee is not one of constructive and cooperative ef- 
fort but rather one of finding fault without a realistic understanding of local prob- 
lems. The ultimate purposes and objectives of the programs involved get lost 
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jn this atmosphere, and the spirit of dedicated service which had prompted 
many people, both Federal and local, to enter into the profession suffers to a 
point where it may finally disappear. / ‘ 

While this may be a basic problem somewhat wider than the housing and 
urban renewal fields alone, there seem good indications that they are more 
acute in these particular fields than in other areas. This association stands 
ready to aline itself with any effort that the Congress can propose to come to 
grips with this fundamental problem. In the meantime, however, there are 
specific elements of the Federal-local relationship that can be improved and it 
is our hope that your committee might find it possible to reaffirm its acceptance 
of the basic values of local initiative, local responsibility, and local judgment. 
With such an expression to fortify us, we might seek again to return to a 
pilateral or two-way form of contract similar to the one negotiated by the 
Public Housing Administration and a committee of this association immediately 
after the passage of the Housing Act of 1949. We desire to return to a contract 
that would obligate the localities to honest and prudent operations. It shouid 
not subject them, as the presently offered contract on a take-it-or-no-program 
basis now does, to possible Federal seizure of properties for even the most minor 
infractions of even the most minor rule. We are, of course, agreeable to all 
changes which are directly responsive to Federal legislation. 

By way of contrast to the administration of the public-housing program and in 
an effort to develop a consistent housing policy, the Congress may want to ex- 
amine the formula which under the college housing program is administered by 
the Community Facilities Administration of HHFA and consider whether it 
might not be generally applied to all other HHFA constituent operations. The 
administration of the college program was recently characterized as follows by 
the magazine Architectural Forum. 

“The college loan program * * * has none of the red tape of ‘workable pro- 
grams,’ mortgage commitments or minimum construction requirements that be- 
devil urban renewal projects, public housing or FHA insured loans. If costs ex- 
ceed estimates, supplementary loans can be approved. Conversely, projects can 
be revised to fit available loan proceeds * * *” 

Another lesson to be learned from the college program: Federal assistance for 
some of the spacious and pleasant buildings going up under the college program 
seems to be accepted without question, as against the reluctance with which pub- 
lic housing funds are disbursed and in contrast with the low standards of design, 
amenity, and operation to which the public-housing operation is frequently held. 
The American Institute of Architects has recently published an interesting his- 
tory of how the philosophy of student housing grew from the days of the monastic 
cell and the attic to the increasingly elaborate environment that is now thought 
to be suitable. Can this same philosophy of the importance of environment be 
brought to bear in the public housing and urban renewal programs? 

4. The general urban scene.—As has been implied throughout this statement, 
the urban areas of this country are undergoing swift and drastie changes. There 
are forces pulling people away from city centers; and forces drawing others in. 
The financial problems, alone, that cities face in coping with this complex and 
confusing movement is a severe challenge to the men and women trained in and 
dedicated to public service. But behind the financial and administrative prob- 
lems cities are facing today, there are rumblings of a great renaissance of urban 
living. The time, money, and effort that are going into the urban renewal pro- 
gram, the highway program, the building of new schools, the development of new 
industries, the harnessing of new scientific discoveries to civilian enterprises—this 
great investment has the potential of paying off in a new and better way of life 
for allof us. But the major element needed to bring this promise to reality is one 
that has up to now received very little emphasis and been given very little sup- 
port: the element of creative vision in the physical, economic, social, and spiritual 
growth and rebuilding of our cities. These words are intended to stimulate atten- 
tion to concepts beyond those presently applied. They are meant to open the way 
for men and women schooled in the arts, fired with imagination, trained to an 
understanding of what brings satisfactions and growth to a people, made sensitive 
to the values of urban living that can yield those satisfactions and promote that 
growth. The most recent issue of our monthly Journal of Housing states the 
case in this way: “The men and women who are concerned with today’s urban 
renewal drive—having worked through the legal, the financial, the operating 
phases of the program—must face theset new questions of philosophy and 
esthetics. The real test is still ahead * * * If we do not find the answers soon, 
all of the millions of dollars that are going into the current program and all of 
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the deep disruptions that are being created by today’s demolition will stand ag 
monuments of waste—and failure.” To bring this spirit into the renewal Dro» 
gram, and keep it there, we must find and fight our way through the fiscal and 
administrative problems already cited. 


SPECIFIC RECOMMENDATIONS 


On the basis of all of the above generalizations, our association would like to 
propose a few specific legislative changes in existing laws. These changes are 
put forward in the spirit of the comprehensive program to which we referred at 
the opening of our statement. 

1. Low-rent public housing 

The low-rent public housing program is suffering under a growing burden 
of operating problems, all of which reflect the complex changes in urban living 
to which we have referred throughout this statement. The situation in many 
instances is so serious that communities are reluctant to program new projects, 
Costs of operation are increasing because of the age of the housing and the in- 
flationary aspects of our economy. Income is decreasing due to the admission 
of greater numbers of families at the minimum rents. Yet, as our cities con- 
tinue to demolish existing housing and to seek to enforce minimum standards of 
housing safety and sanitation, the need for low-rent housing continues to grow, 
In this coodition of stalemate, this association cannot realistically look for the 
construction of the 200,000 units of public housing that it has stated above can 
be supported by need. Hence, the association is directing its recommendations 
toward alleviation of the operating problems of the existing program, on the 
theory that, once these problems are solved, the effective demand will then serve 
as the basis for further authorization by the Congress. 

Briefly, the major difficulty of the present public housing program is the de 
gree to which it is no longer serving a representative cross section of low-income 
families from slum and blighted areas. Throughout the country, there has been 
a steadily rising number of tenants moving into public housing projects whose 
primary source of income is some form of welfare assistance. Included in this 
group are some who are the “hard core’ social problems of the community: 
families without a father or without mother; families in which such problems as 
alcoholism or other illness have put them on the welfare rolls; families new 
to city life who do not know how to maintain a home and whose children en- 
counter a wide variety of problems. As these families come into public housing, 
the “normal” family—the family that is self-sustaining in every way except its 
inability to pay for standard housing—is moving out. In some communities, to 
fill these vacancies in order to maintain financial stabiltiy, more and more 
such problem families are taken in. In a few cities there are projects in which 
welfare tenancy is 50 percent of the whole. 

Another influence on the high rate of turnover is the fact that public housing 
rents are inflexibly scaled to income: In 1956, the average public housing family 
was paying between 22 and 23 percent of income for rent, as against a 146 
percent housing expenditure by all families in 1952. As families rise in the in- 
come seale, toward the maximum limits for continued occupancy, the rentals 
go up in the same exact proportion which is not true in private housing. Ac 
cordingly, rents in low-rent public housing have become increasingly out of pro- 
portion to the normal pattern of family expenditures. Hence, the “normal” 
families who once could give stability to public housing projects, are voluntarily 
and often unwillingly moving out by reason of economic necessity before they 
become ineligible by reaching the maximum income limits for continued 
occupancy. 

The basic philosophy of the low-rent public housing program is that not only 
the house but its environment are important to family health. A family living 
in a clean and structurally sound unit but surrounded by a growing body of 
socially ill familes is no longer properly housed under the objectives of the nation- 
al housing policy as set forth in the Housing Act of 1949. 

Thus, to overcome some of the problems now facing the program, the associa- 
tion recommends: 

(a) A change in rent-income ratio with rents to be permitted to go to as low 
as one-seventh of income, after applying the presently allowable exemptions 
from income of $100 for each minor, with the exemptions to apply both for ad- 
mission and continued occupancy. 
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(vb) Exemptions as above should also apply to unemployable adults who are 
dependents within a family (an elderly parent, for example, dependent on the 
family). 

(c) Deductions from family income of up to $600 of the earnings of minors or 
secondary wage earners, to apply for determining incomes for setting rents and 
for admission and continued occupancy on a permanent basis. The $600 figure 
parallels the Federal income-tax deduction allowed for minors’ earnings. 

It is believed that, with these minor legislative changes, plus a number of ad- 
ministrative changes both locally and federally, there can be restored or main- 
tained a representative cross section of occupancy, so that projects will again 
serve a cross section of both the normal and the problem family—the normal fam- 
ily by its very presence contributing to the ability of public housing management 
to work toward the rehabilitation of the problem family. Low-rent public hous- 
ing is increasingly accepting its responsibility, along with the other welfare 
agencies of a community, to work toward the solution of the basic social problems 
by cooperating in the rehabilitation of the “hard core” family. To do this job, 
it must have not only the changes recommended but the sympathetic understand- 
ing of the Congress and the Federal agencies involved, since the process of over- 
coming present problems will take time and may involve use of the full available 
subsidy, as against the present pattern of taking less than 76 percent of subsidy, 
as a national average. 

URBAN RENEWAL 


It has been stated by administration officials before this Senate committee that 
the administration’s recommended $175 million in additional obligational author- 
ity will sustain a vigorous urban renewal program. The statement was, as you 
recall, made in defense of self-inflicted administration cut in the interests of 
economy which reduced the President’s recommended $500 million over a 2-year 
period to the $175 million for 1 year. 

We are compelled to question this assertion in the face of the facts concerning 
the program as we know them: 

1. During calendar year 1956 nearly $275 million was reserved by URA for 
projects now underway. Contrast this experience to the $175 million the admin- 
istration recommends. 

2. During the first 8 months of fiscal year 1956-57 grant reservations made by 
URA amounted to $180 million—this rate, if projected, means that URA could 
earmark a total of $270 million for the full fiscal year. 

8. The experience with the program to date has revealed that it requires from 
$2,000 to $3,000 in grant money to clear 1 slum dwelling unit. We have, inci- 
dentally, 5 million such nonsalvageable units in the Nation. If we were to estab- 
lish the simple goal of eliminating these 5 million slum dwellings over a 20- 
year period, the program would have to average the razing of 250,000 each year. 
Taking the lower cost estimate of $2,000 per unit to accomplish elimination, this 
would mean that $500 million grant funds would have to be made available each 
year—and even at this rate there would still be no provision for rehabilitation and 
conservation programs. Contrast this with vigorous 55- to 60-year program to 
eliminate the same 5 million units the administration’s recommended $175 million 
would permit. 

In an effort to determine just what kind of resources in the form of grants 
that would actually be needed to sustain a vigorous program, this association 
surveyed 136 cities with active programs, plus 26 cities which were planning to 
initiate projects before the end of fiscal 1957-58. These 162 communities are 
located in 23 of the 33 States where local renewal programs are now underway. 

(The survey covered localities with active programs in the following States: 
Connecticut, Maine, Massachusetts, New Hampshire, New York, Rhode Island, 
Delaware, District of Columbia, Maryland, New Jersey, Pennsylvania, Virginia, 
Alabama, Georgia, Tennessee, Illinois, Michigan, Minnesota, North Dakota, 
Ohio, Wisconsin, Arkansas, Kansas, and Missouri.) 

The results were as follows: 

1. An additional $162.1 million in grant moneys will be needed to assure com- 
pletion of projects now in survey and planning or in the loan and grant stage. 

2. An additional $192.9 million in grant moneys will need to be reserved for 
projects now in HHFA regional offices awaiting URA approval. 

3. The new projects which the localities are scheduling for initiation before 
July 1, 1958, will require $328 million in grant reservations. 

Thus these communities, in estimating a need for an additional $647 million 
in grant funds, are at the same time ready, in spite of hard-pressed municipal 
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budgets, to put up some $20 million in local funds to finance their share of the 
costs. Contrast this $647 million (or for that matter contrast the $20 million 
in local funds) to the $175 million the administration has requested. 

When this association testified before the House Committee on Banking 
and Currency’s Subcommittee on Housing on March 11, we indicated that we 
felt the President’s recommended $250 million a year for two years was ade. 
quate to sustain a minimal program. This assumption of need on our part was 
based primarily on the rate at which Urban Renewal Administration made 
grant reservations during 1956. 

The cutback, however, proposed by the administration forced us into a re. 
evaluation of our position. The survey to which we referred above followed. 
The results disclosed the tremendous momentum which the program has 
achieved—we are forced to admit that we simply had not realized the extent to 
which it had matured in the course of the past year. 

In view of the facts disclosed by the survey, we respectfully suggest that an 
additional $500 million in obligational authority be authorized each year for the 
next 2 years to become available immediately upon congressional approval. 

This amount will accomplish what we believe Congress intended ; namely, it 
will encourage and clearly assure the right of every community to participate 
in and enjoy the benefits of the program. 

The $500 million over a 2-year period originally recommended by the President 
in his budget message this year will not make such an assurance possible. The 
amount is clearly inadequate in view of the demands on the program the 
localities are prepared to make, and most certainly in view of the kind of progress 
the program must make to succeed. 

Limited funds will mean limited local participation. Limited funds will force 
the Urban Renewal Administration to continue its recently enacted policy of 
giving certain types of projects priority. It will mean that the Urban Renewal 
Administration will have to ration funds, will have to try to force communities 
to cut back on the size of their projects in an effort to spread the available 
reservations as widely as possible. The Urban Renewal Administration will be 
forced to prevent the normal expansion of going programs and will be further 
forced to refuse new project applications from cities anxious to launch their 
own renewal programs. For example, of the 270 localities now active in the pro- 
gram, 104 have come in since January 1, 1955, and it is estimated that another 80 
cities will, if authorizations permit, be active in the program before July 1. 
1958. 

Limited funds will not only limit the participation of private enterprise in 
projects in the planning stage—more important, it will limit the initiative private 
enterprise is beginning to display in planning of decayed areas of our cities for 
redevelopment. Private enterprise has become interested in renewal in terms of 
continuing investment policy. <A limited, uncertain stop-and-go program would 
certainly tend to jeopardize the ability of the local public agencies to interest the 
private entrepreneurs in the virtues of redevelopment as a promising area of in 
vestment. 

Cutting capital-grant authorizations short of actual need and the ability of 
the cities to finance wanted programs is certain to result in the abandonment of 
the broad-scale comprehensive approach and a forced reversion to “a piecemeal 
attack on slums * *” which as the President’s Advisory Committee on Goy- 
ernment Housing Policies and Programs has testified ‘“* * * simply will not 
work.” 

rRAINING 


We support reintroduction of a proposal made last year: that the Congress 
authorize and National Science Foundation administer a program of graduate 
training for city planning and housing. There is a growing shortage of trained 
technicians to carry on the renewal program and only such steps as this will 
assure the gap’s being filled in time. 


MORTGAGE CREDIT 


The association makes no specific recommendations on the various proposals 
before the committee under this heading, but reiterates the theme of our gel 
eral statement that the questions should not be solved separately but as a part 0! 
the total comprehensive program. The association is especially conscious 0 
the need for making more housing available to minority groups and would ques 
tion whether the Voluntary Home Mortgage Credit Program has been able 
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even approach the need. The mechanism is complicated and slow, and the prob- 
jem is a tough one. 

Our association favors all reasonable action which would increase the supply 
ot new housing, particularly for those with the greatest need—the middle- and 
low-income families, the elderly, single persons, and minority groups. Reasonable 
actions include lower downpayments, longer amortization, and the making avail- 
able of mortgage money at reasonable costs. The rate of home building for sales 
and rental in our country is dropping when it should be increasing. More new 
housing is needed so that the rockbottom slums can be demolished, Furthermore, 
the rate of new family formation is now between 600,000 and 700,000 per year, 
and will reach a million a year in less than 10 years. Home building, with the 
emphasis on the middle-income families, must be stepped up. 


DIRECT LOANS 


Although this association is firmly committed to the proposal that the exist- 
ing machinery of private home building and home financing should be used as far 
as possible to serve the Nation’s housing needs, the question does arise as to 
whether or not the device of the secondary mortgage facility in FNMA is more 
costly and more complicated, with less effective results, than a direct loan pro- 
gram. Again, the direct loan has already found acceptance for college housing, 
for military housing, and for GI housing in areas not serviced by private financ- 
ing institutions. Is the device suited to the proposed program of nonprofit or 
limited profit housing for the elderly, as suggested in legislation introduced last 
year; to an improved volume of housing for minority groups; and to meeting the 
needs of the modest-income families not now being reached by federally insured 
mortgage programs? 


CONCLUSION 


If we are to rebuild our cities; if we are going to help them achieve their full 
potential in the American economy; if we are going to provide a good home in a 
good living environment for every American family ; if we really mean to do these 
things—attain these goals—then we must look to the total problem and be ready 
to accept the administrative and financial responsibilities the total problem as 
such poses. The many existing housing and urban-assistance programs must be 
related to one another, the gaps filled and the whole approach molded into one 
comprehensive package, only then can all the segments of our economy be ade- 
quately served, and only then will this Nation be in a position to meet the formid- 
able challenge posed by its own national housing policy. 


(The following were received for the record :) 


NATIONAL ASSOCIATION OF HOUSING AND REDEVELOPMENT OFFICIALS, 
Chicago, Ill, April 8, 1957. 
Hon. JOHN SPARK MAN, 
Chairman, Subcommittee on Housing, 
Senate Committee on Banking and Currency, 
Senate Office Building, Washington, D.C. 

DEAR SENATOR SPARKMAN: During the course of testimony by the writer before 
your Subcommittee on Housing on March 28, 1957, I was asked to comment on 
certain provisions contained in S. 1737 which at that time I had not seen. Senator 
Joseph Clark asked that I submit whatever remarks I would care to make after 
I had had an opportunity to examine the proposed amendments to the United 
States Housing Act contained therein. I appreciate, therefore, the opportunity 
of submitting on behalf of this association the comments below in accordance 
with that request. 


1. NUMBER OF NEW PUBLIC HOUSING UNITS 


This association is in full accord with the proposal (see. 1) to authorize the 
Publie-Housing Administration to enter into new contracts for loan and annual 
contributions for not more than 200,000 dwelling units during each of the fiscal 
years 1958 and 1959, with the provision “that any balances of this authorization 
not utilized in any such year shall be available in succeeding years.” Our sup- 
port of S. 1737 is not inconsistent with our previous testimony to the effect that 
10 percent of the housing starts each year should be authorized as low-rent public 
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housing. All evidence and data point to the fact that the number in S. 1737 woulg 
be required to meet the needs of families of low income now living under gyp. 
standard housing conditions. The provision quoted above from S. 1737 is 
essential for several reasons. First, the Public Housing Administration, with its 
present staff, could not be expected to put this number of units under annua 
contributions contract within this 2-year period. Second, the effective demang 
at the local level will become more closely related to the actual need as (1) legis. 
lative and administrative changes, to which we have already testified and which 
are restated herein, make low-rent public housing more effectively accomplish 
its purpose, and as (2) displacement by the accelerated slum-clearance and 
urban-renewal program and the highway program make the provision of low- 
rent public housing an essential tool of relocation in many communities. Third, 
we believe that an ample authorization should be provided so that cites ean do 
a sound job of orderly planning for participation in a public-housing program 
and can count upon the availability of Federal funds for this program. The fits 
and starts and the limitations to which the public-housing program has beep 
subject over the last several years have discouraged city after city from proceed- 
ing agressively toward initiating and developing sound and adequate local 
programs. 

Further, we believe that communities will be better able to develop’ and 
manage needed larger public-housing programs when some relief from current 
operating problems and situations can be achieved. These include a better and 
more satisfactory working relationship between the local housing authorities 
and the Federal agency ; modification of certain provisions to permit application 
of more realistic principles in determining family incomes for establishing 
eligibility and for setting rents; and modification of existing Federal policies, 
procedures, and annual contributions contracts to permit greater local flexi- 
bility of operation without sacrificing appropriate responsibilities and authority 
of the administering Federal agency. I respectfully direct the attention of 
the members of the subcommittee to my prepared statement on these points, 
S. 1737 does contain proposals which will give partial relief to some of the 
situations to which I allude. An additional legislative change in rent-income 
ratio commented upon below will also help to solve certain problems. Substan- 
tial relief can also be afforded local authorities by administrative decisions by 
the Public Housing Administration, and it is hoped that your subcommittee will 
give sympathetic consideration to these and urge upon the Public Housing 
Administration the granting of such relief. Among some of the items achievable 
through administrative channels are: 

(a) Return to bilateral annual contributions contract 

The present contract form offered local housing authorities is very much a 
unilateral type of contract which commits the local housing authority to minute 
administrative control and regulation to an unwarranted degree virtually predi- 
cated on a lack of trust of the local housing authority to perform its functions 
on a sound and prudent basis. We urge the return to a bilateral form of 
contract, such as is in effect on most of the low-rent public housing built under 
the Housing Act of 1949, based upon mutual trust and confidence which permits 
the admission and application of basic values of local initiative, local re 
sponsibility, and local judgment which it is believed that the Congress intended 
should prevail. A more detailed statement regarding this is being furnished 
your committee in response to Administrator Cole’s suggestion before your 
committee that we support our allegation of increasing Federal control of the 
low-rent public-housing program. 


(b) Raise income limits 

Local housing authorities, if they wish to do so, should be permitted to estab- 
lish income limits for admission at the “20 percent gap” level. That is, a hous- 
ing authority can demonstrate the lowest rent at which a substantial supply of 
standard private housing is available within the community for families of 
various sizes—and can then set up rents, and matching incomes, for its program 
at levels 20 percent below the private market. 

It is suggested that the Public Housing Administration’s only function here 
would be to examine the figures on the local market that the local authority 
puts forward and if such figures are found to be defensible, PHA’s approval 
of income limits would be automatic. Generally, the Public Housing Adminis 
tration has apparently considered it politically expedient to hold income limits 
well below the level authorized by the 20 percent gap statutory authorization 
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in the Housing Act of 1949. We recognize the public relations problem at the 
Jocal level and in the Congress with those who oppose the philosophy of low- 
rent public housing. We urge, however, the maximum limits permitted under 
the existing statute so that more families may “graduate” to private standard 
housing instead of being forced to return to the slums because of income limits 
for continued occupancy unrealistically far below available standard housing 
in the private market. 


(ce) Community services 


The present high proportion of welfare families (at minimum rents) in public 
housing and the growing number of aged families (at minimum rents) pose 
special management problems that require especially skilled management per- 
sonnel and the securing and coordination of special types of community services. 
There must be recognition by the Public Housing Administration that this 
involves additional time and cost even though direct social-welfare workers 
may not be in the employ of the housing authority. It may be pertinent at this 
point to state our opinion that a housing authority may very well require more 
subsidy than in the past, or even full subsidy, in view of these special needs 
named above, increased maintenance costs, and increased costs generally. The 
need for more or full subsidy permitted under the annual contributions contract 
should not be the major criterion considered by the Public Housing Adminis- 
tration in its review of local authority budgets. A prudent, efficient operation 
furnishing housing for extremely low income families may well require full 
subsidy. It is our belief that the Congress meant for this subsidy to be spent 
for this purpose. In the long run, there may have to be some recognition given 
toa special subsidy formula for the elderly covering some of the operating costs 
for such housing and not merely development cost. We wish to direct the 
attention of the committee to the fact that the subsidy permitted under the 
existing annual contributions contracts executed after the Housing Act of 1949 
is net the maximum subsidy permitted under that act. This lesser maximum 
was by mutual agreement of the PHA and NAHRO after the passage of the 1949 
act in an effort to effectively relate the total authorization of dollars and units 
by the Congress. 


2, PROVISO FOR CONTINUED OCCUPANCY (SEC, 2) 


This association supports this provision which authorizes the local authority 
to permit families whose incomes exceed the maximum limits for continued 
occupancy to remain in occupancy upon payment of appropriate rent until it is 
determined by the local authority that an adequate supply of decent, safe and 
sanitary dwellings is available to such families at rents they can afford. This 
legislative relief is particularly needed if the administrative relief sought in 
paragraph (b) above is not forthcoming. The unrealistic ceiling on continued 
oecupancy limits forces families to acquire standard housing beyond their 
financial means or return to substandard housing conditions. This change is 
welcome and will give relief to many families who need it and help to better 
carry out the objectives of the national housing policy. 

(At.this point, we should like to go on record as favoring S. 1694 and urge its 
adoption to meet the needs of families of moderate income and elderly persons 
whose needs ure not now being served through existing programs of assistance 
to private and public enterprise. Moderate income housing should be available 
and within the financial reach of families graduating from low-rent public 
housing. ) 

LIBERALIZATION OF EXEMPTION ALLOWANCES (SEC 3) 


The proposed change in language will permit local housing authorities to 
establish policies for determining net family income for eligibility and setting 
rents at admission and for continued occupancy in keeping with more realistic 
and accepted principles and practices. This will no longer require the inclusion 
of all of the income of members and dependents upon which actually the family 
cannot depend since these individuals have offsetting expenses of going to work 
and other costs. This partial relief will permit a more realistic and more cur- 
tent relationship between rent charged and family income. 

It is hoped that the subcommittee will consider favorably this association's 
recommendation included in my earlier written statement to modify the rent- 
ieome ratio to permit establishing rents as low as one-seventh of the net 
family income as contrasted with the present statutory requirement of one-fifth. 
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Present-day rent-paying habits of families would substantiate such a change. 
Should the subcommittee defer action on this, may we respectfully suggest that 
the subcommittee conduct a study utilizing the data and resources of the Publie 
Housing Administration to determine the estimated effect of such a change jy 
rent-income ratio upon the payment of annual contributions, keeping in minq 
that existing annual contributions contracts under the Housing Act of 1949 qd» 
not permit the statutory maximum in subsidy now. 

















4. ELIMINATION OF THE WORKABLE PROGRAM REQUIREMENT (SEC. 4) 









This association reaffirms its position recorded during the course of testimony 
presented before your Subcommittee on Housing last year and favors the 
elimination of the workable program requirement for public housing. While we 
strongly support the basic theory of the workable program, we do not believe 
that it is realistic or practical to require it as a condition for low-rent publie 
housing at this time. Most of the elements of the workable program require 
many months to initiate and years to achieve. As an example, a community 
may well take over 2 years to draft, adopt, and put a housing code into operation, 
Should such a community be restrained from establishing a public-housing pro- 
gram while it is making progress on this code? Unfortunately, inflexible ad- 
ministration of the workable program recertification leaves the determination 
of the rate of progress—and therefore of the recertification—to Federal officials 
who are far from the local scene and who may generally lack a proper under- 
standing of local political realities. In a broader sense, should the public 
housing program be halted until cities can fulfill all the time-consuming and 
difficult steps involved in a completed workable program? It is our belief that 
the need of low-income families for public housing in some communities is too 
urgent to countenance such a delay. We would favor the proposal contained 
in S. 1737 which would eliminate the requirement for a workable program be- 
fore any new public housing units may be authorized 





















COST LIMITATIONS SEC 





INCREASING PER-ROOM 










This association supports the proposal to increase the maXimum per-room cost 
limitations in view of the increasing costs of construction generally which 
have taken place since establishment of the existing limitations. This would 
permit localities to design and construct better and more lasting structures in 
keeping with suitable community rebuilding. 

| should like to repeat my expression of appreciation for this opportunity to 
submit additional comments to supplement my testimony given on March 28, 1957. 
Sincerely, 








KNox BANNER, President. 



















NATIONAL ASSOCIATION OF HLLOUSING AND REDEVELOPMENT OFFICIALS, 
CHIcAaGo, InL., April 8, 1957 






Hon. JOHN SPARKMAN, 
Chairman, Subcommittee on Housing, 
Senate Committee on Banking and Currency, 
Senate Office Building, Washington, D.C. 






DEAR SENATOR SPARKMAN: It is our understanding that during the course of 
his testimony on April 1, 1957, Administrator Cole suggested that our testimony 
on Mareh 28, 1957, regarding Federal-local relations constituted “conclusions 


which may or may not be supported by facts.” He further invited our associa- 
ae 






tion “to present some facts to your committee 

There is no indication on his part that he had had an opportunity to read 
our prepared statement which contained rather specific comments on this prob 
lem. We can, however, think of no better way in which to more Clearly delineate 
this lack of basic agreement on the proper spheres of Federal and local responsi- 
bility and authority than to offer for the record the letter dated July 1, 19565, to 
Commissioner Slusser from NAHRO’s contract subcommittee and Mr. Slusser’s 
response of July 20, 1955. Our association's letter of September 12, 1959, was 
an attempt to live with and make the best of an unhappy situation, and that 
letter expressed a fervent hope for an improved contract and improved relations 
In our opinion, neither has resulted. These three letters are enclosed. Also 
enclosed are one copy each of the 1951 annual contributions contract and the 
annual contributions contract presently offered by the Public Housing Aduit 
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We shall not attempt in this letter to restate our position on these several 
points, but we do respectfully direct the committee’s attention to the comments 
regarding section 103 (C), wherein the local authority is deprived of its right 
to accept the judgment of the court in a condemnation suit, and to sections 407 
(BE) and 407 (F), which deprives the local authority of its budgetary responsi- 
pility. These are certainly recognized as unwarranted increasing of Federal 
control. 

We further direct the committee's attention to the fact that a number of these 
changes protested by our association, but nonetheless incorporated in the contract 
now Offered by the Public Housing Administration, simply add to the time and 
difficulty of doing business. 

It is with regret that our association brings this exchange of correspondence 
to your attention as an evidence of the need for improved Federal-local relations 
which, in Our opinion, are essential to the successful development and manage- 
ment of low-rent public housing. 

As more recent evidence of what we consider to be unreasonable or unwar- 
ranted actions, we enclose PIA Commissioner’s circulars dated January 29, 
1957 (Subject: Litigation certificates), and dated March 18, 1957 (Subject: 
Fiscal audit notices of exception). The former circular appears to be an at- 
tempt to penalize all local authorities during construction because 1 or 2 may 
have inadvertently or incorrectly certified that there was no pending litigation. 
We are also unable to perceive how routing requisitions through the PHA re- 
gional office (and delaying them) will prevent a recurrence of this situation. 

The latter circular is most disturbing to us. Existing PHA procedures pro- 
vide for each commissioner of a housing authority, as well as the executive 
director, to receive a copy of the fiscal audit report. (This is also true of the 
occupancy audit, the management audit, and perhaps may be true of the mainte- 
nance audit.) In explanation, you are advised that at the completion of a fiscal 
audit, the auditors and the executive director review all items listed for excep- 
tion. The responses by the local authority to each item are listed, and both 
the auditor and the executive director sign this conference report. Subsequent 
PHA administrative review then takes items considered appropriate as excep- 
tions and lists them on form PHA—1566 and mails this form to the chairman, all 
other board members, and to the executive director. Heretofore, subsequent 
discussion or local authority corrective action usually resulted in clearing the 
exception, with notice of such clearance being furnished the local authority. The 
Commissioner’s circular of March 18, 1957, discontinues this clearance notifi- 
eation and, therefore. in effect, discontinues any clearance of any exceptions, 
from the local authority’s standpoint. This is particularly disturbing since the 
PHA administrative review subsequent to the audit may result, through error 
or lack of understanding on the reviewer’s part, in listing exceptions which 
should never have been taken. Thus, unwarranted audit exceptions are fur 
hished the Board of Commissioners and yet may never be cleared. Does not 
the Public Housing Administration also have a responsibility to acknowledge 
that corrective action, if needed, has been satisfactory? 

I apologize to the committee for the length of this presentation, but feel that 
this detail is necessary in order to present typical specific examples which ac- 
count for our increasing concern with Federal-local relationships. 

In addition to our specific experiences, I should like to add, for the record, 
a quotation from the Architectural Forum, April 1957, page 230 and page 232, 
as follows : 

“Public housing is perhaps the best example of a rental program that has 
been crippled by Federal lassitude and private sniping. Today, public housing 
in its present form is considered a political and social liability, not only by its 
enemies but by a few groups that once favored it strongly. There are over 
0,000 units of public housing now being managed under the aegis of PHA, 
but the current administration is making no bones about its distaste for it. 
Federal legislation has been largely responsible for making publie housing un- 
palatable to local communities, which initiate the demand for it. Redtape and 
the social segregation that invariably results from the highly institutionalized 
architecture of most projects have made them unpalatable. Income limits and 
the fact that most public housing is today minority housing have kept many de- 
sirable low-income families out of public housing, and in teo many projects the 
hard core of residents are welfare families, and problem families. A few Con- 
gressmen are worried about the state of public housing, but it could be political 
Suicide to try and put the program back on a high-volume basis now. Without 
administration backing, and with strong opposition from local builder and real- 
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estate groups, public housing isn’t likely to get very far unless there is a big 
change in how it is handled. In the past fiscal year, only 7,202 units of public 
housing were built (35,000 a year have been authorized). So far in fiscal 1957, 
the pace is even slower. Public housing as a means of providing rental housing 
for low-income families is stagnating.” 

Again may I express my appreciation to you and your committee for this 
opportunity to offer evidence, which in our opinion, is of vital concern to the 
success of the low-rent public-housing program. 

Sincerely, 
KNOX BANNER, President, 


NATIONAL ASSOCIATION OF HOUSING AND REDEVELOPMENT OFFICIALS, 
Washington, D. C., July 1, 1955, 
Mr. CHARLES E. SLUSSER, 
Commissioner, Public Housing Administration, 
Washington, D. C. 

DEAR Mr. SLUSSER: Pursuant to your letter of May 3, 1955, with which yon 
transmitted copies of parts 1 and 2 of the April 1955 draft of the annual con- 
tributions contract, the contract committee herewith submits comments and 
observations thereon. 

Your letter was received in my office on May 6 and copies of the contract draft 
were sent to each member of the committee on that day. Members either sent 
in written comments or were present at a committee meeting on June 10 in 
Washington at which time the April 1955 draft was discussed in detail. At the 
outset of that meeting we were pleased to learn from President Walter Mills 
of his conversation with you on that morning and your reassurance that the 
contract would not be printed in final form until after you had received the 
comments of our committee. This news was especially welcomed since some 
of the members brought to the meeting rumors that the contract as distributed 
was considered by the Public Housing Administration to be in final form. 

The period of time between the June 10 meeting and this date has been devoted 
to the preparation of this letter. So as to make certain that the letter completely 
and correctly reflected the views of the full committee, careful clearing and 
checking with the members was necessary. 

The comments and recommendations contained herein all relate to points 
discussed by the contract committee with you and your staff on March 22, 1955, 
subsequent to our review of the February 1, 1955, draft of the contract. Before 
dealing with specific points of the draft, there are a few highly important aspects 
of the relationship between the local community and the Federal Government in 
this program that deserve comment. 

In dealing with the contract which sets forth the framework of this relation- 
ship, it is impossible and inappropriate to disregard the important elements 
which have grown out of the history of the low-rent public-housing program 
since its inception. The program was inaugurated as a Federal operation in 
1933 under the National Industrial Recovery Act. As early as 1937 the country 
and the Congress had learned that the program was important to the com- 
munities of the Nation; yet, it was inappropriately carried on as a direct Federal 
Government activity. The Housing Act of 1937, with a volume of supporting 
legislative history, limited the Federal Government to the role of granting 
financial assistance and providing technical advice and guidance to local com- 
munities. That role was further curtailed and restricted by the language of 
the Housing Act of 1949, and by the intent of this law as so clearly set forth 
in the legislative history leading to its enactment. This act was the subject 
of debate and controversy, not only in Congress, but also in communities 
throughout the country. Its provisions stemmed in part from the hearings 
of the Subcommittee on Housing of the Joint Congressional Committee on Post- 
war Economic Conditions and the voluminous testimony presented to that 
body. 

Senator Taft, in explaining his support of the 1949 act, said on the floor of 
the Senate, “* * * the administration of the program must not only be taken 
charge of by the States, but the States must be left almost entirely independent 
in carrying it out, with a wide latitude as possible to choose one method or 
another to attain the ultimate result.” 

In opening the debate on the bill on April 14, 1949, Senator Maybank as 
chairman of the Senate Banking and Currency Committee stated: “I should 
like to emphasize my firm belief in the entire philosophy of the bill. There is 
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jothing in the bill which smacks to me of Federal dictation. * * * Throughout 
the bill and in our report we have emphasized the responsibility of the local 
authority in initiating, developing, and managing the local programs and 
making the necessary determinations in connection with them.” 

As one of the first undertakings following the passage of the act the Federal 
agency joined with 2 representative group of local community officials in the 
task of drawing a form of contract that would define the rules for developing, 
and financing and operating over a 40-year period projects to be initiated under 
the 1949 act. It was recognized that the form of contract used prior to 1949 
was not adaptable to the new program because it did not conform to the modi- 
fications of the role of the Federal Government. Furthermore, experience with 
the original contract demonstrated that it was almost totally unworkable 
because it was so specific in minor details that it was constantly being changed 
by amendments and waivers to meet the variations in local conditions and 
changes and improvements in operating techniques. The Federal and local 
representatives therefore undertook to prepare an entirely new document that 
would respond to the revised legislation, yet would have sufficient flexibility 
to serve under varying and changing conditions over a long period of time. 

It is perhaps inevitable that there are differences in approach to any program 
that is jointly administered by a centralized Federal agency and a large number 
of separate local agencies. Negotiations of the terms of the new contract were 
carried on in recognition of the obligations and responsibilities of both. Each 
of the provisions was examined and discussed in the light of conformance with 
legislative requirements, of reasonable safeguards to assure prudent expendi- 
ture of Federal funds and of local needs and practices and applicable State 
laws. The document which resulted was not just as it would have been written 
either by the Federal agency or by the local representatives. Manifestly it was 
a compromise, or rather, a series of compromises, in which the responsibilities 
and obligations of each party were balanced. Upon completion of negotiations 
the result Was accepted by both parties and in that sense constituted a meeting 
of minds. 

No document of this type is or can be perfect. Improvements and refine- 
ments can always be made. Some changes have been required as the result 
of subsequent congressional action, but others have been instituted by the 
Federal agency to assume controls without regard for the prerogatives and 
interests and particular needs of local communities. The contract of 1951 has 
in use and in practice proven its effectiveness. The April 1955 draft includes 
a number of changes, which while they may appear to be desirable from the 
point of view of the Federal agency, are neither necessary nor appropriate in 
the light of the history and legislative intent of this program. 

Except for required legislative changes and those affecting bond financing, 
all other significant changes proposed have but one apparent purpose—the as- 
sumption of control and jurisdiction in the Federal agency of authority, judg- 
ment, and discretion heretofore left with the local community. This is a re- 
versal of the direction that the program was expected to take 4 years after the 
initial contract was negotiated. 

At that time it was conceded that many of the powers and controls then 
reserved to the Federal Government were justified because of the limited ex- 
perience in some communities; the implied intent was that, as the years passed 
by and as experience was gained on the local level, greater discretion and 
authority would be left to the localities. Notwithstanding this premise, it now 
appears that sO many controls and sanctions are to be put into effect that the 
contract contemplates relegating localities to the status of an agent or a servant 
of the Federal Government. This theme runs across so many pages of the 
contract that we have genuine concern as to how far courts might go in up- 
holding the legality of an instrument by which a political subdivision of a State 
sv substantially delegates its rights and responsibilities to the Federal Govern- 
ment. 

The committee is left to draw but one conclusion—that the Public Housing 
Administration believes that local competency, or integrity, or a combination 
of the two, fall short of acceptable standards of good judgment or honest ad- 
ministration and, therefore, believes that the program can only be entrusted 
to the Federal Government. This is no forum in which to debate this point, 
but we respectfully submit that if the PHA holds such view, the more appro- 
priate remedy would be to propose to the Congress a change in the basic frame- 
work of the program, rather than attempt to further restrict the role of the 
localities by administrative action contrary to the intent of the law as it now 
stands. 
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It is inherent in any program of the nature and scope of this one that some 
mistakes and abuses will occur—both at the local level and at the Federal leye}, 
The creation of a high degree of centralized control in an effort to minimize the 
possibility of mistakes or abuses can serve only to suppress initiative, retard 
the development of a sense of responsibility, and generally destroy incentive. 
Undermining the strength of local administration can lead only to a situation 
in which mistakes are more likely to occur, thus defeating the purpose of tight. 
centralized controls. We feel that full consideration was given to this problem 
at the time the initial form of contract was being developed, and that there are 
in that contract Adequate controls and adequate recourse in cases of abuse by 
either party to the contract. : 

In reviewing the April draft of the contract we were pleased to note that some 
of the changes proposed in the February draft had been eliminated in accordance 
with our suggestions made in March. There are a number of proposed changes 
from the original contract, however, which are included in the April 1955 draft 
that are undesirable and unnecessary, but are not basic and, therefore. we do 
not intend to add anything more to the comments that we made to you in 
March. The following comments are, therefore, restricted to the items in the 
contract which are of major significance. 

Certainly none of the proposed changes are more contradictory to the general 
concept of the relationship discussed above than section 507 (8). In negotiating 
many provisions embodying requirements upon the localities in the original con- 
tract, an important element in our considerations was, manifestly, the sanction 
that was reserved to the PHA in the event of a breach of such provisions. Those 
requirements, which in themselves were of significance and serious in nature, 
were specifically listed as substantial defaults or substantial breaches, giving the 
PHA the right to take title or to take possession as the case may be. In addition 
to giving prompt and effective remedy attendant to those requirements and 
obligations that were truly meaningful, the PHA was further protected by 
having the right to take possession of a project when any of the contract pro- 
visions, no matter how small, were breached as a result of flagrant action, 
Furthermore, the right was reserved to the PHA to take possession if a breach, 
no matter how minor in nature, recurred and became a repetitive, or frequent 
violation. Under these conditions, in which the locality in effect ignored its 
responsibility for relatively minor items, or could not keep them from recurring, 
appropriate and adequate remedies were reserved to the PHA. 

Certainly, our attitude toward many of the provisions would have been en- 
tirely different had the PHA, as it is now attempting to do in section 507 (8), 
reserved to itself the right to take possession of the project in the event of a 
single minor breach or default. The proposed language, in effect, creates a 
substantial breach in such instances as a delay in the submission of a renort, 
an error in records, slight discrepancies in accounting practices and procedures, 
many types of willful or negligent acts on the part of an employee, such as a 
mistake in the selection of a tenant, and to literally hundreds of other minor 
things. 

Section 507 (8). writen into a contract which still includes the numerous 
obligations assigned to the locality. is unreasonable and unnecessary and, for 
the sake of equity and fairness, will require the complete renegotiation of the 
contract. 

Part 2, article I, section 103 (B) 

The change here, which requires PHA approval of the formal appraisal before 
taking an option, is a needless step in the process as the PHA reserved originally, 
under 103 (C), their approval of the option before the title could be taken or con- 
demnation action instituted. If the local authority finds it expedient to proceed 
with the taking of options, it should be at liberty to exercise this discretion. This 
is especially true since the local authority does so with a clear right reserved to 
the PHA to approve the options before the local authority can take binding action. 
Many times the early taking of options will eliminate added costs that often result 
from delays. 
Section 103 (C0) 

This new authority which the PHA intends to exercise over condemnation cases 
is objectionable. Once it has been determined (and the PHA under the original 
contract reserved the right to approve the institution of condemnation proceed- 
ings) that condemnation proceedings are to be instituted, there is no way for the 
PHA to sit in judgment on the award of the court, the wisdom of accepting it, 
and especially the wisdom of appealing it. 
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Unless the PHA intends to have its representative available to sit in on the 
entire process of the hearing, including the viewing of the property by the duly 
appointed condemnation commissioners, it cannot equip itself to make an informed 
decision with respect to the ward. If the PHA has any qualms respecting con- 
demnation, the time to raise questions on this is before the process is initiated. 
It would be unthinkable for a local agency to institute condemnation action in 
Joecal courts and expect a fair and equitable attitude from the courts and the 
commissioners if it were known (and it soon would be known) that no matter 
how diligent the court process was, no matter how carefully the commissioners 
reviewed all the evidence before it, the PHA, located elsewhere and without the 
evidence, would decide on the equity of the award. 

While there are many sections in this contract that are important and equally 
as serious in terms of the change in the degree of discretion left to the commu- 
nity, perhaps there is no other one proposed change which withdraws local discre- 
tion With as little justification, as there is so little information other than that 
available in the community on which to act. Legal opinion available to the 
committee seriously challenges this proposed change and genuinely fears that 
the process, When known to the courts, may invalidate the local authority’s basic 
right of eminent domain. 


Section 106 (A) 


The question of whether or not inspection of Construction should be included as 
apart of the architect’s contract is one which depends upon the problems in the 
locality and on the project at the time, and should be left to the determinations of 
the local authority. It is related to the amount of work and the particular qual- 
ifications of the architectural firm under contract. It certainly is related to the 
extent to which the local agency may have qualified men available. It may have 
several jobs with separate architects under construction at the same time, giving 
it an opportunity to consolidate inspection staffs and have « more eflicient and a 
more economical operation. We believe that the architects should have a re- 
sponsibility during construction to approve shop drawings and interpret the speci- 
fications, and a responsibility for the general supervision of the construction. 
Certainly in many instances they should also have responsibility for the inspec- 
tion. But whether or not inspection should be included as an architectural func- 
tion is dependent upon many factors that can best be decided in and by the 
community. If the PHA has an opinion with respect to a given project or given 
locality, certainly it would have ample opportunity to advise the locality of its 
views. Judgment and integrity in matters of this kind depend upon the indi- 
viduals involved. Since the matter relates to the situation pertaining to the local 
project and the local circumstances, then clearly local discretion should not be 
taken away by the Federal Government unless either local judgment or integrity 
is suspect. 


Section 106 (D) 


Under the original provision, the local agency was required to furnish at such 
time or times as the PHA requires the evidence satisfactory to the PHA that the 
plans, etc., are in accordance with the provisions of the contract and applicable 
law. The new change would, in addition to requiring the material to be sub- 
mitted as required by the PHA, provide specifically that this must be furnished 
prior to release of documents for taking bids. Insofar as the PHA has author- 
ized it in the past under 106 (D) in the original contract, documents have been 
released for the taking of bids prior to the furnishing of this evidence. Insofar 
as it has not been authorized by the PHA, it has not been done except as a breach 
of the contract: therefore, it is unnecessary and unwise in the new contract to 
deny the PHA the right to approve a proposal contemplating the release of docu- 
ments before the submission of the satisfactory evidence to the PHA only after 
the arduous routine of a formal waiver to the contract is followed. We respect 
fully submit that the PHA under the original language has the control that it 
needs, can authorize the release of documents in advance under conditions which 
it thinks are appropriate, or deny such an authorization. 


Section 107 (D) 


The original contract provided that unless work were done under lump-sum con- 
tracts the PHA reserved the right to approve any other method. Any local agency 
takes quite a gamble if it moves in any direction other than that authorized 
under the contract without PHA’s prior approval, since the PHA is not obligated 
to approve it. For the PHA now to change the language to require its approval 
in advance does not give it any more right than it had under the original contract. 
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Later in the paragraph, the PHA has inserted a dollar amount as the appropriate 
point at which the principal provision of the section is not to be operative. Origi. 
nally, the PHA reserved the right to approve whatever seemed appropriate as the 
amount limitation for exceptions to the provision. The $500 is not the point ip 
question, as that may or may not be right in the present economy. However 
there is no magic about this figure, and so long as the PHA has the right to 
approve an appropriate figures, it would seem the better part of wisdom to allow 
flexibility for judgment which would relate itself to the problem at hand, the 
community, and the economy of the times. 

Section 108 (A) 

The change in this section, which would require payment bonds, schedules of 
prevailing salaries and wage rates in connection with contracts covering only 
the furnishing of materials or equipment and not involvig work done at the site 
of the project, would seem to us to carry beyond the intent of the legislation the 
requirements on prevailing wages and rates. As a matter of fact, a given piece 
of equipment may be made up of parts manufactured in 25 separate communities 
throughout the country, and the wages prevailing in the city of the project may be 
totally unrelated to the appropriate wages in many of those other cities. This 
does not respond to the intent of the Congress in its requirement that prevailing 
wages be paid. We see no reason for any change from the original contrac 
provision which was drawn carefully to respond to the letter and intent of the 
law; that is, we take this position unless there has been some clear-cut change 
in either the law or its expressed intent, or unless the change is in direct response 
to a Presidential order or Labor Department instruction. 

Nection 110 (A) 

The elimination from the original language of the right to award movable 
equipment contracts to the lowest and best bidder will result in a great sacrifice 
in economy and efficiency, and is contrary to good public practice. Equipment 
items are difficult at best to specify, but beyond this there are many reasons for 
varying from the lowest bidder when there is a modest sum involved. When bids 
are received and a responsible determination is made by the commissioners of 
a local agency that there is a substantial benefit in awarding to other than the 
low bidder when the facts are clear and they are adequately studied, you then 
have a decision made in the public interest and one which is consistent with 
generally accepted good public practice. There are many considerations which 
make this important. Standardization of equipment when price differentials are 
negligible serves as one illustration. If the PHA insists upon this provision, it 
can only mean a greater limitation on bidding as the plans and specifications for 
bidding will have to be so carefully scrutinized and drawn that they will result 
in a high degree of “closed specifications.” In order to protect the interest of the 
local authority, it will reduce competition to items within the more expensive 
price range. Putting it a different way, minimum specifications that we have 
known in the past will have to be discarded since they can hardly serve in many 
instances under this rigid contract provision. This, of course, has one further 
significant aspect; i. e., if there is any validity in having local agencies operated 
by responsible local citizens permitted to use independent judgment in the 
public interest, latitude in this area is a must. 

Section 110 (B) (3) 

We are at a loss to understand why the phrase, “* * * of the Independent 
Offices Appropriation Act, 1953” should be added to the requirement that the 
local authority shall not award main construction contracts unless the PHA has 
taken into account applicable provisions of certain documents. We understand 
that the PHA must take into account the applicable provisions of the Housing 
Act, the contract, and many other laws, but why single out the appropriations 
act of 1 year, the effect of which may be limited in time, and be silent on all of 
the other laws and codes which influence and control to some degree the con- 
tracting activities of the PHA, 

Section 110 (C) 

The new language here limits the right of the local authority to award a con 
struction or equipment contract (other than the main construction contract) t 
awards not in excess of $5,000. The original provision permitted the local aw 
thority to award these contracts so long as it did not exceed the amount provided 
in the budget. Here again the local authority agrees in advance with the PHA 
on the appropriate amount of money to be set aside for such item. It agrees 
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elsewhere in the contract to the review of bidding documents and the process 
of taking bids. Why, then, does the PHA now say that this is workable up to 
$5,000 but not beyond, even though the local authority is within its budget for 
the item and the documents have been cleared, This further restriction is not 
justified as no valid reason is apparent for requiring, in effect, two approvals on 
the same item. 


section 120 (A) (1) 


The removal of the right of the local authority to issue change orders upon 
conditions prescribed by the PHA is an unjustifiable restriction and adds no 
real protection to the PHA. This merely prevents the PHA from prescribing 
eonditions under which change orders may be issued without PHA approval, 
thereby straitjacketing the local authority in an effort to protect the PHA 
against its own actions, 

Section 120 (B) 

The addition of this provision is one of serious consequence as it interferes ma- 
terially with the contract relationship between the local authority and the con- 
tractor. The PHA’s signature on documents obtaining between the contractor 
and the local agency is totally unnecessary and unwarranted, These contracts 
are entered into between the local authority and the contractors and should re- 
main biparty contracts, without adding third-party participation and injecting 
procedure which would tend to interfere with the local authority's jurisdiction 
over the contractor. The PHA reserves its controls specifically under the local 
authority’s contract with the Federal Government. The local authority is 
required to obtain certain prior clearance with the PHA, but under no cireum- 
stances should this involve PHA’s signature on documents related to the contract 
between the local authority and the contractor. 


Section 121 (A) 


The revised language of 121 (A) responds to the revised language in 106 (A), 
and we respectfully refer you to our comments under 106 (A). 


Section 121 (B) 


The language in 121 (B), as provided in the original contract, should be re- 
stored. Under no circumstances should the PHA be in a position to dictate 
changes in inspection which it may think necessary. It has, under existing 
121 (B), the right to inspect the project, but it cannot have the right to pass 
on personnel actions and decisions of the local authority. It further states, un- 
der 121 (B) as revised, that the PHA shall determine noncompliances. These 
two sentences in 121 (B) take away from the local agency all authority and 
jurisdiction for construction, and in effect make the PHA the contracting officer. 

If the PHA has the right to pass on the adequacy of inspection, that carries 
with it the right to determine procedures, practices, inspections that are to fol- 
low, the right to second-guess decisions, the right to pass on the individual quali- 
fications of the inspectors themselves, the right to set up every detailed standard 
by which inspection is to be carried out. Im addition PHA proposes, notwith- 
standing the responsibility of the local agency in its relationship with the con- 
tractor and the communty, that it determine all matters of compliance. Unless 
the PHA performs full inspection, it cannot be in a position to judge and decide 
sich matters. If the PHA is to reserve such all-inclusive powers of judgment 
and decision, then it must assume the total responsibility for inspection. If it is 
toassume the total responsibility for inspection, then in order to have the neces- 
sary jurisdiction and control it must be the contracting officer. If it is to be the 
contracting officer, how then can this be said to be a local program? 

Section 206 (A) 


We suggest the addition of the phrase “knowingly to the local authority” 
after the words, “* * * who include * * *” at the beginning of subsection (4) 
0 that it will read: “* * * who include, knowingly to the local authority no per- 
son * * *. This is important since the local authority is dependent, first, upon 
the information certified to it by the applicant and, second, upon the information 
Tespecting the Attorney General’s list furnished by the PHA. It is also recom- 
ended that some mention of the PHA’s responsibility to furnish this list be 
ineluded in this provision. The appropriate language which we are suggesting 
8 identical in intent to the language which has been used by the PHA in see- 


tion 212 (C) (2), where there has been added: “to the best of the knowledge 
ad belief of such official.” 
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Section 207 (B) 

We suggest the insertion of the word “knowingly” after the words, “The local 
authority shall not” at the beginning of the subsection so that it will reag. 
“The local authority shall not knowingly permit * * *.” This is important for 
the reasons given above under section 206 (A). 

Section 210 (B) 

The insertion of the added requirement in parentheses in the first sentence 
is unwarranted and impractical unless it is prefaced by the term, “knowingly to 
the local authority.” The local authority cannot possibly maintain a continn- 
ous policing practice to identify immediately any tenant who may have joined 
an organization on the Attorney General’s subversive list. The loeal authority 
cannot get daily or hourly certifications from tenants and, while reasonable dilj. 
gence will, of course, be maintained, it is hardly equitable to have such an yp. 
reasonable provision in a contract. The local authority would be in breach of 
its contract because of an action on the part of a tenant unknown to the loea! 
authority between reexaminations or even overnight. 

Section 211 

We protest vigorously the change in language which, regardless of the circup. 
stances, requires the backcharging of a family for additional rent upon discovery 
that the family failed to report a substantial change in income. The ‘original 
language gives a degree of discretion that enables the local management to take 
appropriate action; it requires specifically that any action other than a back. 
charge, if taken by the local authority, shall be “in justifiable cases” as deemed 
advisable by the local authority. This clearly places the local authority in a 
position of making a positive determination. There is nothing to stop the PHA 
from auditing these determinations to make certain that they were duly and 
properly considered and made, and the record so established. This is all that 
is necessary and all that is practical. Further limitations required under see- 
tion 211, as revised, are not in the best interest of the program either from the 
local or national point of view. 

Section 212 (D) 

The parenthetical provision beginning on the seventh line, “or at any other 
time * * *” is appropriate and satisfactory provided the changes recommended 
in subsection (B) of section 207 are made; otherwise, the change is most 
inappropriate. 

Section 216 

We again strenuously protest the addition of this section as written, partic 
larly since it appears to deny the local authority the right to amend, even with 
appropriate clearances, a contract, and would have other restricting effeets 
The PHA has its many and numerous contract provisions controlling contract 
awards, amendments, purchasing procedures, budgets, etce., and therefore section 
216 is a totally unnecessary and inappropriate item for this contract. 


Section 306 

The original contract covering purchases and bidding is ample and has worked 
satisfactorily the last several years. We are opposed to the addition of the 
obligation to award such contracts to the lowest responsible bidder. We dealt 
with a similar provision under section 110 (A), and we refer you to our com 
ments under that heading. Since we are having to comply with applicable 
State and local laws, and this is so stated in the original contract provision, it 
is most inappropriate for the Federal Government to further superimpose rt 
strictions over and above those set out by the State and locality for publi 
operations. We feel that this is a trespass upon local publie practice, and 
one which not only is unnecessary but which will interfere with and make 
impossible the operation and administration of the local programs truly in the 
public interest. 

Section 307 (A) 

The change proposed would require the personnel policies to be comparable 
to local publie practice only. This is a highly important matter and one whit 
could, if insisted upon it its present form, result in many problems of loeal at 
ministration and inequities in the salary schedules and other elements of él 
ployment. When the Congress specified the standard by which certain wit 

ites were to be fixed by the PHLA, they called for “prevailing practices.” Tht 
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practice of the PHA has been, and appropriately so, to measure the prevailing 
rates and practices in the community, both public and private, and to arrive at 
rates that would seem most nearly comparable. If only prevailing “public 
practice” were used, the PHA’s wage-rate determinations in practically every 
community would be substantially different. It is inconceivable to us that the 
Congress intendec that two separate, distinct, and, in many instances, unrecon- 
cilable standards be used for determining personnel practices and wages for a 
given local authority. Until now the local authorities have, under their contracts 
with the PHA, followed the same pattern that the PHA itself uses in determin- 
ing wage rates, leave benefits, and other elements of its personnel policy. 

An example will illustrate a type of inequity that will result from the applica- 
tion of the “public practice” formula alone. The PHA does not fix supervisory 
maintenance wage rates. Its determinations with respect to mechanics have 
been, more often than not, substantially the same as the local union scale. The 
cities themselves rarely use these rates; the personnel on the supervisory level 
in the average city get no more and in many instances less than the local pre- 
vailing union scale for mechanics, This would result in maintennace super- 
yisory personnel of a local authority drawing less money than the mechanics 
working under them. Wage rates, leave provisions, and other employment bene- 
fits vary widely in many communities between public and private agencies, and 
the inequities within a local authority would be in direct ratio to the degree to 
which public and private practices differed in that community. This example 
jis not intended in any way as a criticism of the method used by the labor- 
relations personnel of the PHA in fixing wages consistent with local prevailing 
practice, as required by the act. We are merely pointing out that two different 
yardsticks can only serve to produce inequities, create problems of morale, in 
general operate contradictory to the letter and intent of the law. 


Section 308 (C) 


The proposed change in the figure from $1,000 to $500 is one that appears to be 
arbitrary and one which has no particular logic to it. The $1,000 figure is work- 
ing. Perhaps a good case can be made for $500, and perhaps a good case can be 
made for $1,500 or $2,000. Because a very substantial cost is involved in pre- 
paring for and conducting a public sale, it is easily possible to spend an undue 


portion of the $500 to sell $500 worth of goods. As there has been further in- 
flation since the 1951 contract form was adopted, it would appear more logical 
to raise rather than to lower the figure. To us the significance of this change 
is that it is an additional illustration of an arbitrary restriction and a lack of re- 
spect for the original document, regardless of whether or not the provision has 
worked satisfactorily. 

Section 311 (A) 

Here we protest strongly the reservation of the PHA to have full and free 
access to all the books, documents, papers, and records that are pertinent to 
a local agency's operation under the act (embracing all housing and slum clear- 
ance and related programs of the Federal Government). This is the first in- 
stance that we have discovered in the changes proposed that runs afoul of the 
basic concept of the contract dealing with a given project or projects included 
under that contract. Here the provision relates to the books having to do with 
all other low-rent, public-housing projects, all title I assisted programs which 
the Authority may have, the "314" assistance program, the future public-works 
program, and other programs included in the act in which the local authority 
may play a role. Certainly, each contract was intended to stand on its own 
feet. It was intended to embrace whatever was necessary with respect to the 
project or projects included thereunder. The contract should provide that 
this PHA authority run only to the “operations with respect to financial as- 
sistance under this contract.” Any single contract, together with all other 
similar contracts the PHA has with a given local authority, gives the PHA 
access to all of the books that relate to the financial assistance under the act 
that it is rightfully concerned with. This is not a matter of denying the PHA 
the right to public records. It is merely a matter of getting out of this contract 
unrelated and unnecessarily broad references. This is a biparty contract and 
is intended to accomplish a specific purpose. The language suggested by us 
ubove completely accomplishes the specific purpose for which this contret pro- 
Vision should be intended, and gives to the PHA access to all of the records 
that it needs. 
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Section 402 

The proposed language under this section provides for the substitution of 
the pooling of funds for the former provisions contained in section 401 of the 
original contract which required the segregation of funds under each contract 
excepting those amounts which were permitted to be deposited in a revolving 
fund for simplifying the handling of accounting operations applicable to sey- 
eral projects or enterprises operated by the local authority. 

Under the proposed language the local authority may at its discretion take 
advantage of the pooling of all funds for projects under contract with the PHA 
under one general depositary agreement. However, in subscribing to such an 
arrangement, and in order to have the benefits of a revolving-fund procedure, 
the local authority subjects funds of projects or enterprises outside of LA-~PHA 
contracts to unwarranted control by the PHA. The control by the PHA in a 
given contract should definitely be limited to those funds applicable under that 
specific annual-contributions contract. The highly successful and efficient re. 
volving fund should be encouraged, certainly not denied to the local authority, 
Revolving funds are in use in many cities; existing contracts permit them, as 
do title I contracts. Envision the complications and confusion when an ad- 
ditional project under the new contract is added, but cannot participate in 
the established revolving fund. 

Sections 407 (FE) and 407 (F) 

The introduction in the proposed contract of the modified approval process for 
budgets is strictly a provision for the administrative convenience of the PHA 
without regard for the best interests of the local authority. 

These changes in concept have the effect of enabling the PHA to adjust the 
budget to whatever level it regards as necessary. The local authority would 
be in the position of operating subject to the reductions made by PHA. The 
local authority would be in the position of operating subject to the reductions 
made by PHA. The local authority has no recourse except to submit a revised 
operating budget incorporating the disapproved items for PHA approval. Re- 
alistically, this procedure does not suggest that approval can be secured, regard- 
less of the merits of the disputed items. 

This insertion of “modified approval” invalidates all principles and precepts 
that governed the drafting of the language in the present form of section 407. 

The background here is pertinent. Responsible individuals at both the Fed- 
eral and local level have long been concerned with the importance of operating 
budgets. This concern has included the recognition that differences between 
PHA and local authorities would certainly arise. In many instances they would 
involve sincere and honest differences in judgment on individual items; in other 
instances more basic concepts of management standards and functions of low- 
rent housing would be at stake. In any event, it has been conceded without ar- 
vument that local authorities had the responsibility to submit operating budgets 
with adequate justification and that the PHA had the right to approve or dis- 
approve with adequate detailed explanation. 

Some orderly and reasonable time schedule, however, was imperative. This 
Was necessary to insure that budgets would be submitted sufficiently prior to a 
new fiscal year to enable PHA to review them: to provide time for negotiation, 
discussion, and amendment by the local authorities ; and to furnish a period for 
a final reconciliation of differences before the beginning of a new fiscal year in 
the event the PHA believed that a proposed budget was unacceptable after rea- 
sonable efforts had been made to reach agreement. The PHA has the authority 
to disapprove a budget. The PHA is required, of course, to furnish detailed 
reasons for its disapproval in order that the disputed items are clearly identifi- 
able and can be approached objectively during the final reconciliation period 
before the beginning of the new fiscal year. 

All of these principles and precepts are incorporated in the present form of 
the contract. If reasonable administration and a willingness to assume the prop- 
erly assigned responsibilities described in the contract are fulfilled at both the 
Federal and local level, the rights of everyone are adequately protected. 

If PHA’s present concern is related to its inability to find time to review the 
budgets, a change in the time schedule may be indicated. But this does not 
disturb the principle. 

The proposed revision covering a modified-approval process negates the basic 
relationship between the local authority and the PHA, requiring a definite re- 
conciliation of differences prior to the heginning of the fiscal year. The adoption 
of the suggested budget revision or modified budget approval process infers 
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the failure to settle differences before the appropriate time and can well extend 
negotiations far into (or even beyond) the fiscal year, since there is no require- 
ment for settlement within a reasonable time. The advantages under the pro- 
posed system are entirely for the PHA and do not recognize the rights and ob- 
jigations of the other party. ‘The local authority will never know where it 
stands unless and until it accepts the PHA’s position. Seen in its true light. 
this new conditional-approval policy means simply the taking over by the PHA 
of full authority to fix, therefore to make, the budgets. 

Section 425 (2) 

Again we want to urge the change in this language to language that corre- 
sponds exactly to the law, as we are especially opposed to the PHA alone decid- 
ing the fair market value of a project when a sale is contemplated. (This en- 
tire section, of course, will come out if the present effort to amend the law by 
removing the so-called self-liquidating provision is successful.) 


Section 515 


We are opposed to the rewrite of this section and respectfully submit again 
that the language of the original contract is adequate. We are especially op- 
posed to section 515 (B) that requires the insertion in all contracts of the pro- 
vision referred to therein. The local authority’s and the contractor’s responsi- 
bilities. under Federal, State, and local laws are adequate to serve the purpose, 
and the PHA’s recourse under established law is, for its purposes, adequate to 
assure compliance with good public practice. 

The above comments have been made after the contract committee carefully 
studied every provision of the April 1955 draft of the annual-contributions con- 
tract. We have made every effort to make our views abundantly clear, and per- 
haps have indulged in some repetition in so doing. Knowing that your interests 
in carrying out the low-rent, public-housing program in an effective, efficient, 
and satisfactory manner is identical with ours, we entertain no doubts that we 
can work out a mutually satisfactory and acceptable contract document under 
which the public-housing program can move ahead. 

Sincerely, 

Lawrence M. Cox, Chairman, Contract Committee, and in behalf of 
Edward R. Baird, Knox Banner, Ramsey Findlater, L. Walter 
Henslee, Howard L. Holtzendorff, John N. Mitchell, Robert D. 
Sipprell, Maxwell H. Tretter, Oliver C. Winston, Members. 


PUBLIC HOUSING ADMINISTRATION, 
HOUSING AND HOME FINANCE AGENCY, 
Washington, D. C., July 20, 1955. 
WALTER B. MILLs, Jr., 
President, National Association of Housing and Redevelopment Officials, 
Chicago, Ill. 

DeaR MR. MILLS: We have the letter of July 1 from the NAHRO contract com- 
nittee commenting on the new form of annual contributions contract which was 
transmitted to NAHRO on May 3. In accordance with your suggestion, we are 
addressing our reply to you as president of NAHRO. 

In the preamble to its comments, and with particular reference to section 507 
(8), the contract committee has stated that except for certain changes “all other 
significant changes proposed have but one apparent purpose—the assumption of 
control and jurisdiction in the Federal agency of authority, judgment, and discre- 
tion heretofore left with the local community,” and “that the contract contem- 
plates relegating localities to the status of an agent or a servant of the Federal 
Government.’ You further state that your committee can draw but one coneln- 
sion— that the Public Housing Administration believes that local competency, or 
integrity, or a combination of the two, fall short of acceptable standards of good 
judgment or honest administration and, therefore, believes that the program can 
only be entrusted to the Federal Government. ; 

We emphatically deny that the new form of contract offers the basis for any 
such conclusions. 

The low-rent program is caried out by the joint efforts of PHA and the local 
authorities each of which has its own proper responsibilities. We believe that 
the new form of contract recognizes these responsibilities and reserves to the 
respective parties the powers appropriate to their responsibilities. 


9O300— 57 -50 
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Under the United States Housing Act of 1937, as amended, the PHA is an- 
thorized to make financial assistance available to local authorities in an amount 
sufficient to pay the entire capital cost of their projects, together with interest, 
As a condition to the making of this assistance, the Congress has set up a number 
of statutory requirements, It is the duty of the PHA to see that these: require- 
ments are complied with and to reserve in its contracts sanctions sufficient to 
compel such compliance. 

In connection with the default provisions in the new form of contract, the only 
substantial change to which the committee objects is to one item in the definition 
of “substantial breach.’ In the earlier contract, “substantial breach” included 
“frequent breaches by the local authority in the performance or observance of 
such other terms, covenants, and conditions over a period of 6 consecutive 
months after the PHA shail have notified the local authority of such breach,” 
In lieu of this language, the new form of contract includes as a substantia] 
breach “any default or breach by the local authority in the performance or 
observance of any term, covenant, or condition of this contract * * * if sueh 
default or breach has not been remedied within 30 days (or such longer period 
as may be set by the PHA) after the PHA has notified the local authority 
thereof.” 

The earlier provision required PHA to wait 6 months before it could apply 
any sanction for many types of contract violations and, moreover, required that 
these violations be repeated during such period. This has not been found to 
permit effective enforcement of the contract, and the present language in the 
new form of contract has been adopted so that PHA may compel a more 
immediate correction of contract violations. 

In view of these considerations, we see no reason for modifying section 507 
(8) in the new form of contract. 


Section 103 (B) 

Appraisals are used for the guidance of negotiators soliciting options, and it is 
essential that they be acceptable before being so used. It is true that the PHA 
may disapprove an option which is too high, but the mere fact that it has been 
taken prejudices the securing of a further option at a reasonable figure. No 
delay is involved in having review of the appraisals by PHA, since this is carried 
on concurrently with the local authority’s own review of appraisals. 

In view of these considerations, we see no reason to modify section 108 (B) 
in the new form of contract. 


Section 103 (C) 

PHA should have the power to approve the acceptance of condemnation awards 
when possible under applicable State law, since in certain cases a question may 
arise as to whether to eliminate a parcel rather than accept the award. Al- 
though in many instances a local authority may be in a better position than 
PHA to decide whether or not an appeal should be taken in condemnation 
awards, we believe that in certain cases PHA should have the power to require 
such an appeal. This does not, of course, mean that such power will often be 
exercised. 

In view of these considerations, we see no reason to modify section 108 (©) 
in the new form of contract. 


Section 106 (A) 

Our experience with construction supervision over a long term of years has 
proved that, in general, supervision under the direction of the architect secures 
the best results, both in recruitment of inspectors and in the supervision of their 
performance. We realize, however, that in certain Cases experienced local au 
thorities with competent inspection staffs do a thoroughly acceptable job, In 
such cases where experience of the local authority warrants, we are prepared 
to make an exception, and have so indicated by the use of the language “Unless 
otherwise approved by the PHA,” which now forms the introduction to this 
subsection, 

In view of these consiterations, we see no reason to modify section 106 (A) 
in the new form of contract. 

Section 106 (D) 

The contract committee objects to the change from the earlier contract which 
requires that the evidence that plans, ete., are in accordance with the provisions 
of the contract and applicable law, etc¢., shall be submitted to PHA before the 
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release of documents for the taking of bids. Under the earlier contract, which 
the coutract committee appears to consider as having been fair and just, PHA 
could require such a submission at any time it wished. The condition in the 
present form of contract thus goes no further than the earlier contract, and has 
the advantage of stating clearly when such submission must be made. It should 
be obvious that if plans and specifications are not in accordance with the con- 
tract and applicable law, this fact should be disclosed before going to bid, 

In view of these facts, we see no reason to modify section 106 (D) in the new 
form of contract. 


Section 107 (D) 

Two changes in the earlier contract have been made in the new form. 

The earlier contract merely stated that no work should be performed by force 
account unless approved by PHA. Since any approval to be meaningful must 
be given in advance, this provision has now been clarified by inserting the words 
“in advance.” This involves no substantial change in the earlier provision. 

The second change is in respect to those purchase orders, which are not to be 
considered as being construction or equipment contracts. Here as a criterion the 
new form substitutes “$500” for the former words “an amount prescribed by the 
PHA.’ The present language is certainly less. restrictive than that in the 
earlier contract under which any figure could be set. We believe, however, that 
it is of advantage to set a fixed figure in the contract rather than rely on subse- 
quent regulations. In this case, the figure of $500 is the same as that used in 
several other analogous places in the contract. If future experience or a change 
in conditions indicates that a modification is needed in such figures, it will be 
a simple matter for PHA to make such a change by general waiver. 

In view of the above considerations, we see no reason for modifying section 
107 (D) in the new form of contract. 


Section 108 (A) 


The objection of the contract committee appears to be based on incomplete 
study of the terms of the new form of contract. This section provides for 
certain submissions, including prevailing salary and wage rates “all as required 


under this contract.” Reference to section 115 (B) will show that determina- 
tions of prevailing wage rates are not required on “contracts for less than 
$2,000 or for the furnishing of material or equipment and not involving work 
normally done at the site of any project other than the delivery of such material 
or equipment.” <A similar exclusion applies in the case of bonds. (See sec. 
112 (a).) 

We see no reason to modify section 108 (A) in the new form of contract. 


Nection 110 (A) 


The requirement that contracts for movable equipment be awarded to the low- 
est responsible bidder follows sound public practice. This is the policy followed 
by the Federal Government and by the preponderance of local public agencies 
in such purchases. 

It is admitted that this gives less latitude than the earlier language of “lowest 
and best bidder.” However, if local authorities and their architects will deter- 
mine in advance the type of equipment they need and write specifications accord- 
ingly, they will in almost every case be able to buy the desired type of product, 
and competition in bidding will be preserved. If in certain exceptional cases 
(e. g., the purchase of one piece of important maintenance machinery to be added 
to an existing fleet of such machines), the PHA will give consideration to a 
waiver of this contract provision under a proper showing of facts, 

In view of these considerations, we see no reason to modify section 110 (A) 
in the new form of contract. 


Section 110 (B) (3) 


An examination of the Independent Offices Appropriation Act, 1953, will 
show why reference to it is necessary in section 103 (B). In this act, there 
is a proviso which probihits PHA from entering into an agreement, contract 
or other arrangement which will bind it to authorize the commencement of 
construction of more than 35,000 units in any 1 fiscal year subsequent to the 
fiscal year 1958. Since this is permanent legislation, it permits Congress to set 
a future limit on PHA’s power to authorize commencement of construction 
and must be reflected in our contracts. 
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All contracts executed since the passage of the Independent Offices Appro- 
priation Act, 1953, have (in pt. I) amended section 110 (B) to read as it 
now reads in the new form of contract. As long as the proviso in the appropri- 
ation act for 1953 remains as permanent legislation, we must continue to use 
the language which is now incorporated in the new form of contract. 

Section 110 (C) 

Under the earlier contract, a local authority could award any construction or 
equipment contract, other than the main construction contract, if within the 
amount stipulated in an approved budget. However, experience has shown 
that the amount stipulated for a given item in a development budget is often 
not based on an exact knowledge of the work or equipment ultimately to be 
provided, and the amount included in such budget cannot therefore serve as 
an adequate criterion of the acceptability of a bid. 

It was for this reason that in the draft contract of February 1, 1955, we pro- 
posed to reserve to PHA the right to authorize the award of all construction and 
equipment contracts. Pursuant to our discussions with the contract commit- 
tee, we revised this requirement in the new form of contract to require such 
approval only if a contract (other than the main construction contract or con- 
tracts) amounts to $5,000 or more or exceeds the budget amount. 

We believe this to be a fair and workable limitation, and therefore see no 
reason to change section 110 (C) in the new form of contract. 


Section 120 (A) and (B) 

The earlier form of contract provided that the local authority may issue 
change orders under any construction or equipment contract upon such con- 
ditions as may be prescribed by the PHA from time to time. Under this 
earlier provision, the PHA could prescribe any condition it wished on the 
approval of change orders. 

As a matter of fact, pursuant to the terms of the earlier contract, the PHA as 
of July 1, 1954, prescribed conditions upon the issuance of change orders which 
are the same as those now contained in the new form of contract. These condi- 
tions have thus had a year’s test in actual experience and have been found to 
function satisfactorily and without complaint from any contractors so far as the 
PHA knows. 

The conditions on the approval of change orders in the new form of contract 
are ppropriate for exercise by any fiduciary. In this connection, the FHA, for 
example, exercises a parallel control over change orders on large-scale projects 
on which it insures mortgages, including approval by FHA on the face of all 
change orders issued by an owner to his contractor. 

In view of the above considerations, we see no reason to modify the provisions 
of section 120 (A) and (B) in the new form of contract. 

Section 121 (A) 

In view of the considerations discussed in connection with section 106 (A), we 
see no reason for modifying section 121 (A) in the new form of contract. 
Section 121 (B) 

Subsequent to our meeting with the contract committee on March 22, 1955, we 
modified the language of this section to retain for PHA the right to review the 
adequacy of the inspection provided by the local authority but to eliminate the 
right to review “the number, type qualifications, and assignments of inspection 
personnel.” The PHA is most certainly entitled to be assured that the inspection 
is satisfactory, and the right to insist on the correction of any inadequacy in 
inspection is one that any fiduciary should reserve to itself. Moreover, the right 
of PHA to demand from the local authority that it promptly require the con- 
tractor to correct any noncompliance is a proper right of any fiduciary. 

We see no reason to modify the provisions of section 121 (B) in the new form 
of contract. 

Section 206 (A), section 207 (B), section 210 (B), and section 212 (D) 

These sections, in which the contract committee suggests changes, all relate to 
the Gwinn proviso. This proviso requires that “no housing unit constructed under 
the United States Housing Act of 1937, as amended, shall be occupied by a person 
who is a member of an organization designated as subversive by the Attorney 
General” and provides that this prohibition shall be enforced by the local housing 
authorities. 

This is exactly what our contract calls for in the above sections. We did, 
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to provide that a duly authorized official of the local authority in making state 
ments in respect to the Gwinn proviso did so “to the best of the knowledge and 
belief of such official.” This is as far as we can go under the terms of the 
Gwinn proviso. 

Provisions similar to those in those sections have been incorporated in part I 
of all contracts entered into since the adoption of the Gwinn proviso. So long 
as this proviso remains on the statute books as permanent legislation, we see 
no possibility of modifying the language of the above sections in the new form 
of contract. 

Section 211 

The contract committee protests the requirement for backcharging a family 
that fails to report a substantial increase in income where the local authority 
has elected to make interim redeterminations. Such a local authority in effect 
enters into a contract with its tenants requiring him to report increases in 
income and pay appropriate increases in rent. There is no reason why this 
contract between the local authority and its tenants should not be enforced by 
backcharging when a tenant fails to report such change in income. 

It should be pointed out that the decision as to whether interim redetermina- 
tions are to be made is left to the local authority. If the local authority does 
not wish to have its tenants live up to the contractual requirments incident to 
interim redeterminations, it should elect to not make such interim redetermina- 
tions. 

In view of the above considerations, we see no reason to modify section 211 in 
the new form of contract. 


Section 216 

This section does not deny to any local authority the power to amend its 
contracts ; it merely requires them to enforce rights Which it has acquired under 
contract. Exactly the same language was used in the earlier contract in re- 
spect to development (see sec, 120 (2)), and no difficulty has been encountered 
with such provision over a period of many years. 

We believe it appropriate to have a similar provision in respect to operations, 
and therefore see no reason to modify section 216 in the new form of contract. 
Nection 306 

In view of our comments on section 110 (A), we see no reason for modifying 
section 306. 


Section 307 (A) 
We will eliminate the word “public” in the first sentence of section 307 (A). 
Section 308 (C) 


The limit above which surplus property must be disposed of by publie sale 
was changed from $1,000 to $500 in the new form of contract in the interest of 
consistency with the requirements elsewhere in the contract as to competitive 
bidding. As pointed out in our comments on section 107 (D), it will be a 
simple matter to change the limit in the new contract if future experience or a 
change in conditions indicates a need for such modification. 

We therefore see no reason to modify section 308 (C) in the new form of 
contract. 

Nection 311 (A) 

The language of this section in the new form of contract is more restrictive 
on PHA than the language in the earlier contract, since that language referred to 
all the books and records of the local authority without any restriction what- 
soever, 

The language adopted by PHA in the new form of contract is responsive to 
the statutory requirement in section 816 of the Housing Act of 1954, which 
requires access to “any books, documents, papers, and records of the public 
housing agency that are pertinent to its operations with respect to financial 
assistance under the United States Housing act of 1937, as amended.” 

For these reasons, no change can be made in section 311 (A) of the new form 
of contract. 


Nection 0 ? 


When the provisions of the new form of contract relating to the pooling of 
funds was under discussion in the meeting of March 22, 1955, with the contract 
committee, it was decided to refer this matter to the accounting subcommittee 
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under Mr. Nayerhoefer’s chairmanship. At a subsequent meeting with this 
subcommittee, the provisions in the new form of contract were explained and 
discussed. At the conclusion of the meeting, it was the consensus that the new 
provisions represent an important advance and a liberalization of the earlier 
contract. 

We have recognized, and so pointed out to the contract committee, that there 
would be certain cases (e. g.. New York City Housing Authority, which operates 
Federal, State. and city programs) where pooled funds would be impracticable, 
since it would not be feasible to apply the provisions for the freezing of bank 
accounts to the funds for such other programs. We stated that we would be 
willing to grant a waiver to such authorities permitting the use of a revolving 
fund under strictly limited conditions. 

We will now, however, insert in the new form of contract a provision per- 
mitting the use of a revolving fund as an alternate to a pooled fund. This per 
mission will be limited strictly to accounts which are prorated between various 
projects and programs. The use of a revolving fund for accounts which Can be 
charged directly to specific projects will be prohibited. This prohibition will be 
strictly enforced to prevent a practice which has grown up on the past where 
all or a large part of a local authority’s operating moneys have been placed in 
a revolving fund which is not subject to the provisions for the freezing of bank 
accounts. 

Section 407 (FE) and (F) 

Under both the earlier contract and under the new form of contract, PHA is 
required to take action on an operating budget within 45 days. Under the 
earlier contract, such action would be only approval or disapproval. In the 
case of disapproval, the local authority had, in general, 45 days in which to 
negotiate an approvable budget with PHA. If it did not succeed in securing 
an approved budget before the beginning of the next fiscal year, the incurring of 
any operating expenditures thereafter constituted a substantial breach under 
section 507 (2) (a). 

The provision in the new form of contract permitting modified budgets is not, 
as stated by the contract committee, “strictly a provision for the administrative 
convenience of the PHA without regard to the best interest of the local authority.” 
On the contrary, it has been introduced to provide a mechanism under which a 
local authority can avoid default in case it cannot secure a timely agreement 
with PHA on its entire budget. Under the new procedure, the PHA may modify 
one or more items in the budget, and the budget so modified will permit the 
local authority to operate in the new fiscal year without default. This in no 
way prejudices the right of the local authority to continue to insist upen, and 
attempt to secure, subsequent approval of any figure which it believes to be 
justified in its budget. We believe that in practice the new provision will he 
found to be both workable and convenient and to involve no invasion of the 
rights of any local authority. 

We recognize that in some cases a local authority would prefer to operate 
under the former system and run the chance of finding itself in substantial 
breach. We are therefore amending the new form of contract to provide that 
upon receipt of a modified budget a local authority may consider this to be a 
disapproval and act accordingly. 

Section 425 (2) 

The contract committee misunderstands the wording of the contract in stat 
ing that it provides for “the PHA alone deciding the fair market value of a 
project when a sale is contemplated.” The contract provides merely that the 
PHA shall approve the fair market value, a provision which we believe to be 
eminently appropriate. 

So long as subsection 10 (j) of the United States Housing Act of 1937. as 
amended, is retained in the statute, we see no reason for modifying section 
125 (2) of the new form of contract. 

Section 515 

The new language prohibiting conflict of interest has been the subject of very 
careful study by our staff in order to evolve provisions which will be adequate 
to meet various difficulties we have encountered in the past. We believe the 
present language goes no further than it should, and that the insertion of proper 
provisions in all contracts is necessary to put contractors on notice in this 
respect. 
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We see no reason to modify the provisions of section 515 in the new form of 
contract. 

As you know, the Congress now has under consideration certain amendments 
to existing statutes which, if adopted, would permit the elimination or modifica- 
tion of certain provisions in the new form of contract. As soon as Congress 
has acted on these amendments, we are planning to send the new form of contract 
to press. 

Please thank the members of your contract committee for their review and 
comments on the new form of contract. Although we have not been able to 
agree on all points, I feel that the contract has been substantially improved 
as a result of NAHRO’s cooperation. 

Sincerely yours, 
(CHARLES E. SLUSSER, Commissioner. 


SEPTEMBER 12. 1955. 
Mr. CHARLES E. SLUSSER, 
Commissioner, Public Housing Administration, 
Washington, D.C. 

Dear Mr. Stusser: First, I want to express my appreciation for your arrang- 
ing to have your reply to the July 1 letter of NAHRO’s contract committee ready 
for consideration of the board of governors at its last meeting held the latter 
part of July. We have purposely delayed until this date responding to your 
letter of July 20 in order that we might have the opportunity of discussing with 
you personally the action of the board of governors. 

The board of governors noted that as a result of the contract committee’s 
comments, you are modifying to our satisfaction the final form of the contract 
in-two of the sections. Section 307 (A) will be changed to permit local author- 
ities to establish personnel policies on the basis of local practice and not limit 
it to the basis of local public practice alone. Section 402 will be modified to in- 
elude a provision permitting the use of a revolving fund as an alternate to a 
pooled fund at the election of the local authority. These two are desirable and 
appropriate changes. 

You are planning to modify the contract in section 407 (FE) and (IF) regard- 
ing the budgetary approval process so that a local authority, if it is operating 
under the old contract, upon receipt of a modified budget may consider this to be 
a disapproval and act accordingly. You call to our attention that an authority 
operating under the old contract runs the chance of finding itself in substantial 
default. The inference here would indicate that no agreement with the PHA 
will be reached prior to the beginning of the fiscal year. No mention is made 
of the obligation of the PHA to furnish the local authority with a detailed expla- 
nation of the reasons for such disapproval which is required under the old 
contract. 

The board was greatly disappointed that you and your staff did not feel that 
any other changes in the proposed contract were justified. It is evident that 
there is a basic difference of opinion as to the interpretation of the philosophy 
under which the public-housing program is to operate. 

We can fully understand that the Public Housing Administration has a deti- 
nite responsibility and obligation to the Congress in carrying out the expressed 
desires of the Congress, but we fail to find satisfactory evidence which would 
substantiate the position of the PHA in many of the points which were raised 
in our comments on the proposed contract. We have tried to present what we 
considered to be the appropriate position of local authorities in the contractual 
relationships and sincerely regret that the PHA could not reflect this view in 
the new contract. 

We still feel that the proposed contract does not give to local authorities 
the right of judgments and decisions that should appropriately be theirs to give 
the strength and stature to which the local program and people are entitled. 
Under the circumstances, NAHRO could not, as it had done at the time of adop- 
tion of the 1951 version, place itself in a position of endorsing the annual con- 
tributions contract as an acceptable document. I think you will understand 
this position. 

Through recent conversations with you, I am greatly heartened by the fact 
that even though the document is now in the process of being printed, you are 
of the opinion that consideration should be given to the possibility of revising 
the new annual contributions contract to include only those items which are 
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definite statutory requirements and leaving to administrative determination 
such other factors which are deemed necessary to carry out the objectives of the 
program. In other words, you contemplate a more simplified document which 
would give greater latitude for the exercise of local administrative judgments 
and decisions and only resort to more stringent regulations and control of those 
authorities that have violated or neglected sound principles of good administra. 
tion. The overwhelming majority of local authorities then would not be faced 
with greater control since they are carrying out their program in an effective and 
satisfactory fashion. This is a sound approach to administering the program 
since it places the responsibility on all authorities to carry out their activities 
in an efficient manner. We earnestly hope that you give early consideration to 
revising the contract document on that basis. NAHRO will be happy to assist 
you in this study and revision and give to you the benefit of our knowledge and 
experience gained during the last 21 years. 

We want to again express our appreciation for the opportunity of reviewing 
and commenting upon the proposed contract document. 

Sincerely yours, 


WALTER B. MILLS, Jr., President, 


PUBLIC HOUSING ADMINISTRATION, 
HOUSING AND HOME FINANCE AGENCY, 
Washington, D. C., March 18, 1957. 
To: All local authorities. 
Subject: Fiscal audit notices of exception. 

At the conclusion of each fiscal audit of local authority operations by PHA 
auditors, it is the practice of the PHA to issue notices of exception to those 
authorities where it has been determined that there has been a violation of the 
annual contributions contract, PHA policies, or good business practices. These 
notices bring attention of the authorities to the items which need corrective 
action. 

In the past it was the practice for the PHA regional director to advise a local 
authority of clearance or other satisfactory disposition after necessary corrective 
action was taken on an outstanding audit exception. As a result of the recent 
reorganization, however, the handling of audit exceptions has been revised and 
advice of clearances will no longer be given. 

Local authorities are urged to institute promptly the action required to correct 
the condition disclosed in the notice of exception and to advise the PHA regional 
office of the steps being taken to this end. 

CHARLES E. SLUSSER, Commissioner, 


PuBLIC HOUSING ADMINISTRATION, 
HOUSING AND HOME FINANCE AGENCY, 
Washington, D.C., January 29, 1957 
To: Local authorities, regional directors. 
Subject: Litigation certificates. 

Certifications have been made, in connection with the requisitioning of funds 
pursuant to preliminary loan contracts and annual contributions contracts, that 
no litigation materially affecting the planning, development, operation, or finane- 
ing of projects covered by the contracts was pending. Occasions have arisen 
where litigation was in fact pending. If any litigation is pending or threatened 
against an authority a statement disclosing such litigation should be made to 
the PHA immediately. 

Effective with the date of this circular all requisitions must be submitted to 
regional offices. Regional directors are required to review each requisition under 
either a preliminary loan contract or an annual contributions contract and to 
review any statement concerning pending or threatened litigation, If they ap- 
prove the requisition it should be transmitted with an approving memorandum 
to the Comptroller. No requisitions will be sent direct to the Comptroller by 
local authorities as heretofore. 

The provisions of the Low-Rent Housing Manual will be revised to reflect this 
change in procedure. 

CHARLES FE, SLUSSER, Commissioner, 
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Senator Ciark. I understand that Mr. Henry A. Bubb, of the 
United States Savings and Loan League, would like to testify next, 
if that is agreeable w ‘ith the other witnesses. If that is agreeable, Mr. 
Bubb, will you give us the benefit of your testimony. Just proceed in 
your own way. If you would just like to have your statement filed 
for the record and ad lib on it, that would be entirely agreeable to me. 


STATEMENT OF HENRY A. BUBB, LEGISLATIVE CHAIRMAN; AC: 
COMPANIED BY STEPHEN SLIPHER, MANAGER, WASHINGTON 
OFFICE, UNITED STATES SAVINGS AND LOAN LEAGUE 


Mr. Buss. Senator Clark, and gentlemen, I would like to thank the 

representatives of the National Housing Conference for letting me pro- 
ceed ahead of them. I will be very brief. I am going to file most 

of my statement for the record, because this committee has already 
heard considerable testimony on the various pending housing pro- 
posals and our own genera] views on housing that have been presented 
in previous appearances. But I think we can be most helpful by dis- 
cussing an idea which has not previously been presented to the com- 
mittee. As I have stated, I would like to file for the record the at- 
tached addendum giving our views on the other housing matters. 

Senator CLark. That will be done at the conclusion of your remarks. 

Mr. Buss. I am reading on page 2 now. 

Mr. Chairman, we have a specific proposal which we believe will 
expand homeownership, bolster the home-building industry and en- 
large the usefulness of the savings and loan business. It is a plan 
which has worked successfully in England, has been carefully studied 
by our industry leaders and we believe e, if enacted, it could be the most 
significant new development in home finance in many years 

Specifically, we propose that a Home Loan Guarantee Corporation 
be created to operate as a unit under the Federal Home Loan Bank 
Board, with $50 million of capital supplied by the Federal home-loan 
banks in behalf of their members and additional capital supplied by 
other mortgage institutions. This arrangement will not cost the Fed- 
eral Government a penny; now or in the future. The amount pro- 
posed to be supplied by the Federal home-loan banks is less than 10 
percent of their capital and is less than their earned reserves and sur- 
pluses. The amount to be supplied by nonmember mortgagees would 
be on a basis of one-fifth of 1 percent of loans owned and serviced by 
such mortgages. 

Basically the plan calls for 90 percent 25- year loans in which the 
top 20 percent of the loan is insured on a 90-10 coinsurance basis. For 
instance, on a single-family home appraised at $10,000, a $9,000 loan 
could be made. The insured portion would be shared, with the lender 
assuming 10 percent and the insurance corporation 90 percent of the 
loss. The mortgagee would also carry the risk of accrued and unpaid 
interest, all forec losure costs, and the risk below the amount guaran- 
teed. When the loan was paid down to 50 percent of the original 
appraisal, all insurance would cease. 

The mortgagee would submit an application for insurance with a 
copy of an approved appraisal, the note and mortgage, and a check 
for a single premium. The premium would be a single payment 
premium, not Jess than 5 percent nor more than 10 percent of the 
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amount guaranteed, which is not less than about 1 percent and not 
more than about 2 percent of the face amount of the mortgage. The 
Guarantee Corporation would have no further expense or trouble with 
any loan unless it were foreclosed. In the event of foreclosure. the 
Guarantee C orporation would pay its proportion of the loss, 

The provision of the capital suggested will be no h: — on those 
providing the money, and such capital will be adequate to provide con- 
fidence in the guaranty contract. We think that the premium sug- 
gested is adequate to cover the risk and to accumulate adequate re- 
serves and surplus so that the original capital can, with a tia ible 
period of years, be retired at par with a reasonable dividend. U nder 
the procedure suggested, the Guarantee C orporation could operate 
economically with a nominal staff of officers and e mployees. It would 
rely upon the responsibility of approved mortgagees. This is very 
similar tothe VA program. 

We would expect between 175,000 and 200,000 families would enjoy 
the benefits of the plan the first year, and this number to rise each 
year. On the basis of these figures, it is clear that the adoption of 
this plan will mean a broad expansion of homeownership opportuni- 
ties for hundreds of thousands of young American families who have 
but moderate downpayments. 

[f Congress adopts this program, we are confident that administra 
tive machinery can be set up in the second half of this year so that it 
would have a stimulating effect on home building and home buying in 
1958. It is particularly timely since the present high-percentage G1 
loan program will terminate or taper off during the next few years, 
and this plan will help take up the slack when the GI program expires. 

This plan—coupled with a program to expand the credit facilities 
of the Federal Home Loan Bank System toward which end both the 
Federal Home Loan Bank Board and the industry are now working 
could materially increase the availability of high percentage home 
loans, 

There is one additional matter affecting the flow of mortgage funds 
which I will comment on at this time. 

Last year the Housing Act increased from 15 to 20 percent the por- 
tion of assets which savings and loan associations may invest in certain 
types of mortgages, including loans beyond 50 miles from the home 
oftice. In the report accompanying the bill, it seemed clear that the 
purpose of the amendment was to permit the flow of funds into areas 
of shortage. However, the regulation of the Federal Savings and 
Loan Insurance Corporation which in effect prohibits associations 
from making or purchasing conventional loans bevond the 50-mile 
limit has not been changed. 

We understand that the Federal Home Loan Bank Board will soon 
issue a regulation on this general subject, including the right of the 
associations to participate in convent ional loans originated by other 
insured associations. We do feel that some broadening is necessary 
in this field. 

I appreciate very much this opportunity of appearing, sir. 

Senator Ciark. Thank you, Mr. Bubb. Now. turning’ to your con- 
crete suggestion, as I understand it, these would be conventional loans. 
would they not ? 

Mr. Buss. That isright. 
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Senator CLrark. You say you could make a $9,000 loan on a $10,000 
house. That would call fora $1 000 downpayment. 

Mr. Buss. Yes, sir. 

Senator Crark. And the interest rates would find their own level 
in the market. 

Mr. Bursr. Depending on the community. Of course, as you well 
know, the law of supply and demand operates on conventional loan 
interest rates throughout the country now. ‘They are lower in the 
East and higher in the West. They probably vary from 5 to 6 percent, 
depending on the locality. 

Senator Crark. You really think this would get some houses built 
that would not. be built otherwise ? 

Mr. Buss. I really think so, yes, sir. 

Mr. Casu. I would hke to ask about the second item mentioned. 
The 20-percent portion of assets which you mentioned, Mr, Bubb, in- 
cludes other things than out-of-area lending, does it not? 

Mr. Buss. Yes, sir. 

Mr. Casu. Could you state briefly what they are. 

Mr. Burrs. Well, it includes loans that are not amortized. It in- 
cludes loans that are not on single-family houses. It ineludes FHA 
loans that are be yond 100 miles, 1 believe yes, more than 100 miles 
from the home office. And loans over $35,000, 

Mr. Cast. Does your organization have any information about how 
the existing percentage is utilized? Is it used, for instance, more for 
loans over $35,000 than it is for loans over 50 miles ? 

Mr. Buss. Oh, no, that is a minor part of it, Mr. Cash. I imagine 
very few have loans over $35,000. 

Mr. Casn. You would say, then, that this percentage about which 
you speak would be used primarily for out -of-area lending. 

Mr. Burs sB. It would be out -ot- area le nding in the larger cities. A 
lot of it is for more than single-family loans. But generally it would 
be out-of-area lending, yes. We feel it would be a great help to the 
so-called tight-money situation in an area of shortage here or there 
that associations which had money could participate in areas where 
moheyv was tight. 

Mr. Casu. And we are to understand that it is merely a matter of 
re culation. 

Mr. Buss. Regulation, that is right. All the Federal Savings and 
Loan Insurance Corporation has to do is change the regulation. I 
think they are somewhat hesitant to do so. 

Senator Ciark. Thank you very much, Mr. Bubl 

Mr. Buss. Thank vou, Senator Clark. 

(Mr. Bubb’s prepared statement follows :) 
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STATEMENT OF Henry A. Buss, LEGISLATIVE CHAIRMAN, ACCOMPANIED BY STEPHEN 
SLIPHER, MANAGER, WASHINGTON OFFICE, UNITED STATES SAVINGS AND Loan 
LEAGUE 


The United States Savings and Loan League’ is delighted to have the oppor- 
tunity to state its views on pending housing legislation and to express its appre- 
ciation for the interest and support which this subcommittee has shown to the 
savings and loan business over the years. The basic legislation which has served 
as the framework under which the savings and loan business has grown from 
$10 billion in 1945 to over $43 billion today was processed and made possible by 
this subcommittee. As recently as December this subcommittee held hearings on 
the organization of the Federal home loan bank system in a helpful effort to 
bring to light those factors which might impede the contribution of our industry 
and to find ways of making the Federal agencies constantly more effective ir 
their operation and service. 

Savings and loan associations are unique in the home lending field in several 
ways. First, by making between 35 and 40 percent of all home loans they have 
consistently been the largest single source of home financing credit in the Nation 
Secondly, since they invest virtually all of their available funds in loans on 
1- to 4-family houses, they provide an unusually stable source of support to home 
building and home ownership. Finally, about 75 percent of the mortgage lending 
by savings and loan associations is of the conventional loan type which involves 
no cost or potential liability to the Federal Government. 

Because the committee has already heard considerable testimony on the 
various pending housing proposals and our own general views on housing have 
been presented in previous appearances, I think we can be most helpful by dis- 
cussing an idea which has not previously been presented to the committee. I 
would like to file for the record the attached addendum A, giving our views on 
the other housing matters. 

Mr. Chairman, we have a specific proposal which we believe will expand home 
ownership, bolster the home building industry and enlarge the usefulness of 
the savings and loan business. It is a plan which has worked successfully in 
England, has been carefully studied by our industry leaders and we believe, if 
enacted, it could be the most significant new development in home finance in 
many years. 

Specifically we propose that a Home Loan Guarantee Corporation be created 
to operate as a unit under the Federal Home Loan Bank Board, with $50 million 
of capital supplied by the Federal home loan banks in behalf of their members 
and additional capital supplied by other mortgage institutions. This arrange- 
ment will not cost the Federal Government a penny—now or in the future. The 
amount proposed to be supplied by the Federal home loan banks is less than 10 
percent of their capital and is less than their earned reserves and surpluses. The 
amount to be supplied by nonmember mortgages would be on a basis of one-fifth 
of 1 percent of loans owned and serviced by such mortgagees. 

Basically the plan calls for 90 percent 25-year loans in which the top 20 percent 
of the loan is insured on a 90-10 coinsurance basis. For instance, on a single 
family home appraised at $10,000, a $9,000 loan could be made. The insured 
portion would be 20 percent, or $1,800, and the loss to the extent of the insured 
portion would be shared, with the lender assuming 10 percent and the insurance 
corporation 90 percent of the loss. The mortgagee would also carry the risk of 
accrued and unpaid interest, all foreclosure costs, and the risk below the amount 
guaranteed. When the loan was paid down to 50 percent of the original appraisal 
all insurance would cease. 

The mortgagee would submit an application for insurance with copy of an 
approved appraisal, the note and mortgage, and a check for a single premium. 
The premium would be a single payment premium, not less than 5 percent nor 





1The United States Savings and Loan League. founded in 1892, has in its membership 
4.300 savings and loan associations, building and loan associations, and cooperative banks 
representing approximately 90 percent of the Nation’s savings and loan assets. The 
positions taken in this statement are based on policies adopted by the league’s board of 
directors, executive committee, and legislative committee, at a joint conference January 
28—29, and this testimony was approved by the legislative subcommittee at a meeting 
March 26, 1957. The league’s principal officers are: Roy Marr (Memphis, Tenn.). presi 
dent; Joseph Holzka (Staten Island, N. Y.). vice president: Henry A. Bubb (Topeka 
Kans.), legislative committee chairman: Charles K. Fletcher (San Diego, Calif.), legisla 
tive committee vice chairman: George L. Bliss (New York City), legislative committee 
vice chairman: Norman Strunk (Chicago. Ill.), executive vice president: T. Bert King 
(Washington, D. C.). Washington counsel: and Stephen Slipher (Washington, D. C 
manager of the league's Washington office. 
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more than 10 percent of the amount guaranteed, which is not less than about 1 
percent and not more than about 2 percent of the face amount of the mortgage. 
The guaranty corporation would have no further expense or trouble with any 
loan unless it were foreclosed. In the event of foreclosure, the guaranty cor- 
poration would pay its proportion of the loss. 

The provision of the capital suggested will be no hardship on those providing 
the money, and such capital will be adequate to provide confidence in the guar- 
anty contract. We think that the premium suggested is adequate to cover the 
risk and to accumulate adequate reserves and surplus so that original capital can, 
within a reasonable period of years, be retired at par with a reasonable dividend. 
Under the procedure suggested, the guaranty corporation could operate economi- 
cally with a nominal staff of officers and employees. It would rely upon the re- 
sponsibility of approved mortgagees. This is very similar to the VA program. 

We would expect between 175,000 and 200,000 families would enjoy the benefits 
of the plan the first year, and this number to rise each year. On the basis of these 
figures it is clear that the adoption of this plan will mean a broad expansion of 
home ownership opportunities for hundreds of thousands of young American 
families who have but moderate downpayments. 

If Congress adopts this program we are confident that administrative ma- 
chinery can be set up in the second half of this year so that it would have a 
stimulating effect on home building and home buying in 1958. It is particularly 
timely since the present high percentage GI loan program will terminate or taper 
off during the next few years, and this plan will help take up the slack when the 
GI program expires. 

This plan—coupled with a program to expand the credit facilities of the Federal 
Home Loan Bank System toward which end both the Federal Home Loan Bank 
Board and industry are now working—could materially increase the availability 
of high percentage home loans. 

There is one additional matter affecting the flow of mortgage funds which I 
will comment on at this time. 


LENDING AREA LIMITATION 


Last year the Housing Act increased from 15 to 20 percent the portion of 
assets which savings and loan associations may invest in certain types of 
mortgages, including loans beyond 50 miles from the home office. In the report 
accompanying the bill it seemed clear that the purpose of the amendment was to 
permit the flow of funds into areas of shortage. However, the regulation of the 
Federal Savings and Loan Insurance Corporation which prohibits associates from 
making or purchasing conventional loans beyond the 50-mile limit has not been 
changed. 

We understand that the Federal Home Loan Bank Board will soon issue a 
regulation on this general subject, including the right of the associations to 
participate in conventional loans originated by other insured associations. We 
do feel that some broadening is necessary in this field. 


ADDENDUM A 


COMMENTS OF UNITED Sratres Savines & LOAN LEAGUE ON VARIOUS HOUSING 
PROPOSALS 
General housing picture 

Since 85 percent of the funds of savings and loan associations are invested in 
home loans, it is obvious that the savings and loan business is vitally interested 
in maintaining a sound level of home construction and a vigorous, healthy hous- 
ing market. Progress in housing and the soundness of our housing program can- 
not be judged solely on the rate of home construction. Thus, we believe it is 
possible to have ups and downs in the rate of construction without disastrous 
effects on the overall housing picture. We view the current decline in home 
building as a rather normal drop off from record levels of production and attribute 
t principally to (a) the unrealistic GI loan rate, (b) the fact that the 10-year 
tight against a war-born general housing shortage is over, and (c) the current 
relatively low rate of family formation resulting from the low birth rate during 
the depression. 

A recent survey of savings and loan associations located in various parts of 
the country indicated that about 80 percent of the institutions contacted feel that 
so far as the home construction market is concerned there exists an “approximate 

ance” of supply and demand. Ten percent of those surveyed felt there was a 
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surplus of housing and 10 percent felt there was a shortage. While this was not 
a scientific study, we believe it does show that the typical savings and loan ex. 
ecutive does not feel that there is a crisis in the housing field today. 
Administration housing bill 

The principal Administration proposal is for a liberalizing of down payments 
for FHA loans. The league sees no reason for a further reduction in down pay- 
ment requirements for FHA loans. In times of tight money, changes in the loan 
terms can do nothing to bring in additional funds. In times of easier credit, ex- 
isting FHA terms are sufficiently liberal to produce a very large volume of home 
construction. This fact is evidenced by the statistics showing that in 1948, 1949. 
and 1950 when credit was generally easy, FHA-financed housing starts ranged 
from 294,000 to 486,000. In 1954 FHA terms were eased but because of the gen- 
eral conditions of the market FHA starts in 1954 to 1956 range only from 192,000 
to 272,000. 

Another proposal of the Administration involves an increase in the FNMA pro- 
gram. The league does not support an increase in the Fanny Mae program at this 
time. In fact, the league has never requested Congress to supply Federal funds 
to support the mortgage market. 

The league supports the proposal to extend the voluntary home mortgage credit 
program for an additional 3 years and has recently undertaken a campaign to sub- 
stantially increase participation in the program by savings and loan associations 

Taking into consideration the coneern over the Federal budget and the competi- 
tion for available mortgage funds, the league believes that such programs as ¢ol- 
lege housing and urban renewal could be reduced, postponed, or eliminated as 
Federal activities. 

NS. 1633 

In view of the league’s long standing position with respect to FNMA, the 
league cannot support the measure by Senator Sparkman and others to support 
4 percent loans for five special groups of persons. Basically such proposals raise 
the philosophical question as to how far the Federal Government shall ge in 
providing below cost financing to any group or groups. I would also like to 
point out that we do not feel it is proper to classify persons of moderate income 
in the category of persons who have unique housing difficulties such as displaced 
families, minority families. elderly families, and large families. In view of the 
great concern of the Congress and the people over the size of the Federal budget, 
this costly proposal seems inappropriate. 


Veterans loan program 

While it is not directly before this subcommittee, the future of the GI loan 
program has an extremely important bearing on the overall housing situation. 
The league strongly urges that the GI loan rate be raised to 5 percent so that 
this program will continue to function. We are opposed to proposals to merge 
or consolidate the VA with the FHA. We do not think it is desirable to concen- 
trate so large a portion of the home financing of the country under the control 
of a single agency and we further believe that any merger of the VA with FHA 
will lead to the eventual loss of advantages to veterans. Finally, the league is 
opposed to the use of NSLI funds for veterans loans, primarily on the grounds 
that NSLI reserves are currently invested in Government securities, the sale of 
which would cause further tightness in money markets and largely defeat the 
objective of improving the flow of money into home financing. Further, the 
league shares the apprehension of other groups about using veterans’ life insw 
ance funds for various special purposes. 


Senator Crark. The next witnesses are from the National Housing 
Conference. Mr. Ira S. Robbins and Mr. Lee F. Johnson. Mr. Rob- 
bins and Mr. Johnson, we are happy to welcome you here. There is 
another gentleman with you. 

Mr. Rorptns. Prof. William Wheaton, from the University of 
Pennsylvania. 

Senator Crakk. Professor Wheaton, it is a pleasure to have you 


with us. 
Will you pre weed as you see fit ? 
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STATEMENT OF IRA S. ROBBINS, CHAIRMAN OF THE BOARD, AC- 
COMPANIED BY LEE F. JOHNSON, EXECUTIVE VICE PRESIDENT, 
AND WILLIAM WHEATON, FIRST VICE PRESIDENT, NATIONAL 
HOUSING CONFERENCE 


Mr. Rosprns. Senator Clark, 1 would appreciate it if my entire state- 
ment could be printed in the record, and if so I will summarize parts 
of it and read other parts. 

Senator CLark. That will be done. It will appear at the conclusion 
of your remarks. 

Mr. Rogsrns. I welcome questions at any point in my testimony, and 
Professor Wheaton and Mr. Johnson are also available for your ques- 
tions, and also to supplement my testimony. 

I will just state for the record that my are is Ira S. Robbins. I 
am chairman of the board of directors of the National Housing Con- 
ference. I believe that the committee is familiar with the purposes 
and aims and age of the conference. 

Senator CLark. We should be by now. 

Mr. Rosprns. Our general thesis has been, and still is, that as a na- 
tion we have not fallen behind in expressions of concern or in the de- 
lineation of objectives as far as the elimination and prevention of 
slums is concerned, or the provision of housing for all of the people 
in the United States. But that we feel, and we know, however, that 
we have fallen very far behind in the execution of our policies. And 
we find that today many housing interests, with diverse points of view, 
private and public, are deeply concerned as to tight money intensifying 
the long standing problems. Housing starts are tapering off at an 
alarming rate. We fear not only the social consequences of increas- 
ing slums and bad housing, but also the alarming consequences to our 
national economy of a vast slowdown in one of our major, basic indus- 
tries. It seems to us that the time was never more propitious than 
now to face up to the total problem of the rehabilitation of our cities 
and to the housing needs of low- and middle-income families. 

It is our hope that many of the legislative recommendations that 
are presently before this committee will be consolidated into an overall 
housing bill of substance that will pass in the Ist session of the 85th 
Congress. 

Senator CLiark. That will at least be submitted to the Congress for 
passage. 

Mr. Rossins. We are sufficiently realistic, however, to know that 
in the midst of an all-out economy drive, it will be difficult to secure 
passage of a comprehensive measure, but it is worth fighting for. The 
measures before this committee are like a doctor’s prescription—and 
this is not a radio commercial. They contain a variety of ingredients 
which if properly blended into a comprehensive bill would help put 
our economy on the road to better health. 

I would like to comment briefly on the administration’s bill, S. 1609. 

Senator CLark. Before you do that, since you raised this question 
of tight money, I am wondering if you are suggesting that the entire 
tight money policy should be abandoned by the "Federal Reserve Board 
and by the administration, or whether you are confining yourself to 
some, let’s call it, fiscal policy or device by which we can loosen credit 
in the housing field without abandoning the curb which tight money 
issaid to place on inflation in other areas. 
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Mr. Rorsrys. I believe in a flexible tight money policy. I think 
that there are certain elements in our economy where a tight money 
policy would be helpful. I think it is disastrous when it comes to 
home building. 

Senator Ciark. I wonder if you would agree with this concept. 
Where you have anything in short supply, as money appears to be 
today, then you have to establish a series of priorities, and those pri- 
orities should be established on the basis of need. And need for shelter 
should have a very high priority indeed. 

Mr. Rossrns. I agree with that thoroughly, sir. And I believe, if 
flexibility cannot be obtained, then such an important item as housing 
must be assisted through direct government lending at interest rates 
not in excess of the cost of money to the Government. 

Senator CLarK. We had Governor Martin of the Federal Reserve 
Board down here the other day and, at least as I interpreted his 
answers to my questions, he agreed that if Congress would give him 
the lead, he would be able to apply realistically and effec tively money 
controls which would make exceptions in areas of need, such as 
housing. 

Mr. Rospins. I hope that can be worked out. i think that what 
the American public must realize is that it is paradoxical, that in 
times of prosperity never before achieved in this country we cannot 
find the money to build housing and we must wait until the time when 
we run into a depression that we find the money to stimulate employ- 
ment and the production of housing in order to resuscitate our 
economy. 

Senator Ciark. There seems to be no difficulty in finding money 
for the production of certain articles which are perhaps not equally 
essential to that of shelter. 

Mr. Rossrns. I agree with you. I happen to be one of those who 
believe in the philosophy which has been stated by Prof. Alvin Han- 
son, of Harvard University, who may not have testified before this 
committee, but I think his point of view would be exceedingly helpful 
to delineate the split in the thinking on what is good for our economy 
at this particular time. 

The administration’s bill, S. 1609, is, in our opinion, an almost total 
retreat. We do not oppose its request for legislative authority for 
what we thought it already had authority to do, namely, to liberalize 
the loan-to-value ratio limit of mortgages insured by FHA under 
its regular sales housing program in section 203 of the National Hous- 
ing Act. We can see no reason, however, for the necessity for such 
liberalization beyond a $13,000 or possibly a $15,000 mortgage. With 
today’s increased financing cost, such liberalization might assist those 
home builders having properties that are moving slowly, ee those 
who are planning to build for families in the higher income brackets. 
But it fails totally to assist in the area of greatest need, namely, 
families in the middle-income bracket. The major problem facing 
middle-income families today is that the monthly cost of housing is 
too high for them to afford. 

Senator Ciark. Mr. Robbins, could I interrupt to ask you to de- 
fine what you mean by middle income ? 

Mr. Rogsrns. I am glad to answer that question, because [I think 
there is a great deal of confusion in the public mind, and I think we 
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ought to look for another phrase to substitute for “middle income.” 

When I discuss middle income in housing, I mean those families who 

are not eligible for public housing—they are just above the eligibility 

limits—and those whose incomes are not sufficient to enable them to 

buy or rent in the conventional privately financed housing market. 
Senator CLark. Are you speaking of new housing? 

Mr. Rossrns. I am speaking of new housing. And I am speaking 
of new housing because of the acute shortage of housing in so manv 
communities where there is practically no opportunity to obtain ex- 
isting housing by the families that need it at this time. 

Now, what is middle-income housing? I would much prefer to 
say the middle-income housing families are really the families who 
are in the middle. It is not a matter of technical definition of divid- 
ing the families in the United States with one-third in the lowest 
income, one-third in the middle income, and one-third in the highest 
income. It is the families for whom public housing is not available 
and private housing is not available. And that differs in various 
cities. 

Senator Cniark. [ personally prefer “moderate income” to “mid- 
dle income.” But I do think if we are going to face up to this prob- 
lem, not only in this committee, but on the floor, we are going to have 
to have some specifies from you gentlemen as to how many dollars 
and cents you are talking about and what price house you have in 
mind. 

I realize that there are geographical differences, and we have to 
adjust for that. 

Mr. Rogsrys. I doubt if it is desirable or possible for Congress to 
fix the prices of houses in legislation, although it might have mini- 
mum and maximum limits. But it is really a matter of administra- 
tion by the housing agenci because they differ so widely. 

I would like to state ils, Many people, for instance, believe that 
middle-income families are between $4,500 and $6,000. In New York 
City, in my opinion, a middle-income family is between $6,000 and 
$10,000, and maybe a little higher. It is almost two different groups. 
And that is one of the sources of difficulty. 

Senator Ciark. I agree with you, that you cannot be more specific 
than that. That answers my question. But the thing that gives me 
concern is the testimony of a number of witnesses before this com- 
mittee, supported by a number of Members of the Senate, that these 
needs are being met. Tor instance, Mr. Levitt came in here a week 
ago and said that he would not have any trouble building a house to 
sell for $8,000. I think we would all agree if we did have a house built 
for $8,000, that would meet the need, would it not ? 

Mr. Rospins. Mr. Levitt and no one else in this country can build 
adequate houses for family living for $8,000 in certain sections of 
this country. 

Senator Ciark. Pretty high-cost sections, too. 

Mr. Rosprns. He certainly could not build it in high-cost sections. 
It could be a shell, and it could perhaps not last the length of the 
term of the mortgage, and it would probably add to the supply of 
housing which would deteriorate at a rapid rate. Technically it may 
be a house. 

Senator Ciark. I pressed him pretty hard on that and he disagreed 
with me. Of course, that is a question that we cannot decide here. 
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He said the house would stand, that it would be livable, and that it 
would fill the need. All we need to do is cut the downpayment, let 
the interest rate find its own level, and increase the length of the 
mortgage, which the house could well support, and everything would 
be all right. 

Mr. Rozetns. The only way to test that out is to get the plans and 
specifications for the house and get a financial statement showing the 
amount paid for land and for utilities and whether or not there is | 
bedroom or 2 or 3 bedrooms and the size of the rooms and so on. Then 
we can find out what kind of a house it is and whether it is practical 
to build it in certain areas of the country. 

Senator Ciark. Let’s leave it that you do not agree with Mr. Levitt, 

Mr. Rossrns. I disagree violently. 

On the questions of the FNMA amendment and special assistance 
functions, the National Housing Conference is on record already, 
through the testimony of Mr. David Krooth, who testified before you 
on February 6, and although there is some reference to special assist- 
ance financing in my statement which will go into the record, I will 
not repeat it here. 

Senator Crark. Let me ask you this. You remember when Mr, 
Krooth was here in February he proposed certain specific amendments 
to the FNMA Act. Do you support those amendments at this time? 

Mr. Rogstns. We do, sir. We still think they are valid and valuable. 

I will now turn to page 6 of the statement. 

Senator CLark. What is your view as to whether it was wise for 
the Congress, in 1954, to put FNMA on what might be called a money- 
making basis? 

Mr. Roserys. In my opinion, and in the opinion of the National 
Housing Conference, it eliminates the whole reason for the establish- 
ment of FNMA at the outset. 

Senator Crark. You think we should reverse that step at this time 

Mr. Rogers. Ido. I see no reason for having a Government agency 
which follows the market down, along with private banking institu- 
tions, and as a result does not provide the assistance which it was 
intended to provide. It becomes a moneymaking business agency, 
and the Government really is not in business for that purpose. 

Senator Cuark. There might be two views about that. I think I 
agree with vou. 

“What do vou feel about the FNMA practice of discounting mort- 
gages in order to increase the profit of FNMA ¢ 
~ Mr. Rossrys. That is part of my objection. ST 

Senator Ciark. Would you favor legislation which would limit the 
discount to, say, 1 percent ? | 

Mr. Rorerns. I do not think there should be anv discount. 

Senator Crark. You think all the purchases should be at par‘ 

Mr. Rosrins. Yes, sir. ha tel ured 

We can find no rationale for the administration’s timid approach 
to the whole subject of slum clearance and urban renewal, ah, 

As vou know. the President’s budget message to t his Congress indi- 
cated that the administration would request an additional $250 million 
for each of the next 2 years in obligational authority to carry the 
urban renewal program forward. On the basis of applications and 
local interest. this is a bare minimum, and actually in itself would have 
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represented something of a slowdown. Now the administration offi- 
cially requests, in the name of economy, a cutback of capital grants 
to $175 million for 1 year. It has already declared a mor atorium on 
the acceptance of applications for new projects, and is seeking to cut 
down on the size and extent of those already in the mill. The Presi- 
dent has shown no inclination whatever to release the $100 million 
that he controls for urban renewal programs. Contrary to the im- 
pression given, the authorization of substantial additional funds for 
slum clearance and urban renewal programs would have no immediate 
effect on the national budget. It would be a matter of years before 
the Federal Government would be called upon to appropriate these 
funds. Obviously they would eventually be needed, but to use the 
excuse of the need for economy to help balance the budget for fiscal 
year 1958 is deliberately misle: ading. 

An overall approach to slum clearance and urban redevelopment 
began in 1949. It has been a long, tedious task to get that program 
off the ground. There has been a growing interest in the program, 
and during the calendar year 1956, $254 million were earmarked by 
the Urban. Renewal Administration for projects that are now under- 

way in the Nation’s cities. Since 1949, $900 million has been author- 
ized by the Congress for capital grants, and the URA had reserved 
some $851 million by the end of January, 1957. The remaining $49 
million in grant reservation funds are being held in reserve for 
projects now in planning or in execution, in the event that they may 
require additional funds to assure completion. 

Senator Crark. Are you familiar with the testimony which the 
mayors gave here / 

Mr. Rospins. Yes, sir. And I endorse it heartily, except I don’t 
think they asked for enough. I do not know why they did not ask for 
enough. 

Senator CLark. I think they were beaten down by the administra- 
tion’s attitude. Several of them testified that they felt they could not 
go any further than the President wanted to go in the first instance. 
I suggested that they were unduly timid, and I think they were. 

Mr. Rossins. Of course, they have to do business with the adminis- 
tration agencies. 

The program today is, therefore, at an end unless substantial addi- 
tional authorizations are made. It would be a tragedy to stop the pro- 
gram just as it is becoming meaningful. We consider the $250 million 
recommended by the President in his budget message to be inadequate. 
If a progressive job of rehabilitating our communities is to move 
ahead, at least $300 million a year should be authorized, and on the 
basis of the record as it is now developing, it. should probably be closer 
to $500 million a year. 

Senator CLark. The mayors put ina figure of $650 million, I think 
it was, of presently required additional authorization in cities which 
belong to their association. If that is the fact, would you not agree 
that the $500 million for each of the next two years, which the preced- 
ing witness recommended, would be an appropriate figure 4 

Mr. Rossrxs. Yes—I think $500 million a vear. But to give en- 
couragement to the communities that have not really started their 
planning and may feel that they will be shut out by an appropriation 
which would probably be limited to communities which have some 
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planning underway would not be a way to forward this program. We 
have seen it in public housing—that by cutting down the authoriza- 
tions, we cut down the requests from local communities. 

Senator Crarx. That is why I was a little surprised when you said 
$300 million would be all right. 

Mr. Rosprns. No. As I understood it the mayors’ $600 million was 
not for lL year. That was over a period of years. 

Senator Crark. Their $650 million is the presently existing need, 
I do not know that they gave any definite figure as to the authoriza- 
tion which they thought should go into this bill. I understood you to 
say that you thought $300 million would be appropriate. 

Mr. Rogprns. No. We say that we think it ought to be $500 million 
a year, and not a total of $650 million. That would bring it up to over 
$1 billion for 2 years. 

Senator Crark. All right. 

Mr. Rosprns. We have read with interest section 302 of the admin- 
istration’s bill which would establish an alternative formula for ealeu- 
lating the Federal capital grant to urban renewal projects. We feel 
it unlikely that a substantial number of communities will be able 
to make use of this formula, even though they desire desperately to 
be released of some of the interminable redtape which has developed 
within Federal-local relationships in the program. 

Senator CiarKk. That changing formula would cut down some on the 
redtape, but it really woud not increase the Federal contribution one 
cent. 

Mr. Rosstns. No, sir. We believe in an 80-20 percent formula. 

Senator Crark. You concur with the mavors. 

Mr. Roserns. Yes, sir. We recommend that title I be amended to 
permit starting land acquisition activities on a showing of area eligi- 
bility, the submission of an effective relocation plan, adequate esti- 
mates of land acquisition costs and general indications of future land 
uses and their feasibility. The approval of the final redevelopment 
plan by the Urban Renewal Administration and the local governing 
body would not be required until the cleared land is ready for disposi- 
tion to private and public redevelopers. Such an amendment should 
greatly step up the pace of land clearance, promote a continuous land 
assembly and clearance process by local redevelopment. agencies, and 
permit more realistic land planning by local agencies in cooperation 
with the private and public redevelopers. a 

Even prior to passage of the Housing Act of 1949, the National 
Housing Conference had urged that. in the concept of urban redevelop- 
ment, public low-rent housing programs be used as an integral part of 
such slum clearance and renewal activities to be developed under title 
I of that Act. Originally the law contemplated sound planning con- 
siderations, including a writedown of slum land to its fair value for 
low-rent housing purposes, thus allocating the cost of slum clearance 
to title I and reserving annual contributions under the Housing Act ot 
1937 for the reduction of rents in public housing. It has not been 
administered to conform to that concept. 

Senator Crark. What is your view of the desirability of putting 
these in urban renewal areas as opposed to building on vacant land! 

Mr. Rossrns. This is a matter of local planning, but certainly 2 
public housing project should not be excluded from any title I area. 
In many instances, it is not only appropriate, but needed. 
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Senator Ciark. But in order to get the costs down to the present 
limits, don’t you have to go so high in the air that there is some social 
loss in that kind of a project, or do you think the skyscraper public 
housing projects are desirable ? 

Mr. Rogers. No, the skyscraper public housing projects have very 
definite limitations. In some communities they are needed because 
of the pattern, and because of land costs. But what we are urging is 
that there can be some assistance in limiting the heights of these  build- 
ings and the densities of these buildings, if there is a writeoff under 
title I in the first instance. 

Senator Ciark. I understand that. But it is largely accounting, is 
it not, because the overall cost is very high indeed. 

Mr. Ropsins. The overall cost is high. But I believe that the law 
ought to be amended, or perhaps interpreted to give the city’s con- 
tribution or to allow the cities to contribute to the one-third, or what 
we prefer, 20 percent, by a capitalization of the tax concessions which 
they make to the public housing. And that, of course, would over- 
come the objections of many of the communities themselves to putting 
public housing in title I areas, because they have to dig up the cash 
for it, and many of them have great difficulty doing that. 

This is developed in our st: itement, and I won't take any more time 
for that. 

I do want to mention that the National Housing Conference urges 
the continuation and expansion of the college housing program. We 
feel that it has provided something of a model as to an appropriate 
way in which to deal with areas of special housing need. 

Senator Crark. What do you think of the suggestion that the inter- 
est rates should be increased ¢ 

Mr. Rossins. We are opposed to it. For all these special needs, 
whether it is college housing or housing for the aged or housing for 
minority groups, what we need is money at the rate paid by the Fed- 
eral Government to borrow the funds, plus a charge for administrative 
expenses. 

Senator CLark. That drives you into direct Federal financing; does 
it not ? 

Mr. Roperns. Yes, sir. 

Senator Crark. You support it. 

Mr. Rossrns. I do, sir. I might say that there are a few States 
which might, and I emphasize the “might,” be in a position to nego- 
tiate the same kind of financing, but they have a pretty tough time 
getting those things through the legislatures. 

Senator CrarKk. That question was asked the mayors when they 
were here. I think it was by Senator Bush, as I recall it. And they 
were unanimously of the view that they could expect no help from 
their States, that the States had such severe financing problems of 
their own, that they were oriented to the solution of rural rather than 
urban problems, and that the sole hope of the cities was to come to 
the Federal Government. I wonder if that is in accord with your 
experience. 

Mr. Rossrns. I think in the case of most States, help must come 
from the Federal Government. That, however, does not preclude a 
very strong movement, an educational movement, and a political move- 
ment, to get States like New York and New Jersey and Pennsylvania 
and a few others to float bond issues. 
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Senator CLark. New York has done pretty well; has it not ¢ 

Mr. Rosetns. It has pioneered in it and it has done pretty well. It 
has a program of State loans for middle-income housing. It has a 
program under which municipalities can make loans. 

Senator CiarK. Is there any State that has done better than New 
York? Certainly not Pennsylvania. 

Mr. Rossrns. I don’t think so. It certainly has laid the groundwork 
in the way of legislation. It showed that it can be done. And even 
in New York State it has run into some difficulty because of lack of 
understanding of the public as to the reasons for the program. 

Senator CLarkK. Would you agree that we are not going to get much 
help out of the States in this program / 

Mr. Rossrns. I agree that fundamentally we must look to the Fed- 
eral Government. But I do not advocate that no action be taken by 
citizens groups and public officials in States where there is some hope 
of doing this over a long period of time. 

Senator CrarKk. Do you think it would be feasible to draft legisla- 
tion which would require State participation, in addition to operating, 
on urban renewal. 

Mr. Rossrtns. I would object to that. I think it would stymie the 
program. The Federal Government is not in a position to be so flex- 
ible as to determine whether or not there is an opportunity for a State 
to undertake such a program. 

Senator CrarKk. Those who advocate that say there are plenty of 
State grant-in-aid programs and why don’t we put this on a grant- 
in-aid basis and put up the money only if the State does. 

Mr. Rossrns. I think vou run into the question that the mayors 
raised. and that is the grant-in-aid programs which are now accepted 
generally on a statewide basis are the ones in the rural areas, for 
relief and education, but they are not prepared to accept it for such 
things as slum clearance and middle-income housing, or low-rent 
housing. 

Senator CirarK. Where in your judgment the need is equally 

Mr. Rorrrns. Certainly. 

I would just like to comment for a moment on S. 1633, introduced 
by Senator Sparkman and his cosponsors. We believe that it is a step 
in the right direction. It defines the area in which special tools are 
necessary. It recognizes the fact that there must be long periods of 
amortization and lower interest rates in order to reduce monthly hous- 
ing costs. 

We recommend that within the framework of that legislation, cost 
limitations be increased to $13,000 and that the interest rates be low- 
ered to the cost of money to the Government plus one-fourth of 1 per- 
cent for administrative costs, as is provided in the college housing pro- 
gram. And we think that the authorization should be at least doubled 
in the first instance to $500 million. 

Senator Criark. What do you think about putting the administra- 
tion in FHA? 

Mr. Rorerns. The bill so provides. And at the moment T am not 
prepared to advocate putting the administration in any other agency, 
except that on an overall basis, we think that this whole program must 
be undertaken on a larger basis under the aegis of a new agency, such 
as provided in the bill introduced by you, which I am about to discuss. 


great. 
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In other words, the Sparkman bill is merely a step in the right direc- 
tion, but it is not a big enough step, and we would much prefer S. 1694. 

We have long been urging the creation of a new nonprofit mortgage 
company as a constituent of the Housing and Home Finance Agency. 
We vigorously supported the Sparkman bill of 1950 which w ould have 
estublished the principles called for in the present Clark bill, and 
which came so close to passage. Last year we urged the adoption of 
the so-called Lehman bill, S. 3158, which had similar objectives to 
those contained in the measure presently before your committee. We 
feel strongly that until a new agency is created, within our overall 
housing administration, dedicated solely to the interests of families of 
moderate income who are presently neglected, there can be no progress 
of substance in this vital area of need. 

Senator Crark. I wish you would develop that a bit, Mr. Robbins, 
because from an administrative and organizational point of view, a 
very strong case can be made for placing this work in an existing 
agency, such as FHA, in order to avoid the proliferation of Govern- 
ment agencies. My bill does call for a new Federal Mortgage Cor- 
poration. My own thinking was largely psychological. We could not 
expect the existing agency to give the sympathetic administration to 
anew program which would be needed to get it off the ground. I won- 
der if you have any other and different reasons for preferring it. 

Mr. Rogsrins. I agree with that. But I think it is more than that. 
I think you have to take the whole history of the FHA and its attitude 
toward the housing program generally. It has done a remarkable job 
in the way of stimulating construction of small homes under section 
203. I think it has demonstrated a complete lack of sympathy with 
large-scale rental developments and large-scale cooperative housing. 
Within the last year I think there has been an improvement in the 
attitude of the Washington office of the agency, as far as cooperatives 
are concerned. But generally speaking the history of the agency is 
such, the personnel there employed, that it does not give any confi- 
dence to us and to others that if they were given the jurisdiction over 
the program envisioned in your bill, that they would give it the sup- 
port that would get it off the ground. 

Senator CLrark. Would you think that a new corporation under the 
supervision of Mr. Cole would have any better chance ? 

Mr. Rosprns. No, sir. 

Senator Crark. But you think organizationally it would be pref- 
erable. 

Mr. Rosstns. Yes, sir. ized to 
say this on behalf of the National Houbing C onference—but it is my 
own personal point of view that it is terribly important, in any gov- 
ernmental program, to put in officials who are sympathetic to the pro- 
gram which they are asked to supervise. 

Senator Crark. Iam in accord with you on that. 

Mr. Roserxs. Under your bill, we believe that a dedicated approach 
is essential to the economic, social, and business welfare of this coun- 
try. We have a our arguments and submitted our data on this 
subject year after year. We believe that the provisions of the Clark 
bill w ould tap for neil the vast resources of labor and —— pen- 
sion funds. These funds of labor unions alone total some $25 billion. 
Bonds of the National Mortgage Association would be as safe as Gov- 
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ernment securities and would produce a slightly higher yield. We 
hope that 1957 will be the year that this program receives favorable 
consideration. 

As to low-rent public housing, it is shocking to us that the adminis- 
tration has made no reference whatever to low-rent public housing in 
submitting its basic recommendations for 1957. Apparently it is a sub- 
ject that is “verboten,” something to be swept under the rug. If one 
examines the record of public housing on the basis of the number of 
homes provided for families of low income over the last several years, 
and Dereon the last 10 months, that conclusion is understand- 
able. f, however, we are to press for dynamic programs of slum 
teat and upgrading deteriorating areas—if we are to seek to 
bring economic and social help to the urban centers of our country, 
then a substantial program of public housing is a prerequisite for 
this year and for many years to come. There are still more than 714 
million substandard dwellings in the urban centers of our country 
that cry for demolition. There are still some 214 million more that 
may be subject to rehabilitation, We have plans for giant road-con- 
struction programs that will cut through living areas of our cities, 
Whenever houses are demolished, families are dislocated. If the ur- 
ban renewal program has proven anything thus far, it is that when 
areas are cleaned out or rehabilitated, families must move. It has 
proven that they are divided almost equally between those of very 
low income that will be dependent upon public housing if they are to 
secure decent, safe, and sanitary dwellings, and those of middle in- 
come for whom ver y little standard shelter is available in old or new 
housing at monthly costs they can afford to pay. Experience has def- 
initely shown in city after city that there can be no slum clearance or 
even upgrading of deteriorating and overcrowded areas, without pub- 
lic housing. 

In hundreds of smaller communities that do not require total urban 
renewal programs to destroy existing slums, it has been found that low- 
rent public housing is still essential. 

With these facts in mind, we are delighted that Senator Clark has 
has introduced a low-rent public housing bill to deal with the difficult 
problems that face us in this area today. We urge with all of the 
persuasion at our command that this measure be incorporated as part 
of any overall legislation approved by this committee and submitted 
to the Senate for consideration. We agree with Senator Clark’s ree- 
ommendations as to the size of the program and believe that the amend- 
ments pertaining to the existing law are essential. I refer specifically 
to the amendments that would permit continued occupancy by fam- 
ilies of overincome under certain conditions; that would establish a 
realistic and workable rent-to-income ratio for initial and continued 
occupancy; that would repeat the workable program limitation, and 
establish more realistic cost limitations, the need for which was so 
eloquently described to this committee by Mayor Dilworth of Phila- 
delphia. 

With regard to urban planning fellowships, we urge strongly that 
the Congress adopt S. 1230, introduced by Senator Sparkman, which 
would authorize the Housing and Home Finance Agency to provide 
urban planning fellowships. 

We should like to ask also that there be a reexamination of the hous- 
ing research provisions enacted by the Congress last year. As finally 
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adopted, they were woefully inadequate. The work presently pro- 
posed by the Housing Agency is important, but limited. It concen- 
trates on the improvement of statistical series. It neglects the larger 
problems of market analysis, technical and design research, and re- 
search into the complex problems of urban areas. 

With housing a sector of the economy that accounts for nearly half 
of all investments and more than a third of our national wealth, it 
is imperative that we have an adequate housing research program 
supported by continuing appropriations. 

I might say that Professor Wheaton is here and would like to 
elaborate on the last two items I have discussed, among others. 

May I conclude by expressing one final hope. In the administra- 
tion of the housing program throughout recent years, there has grown 
up an ever-increasing body of regulation and nee that has 
forced a constant deterioration of Federal-local re lationships. Those 
of us who approach the problem of housing purely from the point of 
view of the public’s interest, and of the need for housing for those 
families of low and middle income, are distressed by the continuous 
slowdown in these programs. Something is basically wrong. 

It seems of great importance to us that a thorough study be made 
by this, the responsible legislative committee of the Senate, of the 
entire question of Federal-local responsibilities and relationships in 
both the public housing and urban renewal programs. We respect- 
fully suggest that such a study include visits to communities where 
programs have been successful and to others where progress has been 
painfully slow. We believe that in the process of such a study, your 
committee would learn firsthand why it is that under existing regula- 
tions and administration many communities are reluctant to submit to 
further Federal domination in a program that was conceived as one 
involving local planning and ownership and primary local responsi- 
bility. 

We believe that you would also find, by meeting with present and 
former public housing tenants, the problems that they face concern- 
ing rent-to-income ratios, and the fear under which they live of being 
returned to slum life when they are no longer eligible for occupancy 
due to excess income. We believe that your committee would find 
many answers to legislative problems through such a study. Most 
important, we are confident that vou would discover that a vast mai- 
ority of local programs are functioning well and fulfilling the pur- 
pose for which they were created. 

Our country spends billions of dollars for the construction of one 
bomh that if triggered would clear all of the slums from New York 
to Washington. It would demolish the buildings and destroy the 
people with them. We do not debate the fact that vast spending for 
defense is essential. We do, however, question our sense of values. We 
believe that our greatest nation: u resource is the people—all people 
of our country. To assure their health and their welfare is definitely 
worth the expenditure of but a small fraction of that which goes out 
every vear for wars, past and future. If we accept that premise, and 
plan for a future of growth and peace, we hone that those who are 
responsible for establishing our national policy in the fields of housing 
and urban renewal will review these programs with those who admin- 
ister them and at the same time press ahead with sound and bold pro- 
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grams based on the economic and social needs of our growing and price- 
less population. 

Senator Cuark. Thank you very much, Mr. Robbins, for your very 
helpful testimony. 

Professor Wheaton, I would be happy if you would identify your- 
self for the record, as some of the members of the committee perhaps 
are not as well aware of your work as I am. 

Mr. Wueaton. I am Prof. William Wheaton of the department of 
land and city planning of the University of Pennsylvania, and first 
vice president of the National Housing Conference. 

Senator CiarK. Professor Wheaton, I know that you have given a 
lot of thought to this problem of encouraging local housing authorities 
to buy all or part of privately built low-rent dev elopments. I would 
be happy to have for the record your ideas on that problem. 

Mr. Wuearton. I think it is quite clear that the present public hous- 
ing program is suffering not only from an acute problem of redtape 
and overadministration ‘by the Federal agencies which supervise local 
agencies, but it also has encountered some more fundamental problems 
at the local level—problems that have arisen since the inception of 
the program. 

One of these is very clearly that large-scale institutional type proj- 
ects tend to attract and, because of the application of rent-income 
ratios, to hold problem families. This creates an unfavorable 
climate—a climate which is not as constructive as the public housing 
projects created in their earlier days—and it also tends to concentrate 
large numbers of families of oe income with other behavior and social 
problems i in these project area 

Clearly, a decisive unten of this problem would require the ex- 
tensive use of small projects, scattered development, right down to in- 
dividual housing units. I do not think that low-income families 
should be segregated any more than high-income families, especially 
segregated in groups of 500-1,000 families in 1 project. 

Senator CLrarkx. You are not speaking about racial segregation at 
this point. 

Mr. Wueaton. No, I am speaking of segregation by income and 
occupation and the like. 

Senator Ciark. Although, unfortunately, the one tends to run into 
the other, does it not ? 

Mr. Wueaton. Yes. I think that one way to approach this problem 
is to treat public housing not as something special, different from the 
regular housing supply, but to treat it as part of the housing supply. 
general housing supply, and authorize local authorities to go out and 
buy on the market parts of conventionally financed private housing de- 
velopments, scattered houses, little groups of houses, which would not 
look any different or be located in any different location from those 
of conventinal private development. 

Senator CiarK. Does that include old as well as new housing? 

Mr. Wueaton. I think so. A year ago, if I recall, there was legis- 
lation introduced which would have specifically authorized local hous- 
ing authorities to acquire houses in this way. My recollection is that 
the officials of the Public Housing Administration said, whether or not 
for the record I do not recall, that this was possible under the present 
law. 
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Senator Ciark. That has been said. 

Mr. Wueaton. But, as I recall, at the same time the Administrator 
wrote to this committee that it was not possible. In any event—— 

Senator CLuark. | would like to ask Mr. Semer, of the staff, for the 
record, if that is correct. 

Mr. Semer. I think that is substantially correct. 

Mr. Wutraron. So there is some confusion as to the interpretation 
of present powers. In any event, several cities have in the past asked 
permission to do this. And invariably, as I understand it, they have 
been confronted with a situation in which a body of administrative 
practice, of procedure, of legal ruling, and of contract is all oriented 
toward the development of projects, construction of projects, by local 
housing authorities. So they get the answer back that it cannot. be 
done. Even if it is legal, it does not fit into their administrative 
procedure, 

Clearly what is necessary is to reverse this legislative history, 
whether by the enactment of a clause in a new bill, which will specif- 
ically indicate to the administering agency that it is Congress’ in- 
tent that local authorities do this, or by securing legislative interpre- 
tation from the Administrator, as a matter of choice. But it is clear 
that we are now facing an impossible roadblock from the standpoint 
of any local authority. 

Senator CLark. Professor Wheaton, and also Mr. Robbins and Mr. 
Johnson, [ was told personally yesterday that this had in fact been 
done in a number of cities—that is to say, that existing housing had 
been acquired for public-housing projects—and I wonder if any of you 
gentlemen know whether that is the fact or not. 

Mr. Wuearon. Chicago has done this in connection with a very large 
project, for instance, where they were planning to build a thousand 
units, to tear down 400 or 500, and they found that 2 or 3 buildings 
on this project site were salvageable. But there they were entering 
into a contract for the construction of a projec ‘t—the “y were not going 
to engage in all new construction, but were just going to buy a build- 
ing and rehabilitate it. 

Senator Ciark. This would not really meet your suggestion any- 
way. would it, which, as I understand, is that you would take 2 few 
houses in one block, a few houses in another block, and generally dis- 
seminate your public-housing tenants throughout an area, instead of 
segregating and concentrating them in one place with the social dis- 
abilities which you mentioned. 

Mr. Wreaton. I would also like to have the local housing authori- 
ties in a position to go out and negotiate with builders who are engaged 
in private development and say in effect to those builders, “We will 
buy every fourth or fifth house, or 25 out of this 100 that you are pro- 
posing to build.” 

Senator Ciark. You don’t think they would sell the other 4 or 5, 
do you, if they did that ? 

Mr. Wuraton. I don’t know why not. 

Senator Crark. I wish you could share your optimism. 

Mr. Wuraron. If you examine the buying patterns in a town like 
Philadelphia, I think you will find there is quite a wide range of in- 
eome, quite a wide range of occupation, quite a wide range of educa- 
tional level, in any single development. 











S00 HOUSING AMENDMENTS OF 1957 


Senator Crark. I agree with that. But what concerns me is the 
psychological factor of an operating builder feeling that his chance 
of selling the remainder of his project would be pretty nearly de- 
stroyed if he sold 25 percent of it as public housing. I wonder if you 
do not agree that, in this realistic world of ours, that is not very 
feasible. 

Mr. Wueaton. At a time when the building industry had ample 
credit and unending markets, and could m: ake very large profits on 
anything built, I think that that might be the case. The fact is that 
now there are a number of builders who are hungry, there are a num- 
ber of builders who have a very, very high sense of social mission, 
I think, who are trying to break down some of the barriers that have 
existed in the past. I have no doubt that in almost any major city 
you could find at least one builder who would say, “Sure, I would like 
to do that.” And if you only found one builder, we would be making 
some progress. . 

Senator Crark. What would you do about standards ? 

Mr. Wuearton. I think it should be limited to houses built under 
the supervision of some Government agency. This might be the FHA 
or it might be the VA. But while their supervision is probably a 
little less regid than that provided by the Public Housing Adminis- 
tration, it is also sufliciently rigid, I believe, to insure some reasonable 
minimum standards of construction and so forth. 

Senator Ciark. Thank you very much, sir. Is there any other com- 
ment you care to make ¢ 

Mr. Wueaton. I wanted to mention briefly three other subjects. 

First is the scholarship program that Mr. Robbins has referred to. 
One of the major impediments to all of our housing and renewal pro- 
grams for the last decade has been the shortage of trained technical 
personnel in housing and city planning. There are 21 schools which 
are offering graduate programs. They have a total enrollment of 
about 400 ‘students, They graduate about 175 students a year, or 
about 1 for each metropolitan area inthe country, There is no metro- 
politan area in the country that has not had more vacancies than one. 
Baltimore has had 16 at a time. Philadelphia, as you know, has had 
10 or 12 at a time of unfilled vacancies continuously for a decade. We 
are turning out students at a far less rapid rate than jobs are being 
created. Last year Senator Lehman and this year Senator Sparkman 
have introduced bills which would provide a modest program for a 
limited period of time, for scholarship aid to graduate students in 
this field. 

Senator Crark. Are you familiar with the legislation now pend- 
ing over in the Post Offices and Civil Service Committee which would 
authorize the training at outside institutions of individuals in the 
civil service ? 

Mr. Wuearton. I am not familiar with that legislation. 

Senator CrarKk. I wonder if you would feel there was any pool of 
trainable ability within the Federal civil service today which might 
supply perhaps part of the lack of which you speak. I happen to be 
the chairman of the subcommittee over in that committee. 

Mr. Wreaton. I really do not know—but I think you will find that 
for every Federal] employee, there are 5 or 6, maybe 9 or 10 State and 
local employees, and that similar measures applied at the local level 
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would be far more productive of the numbers of people that we need 
here. 

Senator Clark. Do you have in mind that while they were getting 
the training, they would continue to receive their stipend, or are you 
thinking in terms of se holarships for individuals not presently em- 
ployed / 

Mr. Wuearon. I am thinking of scholarships for full-time study. 
As a matter of fact, Philade phi: . now has, as you know, several half- 
time jobs for city planning commission staff members who are at our 
school. I think other cities have comparable arrangements. This is 
not satisfactory because it really takes 4 years for a student to go 
through a graduate training program, and we could accelerate the 
whole business if we could get full-time students. 

We have recognized this type of need in public health and public wel- 
fare, in the ogres sciences, the natural sciences, and in the social 
sciences. Why in heaven’s name we have not recognized it in this 
field, where the ane is so urgent, I cannot understand. I do not think 
this is a controversial subject. It was dropped in the non-conference 
conference last year between the Senate and the House, and I had hoped 
it would be pyres this year on a basis which would permit at least 
200 students a year for a 4- or 5-year period. 

Please note th: a this is to be aid to students, to be awarded on a 
basis of merit. They should be free to select the schools that they go 
to. And that if such a program were enacted, the schools, many of 
them State universities, but most of them private, would have to ap- 
proximately match Federal funds to provide for the extra cost of edu- 

cation which is not covered by tuition. 

The second subject I wanted to refer to briefly is research. We have 
had a magnificient experience with research in this country in the 
field of agriculture. Here courageous Federal leadership, supporting 
basic research over a 75-year pe riod, has made an enormous contribu- 
tion to our agricultural productivity. Housing, like agriculture, is 
an industry of small-scale units, which similarly needs Federal assist- 
ance if it is going to make the scientific progress that is possible. Yet 
we are confronted with a situation in which farm families represent- 
ing 6 million families rece ive d Fede ral researc h aid in the am vant of 


ilies, 7 7 times as mue i have not hi id anv susts aed authorized research 
program in the postwar years e xcept for the 2 vears after the 1949 act. 

Present expenditures attributable to research, and they are largely 
demonstration projects ri — than research as such, appear to be 
about $5 million a vear, or less than one-thirtieth of that in the agri- 
cultural field. 

We are going to add 25 million people to our urban population in 
the next decade. Certainly we can make a huge contribution to better 
housing, better living conditions for those people, if we would au- 
thorize now a large, bold and courageous research program. And if 
the administration lacks the vision, the imagination and confidence 
in our scientific ability and possibilities in this field, I think the Con- 
gress ought to authorize and establish an inde pendent Housing and 
U rban Affairs Research Agency. 

The third item that I want to refer to very briefly is the need - 

Department of Housing and Urban Development. This is not 
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matter which properly comes before this committee, but I want to urge 
the members of this committee to support the establishment of such a 
department, to give appropriate Cabinet status to housing and urban 
development, and to provide for the mayors of our cities some appro- 
priate representative in the Cabinet of the President. 

Finally, I want to say briefly on the subject. of middle-income hous- 
ing that while I hope, and I recognize that there is a very large need 
for rental housing and for cooperative housing, to solve the needs of 
middle-income families, it is quite clear that in the United States, in 
the long run, our major housing problems are going to be solved 
through the provision of new sales housing for ‘American families, 
We need to have an instrumentality of the type described by Senator 
Lehman’s bill of last year, and, I understand, in Senator Clark’s bill 
recently introduced, which would permit the ordinary processes of 
mortgage, credit lending, and home building, to provide some housing 
each year for families of middle-income who are now priced out of 
the market and who are being dislocated as a result of urban renewal 
and other public construction activities. 

Senator CrarKk. Professor Wheaton, can you give us any more help 
in this problem of defining what you mean by middle income? 

Mr. Wuearon. Last year, before this committee, I presented a 
summary, a precise statement of what middle income meant in the 
city of Philadelphia. I think this has to be determined on a local 
basis, because incomes vary from locality to locality, and construction 
costs and sales prices vary from locality to locality. In Philadelphia, 
it was in the range from $3,000 to, if I remember correctly, $5,400, 
which was the lowest income level at which any appreciable portion 
of families were buying new sales housing. 

You could ascertain that figure—as a matter of fact, if the com- 
mittee could pry out of the FHA its local housing market analyses 
which exist for every metropolitan area in the country, but which 
have always been confidential. The committee would find that two- 
thirds or three- -quarters of the indicated housing demand in those 
FHA market analyses is in income levels below the ‘lowest priced house 
offered on the private housing market. I have seen some of those 
studies. They are available. They are in the FHA files. I think 
that it would be of great benefit to the committee if the committee 
could get hold of them. 

Senator Crark. Thank you very much, Professor Wheaton, for your 
most helpful testimony. 

Mr. Johnson, do you want to add anything ? 

Mr. Jounson. Nothing, thank you. 

Senator Crark. Thank you, gentlemen, very much for coming be- 
fore us. 

(Mr. Robbins’ prepared statement follows :) 


STATEMENT OF IRA S. Rospsins, CHAIRMAN OF THE BOARD NATIONAL HOUSING 
CONFERENCE 


Mr. Chairman and members of the committee, my name is Ira S. Robbins. I 
am chairman of the board of directors of the National Housing Conference. 
For 11 years I served as a housing official of New York State in the administra- 
tions of both Governor Lehman and Governor Dewey. I am an attorney, and 
am presently executive vice president of the Citize ns’ Housing and Planning 
Council of New York City. Accompanying me today is Mr. Lee F. Johnson, the 
executive vice president of our organization, We are grateful for this oppor- 
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tunity to express the point of view of the National Housing Conference with 
reference to housing legislation that is pending before this committee. 

The National Housing Conference is a nonprofit citizens’ organization. It 
was founded 26 years ago. It has been the privilege of representatives of our 
organization to appear before this committee ever since it assumed jurisdiction 
over national-housing policy. The purpose of the organization has always been 
to help find some answers to the problems of eliminating slums and preventing 
their growth in the communities of our country and to explore and recommend 
ways and means to achieve decent shelter for families of low and middle income. 
Our basic interests run primarily to those millions of American families and in- 
dividuals who through no fault of their own, except insufficient earning power, 
are unable to secure good shelter for proper family or personal living. We are 
interested also in finding ways to meet the housing needs of the increasing 
number of elderly persons. We are concerned with the housing needs of all 
Americans. ‘The country is suffering from an urban sickness, not only in the 
great cities of our country, but in smaller communities everywhere, that must 
be diagnosed and cured if we are going to be the strong, healthy country that 
we like to picture ourselves as presently being. 

Before commenting on specific legislation, I would like to generalize for a few 
moments. The National Housing Conference has been submitting basic policy 
recommendations concerning slum clearance and housing to the Congress 
since 1934. During those 23 years, great strides have been made in defining the 
problem and in writing national housing policy. The policy set forth in the 
Housing Act of 1949 of a decent home in a proper living environment for every 
American family, is as far reaching as any that exists anywhere in the world. 
As a nation we have not fallen behind in expressions of concern, or in the delinea- 
tion of objectives. As a nation, however, we have fallen very far behind in the 
execution of our stated policies. 

Today, we find that all housing interests, private and public, are deeply con- 
cerned as the tight money policy intensifies longstanding problems. Housing 
starts are tapering off at an alarming rate. We fear not only the social con- 
sequences of increasing slums and bad housing, but also the alarming con- 
sequences to our national economy of a vast slowdown in one of our major, 
basic industries. When housing starts decline to 900,000 units a year or less, 
from 1,300,000 or 1,200,000, not only the home-building industry but all related 
industries are certain to suffer. What happens to families and persons whose 
housing needs are becoming progressively more critical, could well be catastrophic. 
It seems to us that the time was never more propitious than now, to face up 
to the total problem of the rehabilitation of our cities and to the housing needs 
of low- and middle-income families. 

It is our sincere hope that many of the legislative recommendations that are 
presently before this committee will be consolidated into an overall housing bill 
of substance that will pass in the first session of the 85th Congress. We are suffi- 
ciently realistic, however, to know that in the midst of an all-out economy drive, 
it will be difficult to secure passage of a comprehensive measure, but it is worth 
fighting for. This committee in its studies and in its hearing can isolate the 
causes of the drop in home building and in the failure of our programs for 
public housing and urban renewal to make proper headway. The measures be- 
fore this committee are like a doctor’s prescription. They contain a variety of 
ingredients which if properly blended into a comprehensive bill, will help put 
our economy on the road to better health. 


COMMENTS ON S8. 1609 


The administration’s bill (S. 1609) is, in our opinion, an almost total retreat. 
We do not oppose its request for legislative authority for what we thought it 
already had authority to do, namely, to liberalize the loan-to-value ratio limit 
of mortgages insured by FHA under its regular sales housing program in section 
203 of the National Housing Act. We can see no reason, however, for the neces- 
sity for such liberalization beyond a $13,000 or possibly a $15,000 mortgage. 
With today’s increased financing cost, such liberalization might assist those 
home builders having properties that are moving slowly, or those who are plan- 
ning to build for families in the higher income brackets. It fails totally to assist 
in the area of greatest need, namely families in the middle-income bracket. The 
major problem facing middle-income families today is that the monthly cost of 
housing is too high for them to afford. The reduction of downpayments on 
houses beyond their means, is of no help. This is confirmed by the figures that 
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are well known to the committee that show that 7 out of 10 homes financed with 
FHA insurance serve families that are above the median level in the middle- 
income third of the population. 

The administration has made a series of recommendations concerning the oper- 
ations of the Federal National Mortgage Association. On last February 6, Mr. 
David L. Krooth, former president and a member of the Board of the Nationa] 
Housing Conference, presented our testimony to this committee in detail con- 
cerning the provisions of Senate Joint Resolution 38 dealing with the emergency 
extension of the Federal National Mortgage Association. I will not trespass 
on the time of the committee to repeat his presentation except to review our 
position on the special assistance functions of FNMA. 

On special assistance functions where no private money is invested, FNMA 
should assure that mortgage financing is made available on reasonable terms, 
to meet areas of special needs among the population. tn this regard may 1 say, 
parenthetically that we urge the adoption of the legislation submitted by Senator 
Clark and cosponsors, which would provide a housing program for families of 
middle income. However, in the framework of the administration’s proposals, 
we have several specific recommendations to make. We feel that the information 
contained in the excellent staff report of this committee on income and housing 
thoroughly supports our recommendations, based on the reports of the mayors 
of 74 cities describing the critica) needs of their communities for housing among 
families of middle income. 

The monthly income of middle-income families in cities ranges from $320 to 
$500 per month, with a median income of $404 per month, These families can 
afford to spend about one-fifth of their incomes for housing, or from $65 to $100 
per month, or a median of $80 per month. This includes all housing costs, not 
just monthly mortgage, tax, and insurance payments. The median price of homes 
being built in cities today is $14,500, which involves a monthly housing cost 
beyond the reach of middie-income families. One way to serve more middle- 
income families is to reduce the cost of getting financing and the monthly carry- 
ing charges on mortgages. 

As to FNMA, we recommend, in order to make mortgage financing available 
to meet the special needs of groups and areas which would otherwise be neglected, 
the following steps: 

First, increase the FNMA authorization for special assistauce functions by 
$1 billion. 

Second, with respect to cooperative housing, (@) increase the authorization 
to make commitments or purchase mortgages of cooperatives from $50 million 
to $350 million; (0) 8150 million of this increased authorization should be ear- 
marked solely for cooperatives where there is consumer sponsorship; (¢) the 
limitation as to the amount to be available for any one State should be increased 
from $5 million to $385 million; and (d@) the limitation for any one State should be 
$20 million for cooperative projects w hich are not of the consumer-sponsored type. 

Third, with respect to special assistance and cooperative housing functions, 
Congress should direct that FNMA purchase these mortgages at par, in recog- 
nition of the special public interest to be served. Since the 1-year period for 
purchases at 9) percent will shortly expire, it is necessary to extend the period 
for an additional 1 year: at the same time the price should be fixed at par, just 
as is done with mortgages on armed services housing under section S03. 

Fourth, the act should be amended to reduce, from 1'% to 1 percent of the mort- 
gage amount, the fees charged by FNMA for its commitment and purchase of 
special-assistance mortgages, just as is done with mortgages on armed services 
housing. 

Fifth, the special-assistance provisions should be amended to avoid discrimina- 
tion against larger families, and against housing in high-cost areas. In such 
cases, the FHA statutory limit on the amount of mortgage computed on a per 
room baSis should be applicable. 

Sixth, the act should be amended to authorize FNMA to make construction 
financing available in special-assistance cases where the financing is not other- 
wise available. 

We would direct your attention again to the language of proposed amendments 
that Mr. Krooth submitted to you for the National Housing Conference at the 
time he testified last February 6. 

The administration has recommended strongly that the interest rate on mort- 
gages guaranteed by the Veterans’ Administration be increased from 414 per 
annum to 5 percent, in line with FHA-guaranteed mortgages. We are opposed 
to such an increase. We recognize that virtually no money is available to buy 
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such GI 4% percent mortgages at or near par, and urge, therefore, that legisla- 
tion be passed providing for the purchase of such mortgages, along the lines of 
bills which were introduced by Senator Johnson (S. 726), Senator Humphrey 
(S. 88), and others. 

We are not particularly concerned as to which of several approaches are used 
in making the money available to veterans for the purchase of their mortgages, 
so long as the assistance is available on the following basis: (a) Without limita- 
tion as to areas, since the need for such assistance is nationwide; (0) with a 
volume of money sufficient to meet the need; and (c) with the purchase of the 
mortgages at par. 


Slum clearance and urban renewal 

We can find no rationale for the administration’s timid approach to the whole 
subject of slum clearance and urban renewal. 

The President’s budget message to this Congress indicated that the adminis- 
tration would request an additional $250 million for each of the next 2 years 
in obligational authority to carry the urban-renewal program forward. On the 
basis of applications and local interest, this is a bare minimum, and actually in 
itself would have represented something of a slowdown. Now, the administration 
officially requests, in the name of economy, a cutback of capital grants to $175 mil- 
lion for 1 year. It has already declared a moratorium on the acceptance of appli- 
eations for new projects, and is seeking to cut down on the size and extent of those 
already in the mill. The President has shown no inclination whatever to release 
the $100 million that he controls for urban-renewal programs. Contrary to the 
impression given, the authorization of substantial additional funds for slum- 
clearance and urban-renewal programs would have no immediate effect on the 
national budget. It would be a matter of years before the Federal Government 
would be called upon to appropriate these funds. Obviously, they would eventual- 
ly be needed, but to use the excuse of the need for economy to help balance the 
budget for fiscal year 1958 is deliberately misleading. 

An overall approach to slum clearance and urban redevelopment began in 1949. 
It has been a long, tedious task to get that program off the ground. There has 
been a growing interest in the program, and during the calendar year 1956, $254 
million were earmarked by the Urban Renewal Administration for projects that 
are now underway in the Nation’s cities. Since 1949, $900 million have been 
authorized by the Congress for capital grants, and the URA had reserved some 
$851 million by the end of January 1957. The remaining $49 million in grant res- 
ervation funds are being held in reserve for projects now in planning or in execu- 
tion, in the event that they may require additional funds to assure completion. 

The program today, is therefore, at an end unless substantial additional au- 
thorizations are made. It would be a tragedy to stop the program just as it 
is becoming meaningful. We consider the $250 million recommended by the 
President in his budget message to be inadequate. If a progressive job of re- 
habilitating our communities is to move ahead, at least $300 million a year 
should be authorized, and, on the basis of the record as it is now developing, 
it should probably be closer to $500 million a year. The National Association 
of Housing and Redevelopment Officials has made a rapid check of present com- 
munity interest in this program and has submitted realistic figures to this com- 
nittee. We concur in that organization's excellent arguments and urge that they 
be given the serious consideration of the committee. 

We have read with interest section 302 of the administration’s bill, which 
would establish an alternative formula for calculating the Federal capital grant 
to urban-renewal projects. We feel it unlikely that a substantial number of 
communities will be able to make use of this formula, even though they desire 
desperately to be released of some of the interminable redtape which has de- 
veloped within Federal-local relationships in the program. Instead of increas- 
ing the required local financial participation in net project costs under 
title I of the Housing Act of 1949, we recommend that it be reduced from 231. 
to 20 percent, as did the mayors who testified here last Tuesday. Experience 
has shown that the existing one-third requirement has presented serious fiscal 
problems to a number of cities, resulting in the abandonment of otherwise 
worthwhile projects. In other instances, it has resulted in arbitrarily curtail- 
ing the size of projects and in limiting the scope of local redevelopment programs. 
If a serious attempt is to be made to overcome excessive administrative regula- 
tion in the urban-renewal program, Congress should go to the root core respon- 
sible for undue time period caused by unreasonable delays involved in planning 
redevelopment projects. 
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We recommend that title I be amended to permit starting land-acquisition 
activities on a showing of area eligibility, the submission of an effective reloea- 
tion plan, adequate estimates of land acquisition costs, and general indications 
of future land uses and their feasibility. The approval of the final redevelop- 
ment plan by the Uurban Renewal Administration and the local governing body 
would not be required until the cleared land is ready for disposition to private 
and public redevelopers. Such an amendment should greatly step up the pace 
of land clearance, promote a continuous land assembly and clearance process 
by local redevelopment agencies, and permit more realistic land planning by 
local agencies in cooperation with the private and public redevelopers. 

Even prior to passage of the Housing Act of 1949, the National Housing Con- 
ference had urged that, in the concept of urban redevelopment, public low-rent- 
housing programs be used as an integral part of such slum-clearance and re- 
newal activities to be developed under title I of that act. Originally the law 
contemplated sound planning considerations, including a writedown of slum 
land to its fair value for low-rent-housing purposes, thus allocating the cost of 
slum clearance to title I and reserving annual contributions under the Hous- 
ing Act of 1937 for the reduction of rents in public housing. It has not been 
administered to conform to that concept. Public housing has been excluded 
from almost all sites which under sound planning considerations should have 
been developed, at least in part, for such use. The result has been that public 
housing, in order to care for displaced low-income families, has had to secure sepa- 
‘ate and often isolated sites, rather than be part of the larger, well-planned re- 
development area. 

The principal reason for such exclusion has been the requirement that the city 
must bear one-third of the cost of the writedown of all land in a title Il project, 
which would include any land that is used for public housing. Thus, in addi- 
tion to the local contribution required through tax exemption of public housing 
under the Housing Act of 1937, a local subsidy of one-third of the writedown is 
also included. Cities have objected to this double subsidy to public housing, and 
have developed their low-rent-housing projects wholly under the provisions of 
the 1937 act. The obvious result has been that substantial amounts from an- 
nual contributions, which are for the purpose of reducing rents, have had to be 
used in the case of public housing developed on slum sites, to finance the cost of 
slum clearance. 

If public housing is to be incorporated in redevelopment areas, which seems 
to us to be totally desirable, and at the same time conserve low-rent subsidies 
for their primary purpose, we recommend that title I of the Housing Act of 1949 
be amended to waive the requirement of the one-third local contribution in re- 
spect to any land redeveloped with a low-rent-housing project which is exempt 
from local taxes. The whole writedown on such land as is used for public- 
housing purposes would be charged to title I. 

In those cases where public housing will be developed on sium sites other 
than sites assisted under title I, we urge that the law be amended to require the 
Public Housing Administration to report separately the amount expended for 
slum clearance as a part of the total development cost of such projects. 


College housing 


The National Housing Conference urges the continuation and expansion of the 
college housing program. We feel that it has provided something of a model as 
to an appropriate way in which to deal with areas of special honsing need. We 
would expand that principle to other areas. We endorse the provisions of §. 


——s 


553 introduced by Senator Fulbright. 


NEED FOR NEW PROGRAMS 


It seems to us a tragedy that the recommendations of the administration are 
marked principally by a retreat across the board in the fields of housing and 
urban renewal, including slum clearance. None of the measures recommended by 
the Housing Agency will fulfill the larger area of Government responsibility to 
make housing available to those families of moderate and low income who are 
now neglected by our housing programs. It is clear that a different approach is 
required than that available through FHA, VA or FNMA. Since the Administra- 
tion makes no recommendations whatever concerning low-rent public housing, it 
is fair to assume that it is content to see that basically essential program die 
from malnutrition. 
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8. 1633 


There is a Serious housing need for families of moderate income who are below 
the level which can be reached by private housing construction with present 
financing. These families are above the income level served by subsidized public 
housing. In short, they are caught in the middle—with their housing needs 
neglected. We are encouraged by the bill, S. 1633, introduced last week by 
Senator Sparkman and cosponsors which recognizes many requirements for meet- 
ing these needs. It defines the area in which special tools are necessary. It 
recognizes the fact that there must be long periods of amortization and lower 
interest rates in order to reduce monthly housing costs. It recognizes the plight 
of elderly persons and of large families in the lower income brackets. It provides 
what is, in effect, direct Government lending or credit to meet these needs. 
There doubtless is much to be said for using existing agencies and legislation, 
such as section 221 of FHA, and FNMA to cope with this larger service. 

Since, from its inception, section 221 has been an almost total failure, since 
FHA has exhibited practically no interest in helping to solve the difficult prob- 
lems in this field, and since FNMA has become in spirit and fact a successfu. 
moneymaking banking operation, I am sure that you will forgive us for having 
grave doubts that these agencies will suddenly develop a zeal to help meet this 
problem. It is noted that in this proposed legislation, cost limitations on housing 
will remain at $9,000 a unit in low-cost areas and $10,000 per unit in high-cost 
areas. We believe that it has been demonstrated again and again that adequate 
housing to meet family needs cannot be built within these limitations at the high 
costs which prevail in most urban centers, where the needs of middle-income 
families are the greatest. We recommend that within the framework of this pro- 
posed legislation, cost limitations be increased to $13,000 and that interest rates 
be lowered to the cost of money to the Government plus one-fourth of 1 percent 
for administrative costs as is provided in the college housing program. We 
would urge also that the authorization be at least doubled in the first instance to 
$500 million. 


S. 1694 


In the whole field of housing for families of middle income, however, we have 
great preference for the measure submitted by Senator Clark and cosponsors, 
8S. 1694. It provides the most important of the new tools that are so badly needed. 

Since 1950 the National Housing Conference has been urging the creation of a 
new nonprofit mortgage company as a constituent of the Housing and Home 
Finance Agency. We vigorously supported the Sparkman bill of 1950 which 
would have established the principles called for in the present Clark bill and 
which came so close to passage. Last year, we urged the adoption of the so- 
called Lehman bill, S. 3158, which had similar objectives to those contained in 
the measure presently before your committee. We feel strongly that until a new 
agency is created, within our overall Housing Administration, dedicated solely 
to the interests of families of moderate income who are presently neglected, there 
can be no progress of substance in this vital area of need. A dedicated approach 
of this kind, it seems to us, is essential to the economic, social, and the business 
welfare of our country. We have repeated our arguments and submitted our 
data on this subject, year after year. We believe that the provisions of the Clark 
bill would tap for housing the vast resources of labor and other pension funds. 
These funds of labor unions alone total some $25 billion. Bonds of the National 
Mortgage Association would be as safe as Government securities and would pro- 
duce a slightly higher yield. We hope that 1957 will be the year that this program 
receives favorable consideration. 


LOW-RENT PUBLIC HOUSING 


It is shocking to us that the administration has made no reference whatever to 
low-rent public housing in submitting its basic recommendations for 1957. Ap- 
parently it is a subject that is “verboten,” something to be swept under the rug. 
If one examines the record of public housing on the basis of the number of homes 
provided for families of low income over the last several years, and particularly 
the last 10 months, that conclusion is understandable. If, however, we are to 
press for dynamic programs of slum clearance, and upgrading deteriorating 
areas—if we are to seek to bring economic and social help to the urban centers 
of our country, then a substantial program of public housing is a prerequisite 
for this year and for many years to come. There are still more than 74%4-million 
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substandard dwellings in the urban centers of our country that cry for demoli- 
tion. There are still some 244-million more that may be subject to rehabilitation, 
We have plans for giant road construction programs that will cut through living 
areas of our cities. Whenever houses are demolished, families are dislocated, 
If the urban renewal program has proven anything thus far, it is that when areas 
are cleaned out or rehabilitated, families must move. It has proven that they 
are divided almost equally between those of very low income that will be de- 
pendent upon public housing if they are to secure decent, safe and sanitary dwell- 
ings, and those of middle income for whom very little standard shelter is avail- 
able in old or new housing at monthly costs they can afford to pay. Experience 
has definitely shown in city after city that there can be no sluin clearance or 
even upgrading of deteriorating and overcrowded areas, without public housing. 

In hundreds of smaller communities that do not require total urban renewal 
programs to destroy existing slums, it has been found that low-rent public hous- 
ing is still essential. 

With these facts in mind we are delighted that Senator Clark has introduced 
a low-rent public housing bill to deal with the difficult problems that face us in 
this area today. We urge with all of the persuasion at our command that this 
measure be incorporated as part of any overall legislation approved by this com- 
mittee and submitted to the Senate for consideration. We agree with Senator 
Clark’s recommendations as to the size of the program and believe that the amend- 
ments pertaining to the existing law are essential. I refer specifically to the 
amendments that would permit continued occupancy by families of overincome 
under certain conditions; that would establish a realistic and workable rent- 
to-income ratio for initial and continued occupancy ; that would repeal the ‘‘work- 
able program” limitation; and establish more realistic cost limitations, the need 
for which was so eloquently described to this committee by Mayor Dilworth of 
Philadelphia. 

SUPPORT FOR URBAN PLANNING FELLOWSHIPS 


We urge strongly that the Congress adopt S. 1230, introduced by Senator Spark- 
man, which would authorize the Housing and Home Finance Agency to provide 
urban planning fellowships. 

We should like to ask also that there be a reexamination of the housing research 
provisions enacted by the Congress last year. As finally adopted they were 
woefully inadequate. The work presently proposed by the housing agency is im- 
portant, but limited. It concentrates on the improvement of statistical series. 
It neglects the larger problems of market analysis, technical and design research, 
and research into the complex problems of urban areas. 

With housing, a sector of the economy that accounts for nearly half of all 
investments and more than a third of our national wealth, it is imperative that 
we have an adequate housing research program supported by continuing appro- 
priations. 

CONCLUSION 


May I conclude by expressing one final hope. In the administration of the 
housing program throughout recent years, there has grown up an ever-increasing 
body of regulation and bureaucracy that has forced a constant deterioration of 
Federal-local relationships. Those of us who approach the problem of housing 
purely from the point of view of the public’s interest, and of the need for hous- 
ing for those families of low and middle income, are distressed by the continuous 
slowdown in these programs. Something is basically wrong. 

It seems of great importance to us that a thorough study be made by this, the 
responsible legislative committee of the Senate, of the entire question of Federal- 
local responsibilities and relationships in both the pubile housing and urban re- 
newal programs. We respectfully suggest that such a study include visits to 
communities where programs have been successful and to others where progress 
has been painfully slow. We believe that in the process of such a study, vour 
committee would learn firsthand why it is that under existing regulations and 
administration, many communities are reluctant to submit to further Federal 
domination in a program that was conceived as one involving local planning and 
ownership and primary local responsibility. 

We believe that you would also find. by meeting with present and former pub- 
lic housing tenents, the problems that they face concerning rent-to-income ra- 
tios, and the fear under which they live of being returned to slum life when 
they are no longer eligible for occupancy due to excess income. We believe that 
your Committee would find many answers to legislative problems throngh such 
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a study. Most important, we are confident that you would discover that a vast 
majority of local programs are functioning well and fulfilling the purpose for 
which they were created. 

Our country spends billions of dollars for the construction of one bomb that 
if triggered, would clear all of the slums from New York to Washington. It 
would demolish the buildings and destroy the people with them. We do not 
debate the fact that vast spending for defense is essential. We do, however, 
question our sense of values. We believe that our greatest national resource 
is the people, all people, of our country. To assure their health and their wel- 
fare is definitely worth the expenditure of but a small fraction of that which 
goes out every year for wars—past and future. If we accept that premise, and 
plan for a future of growth and peace, we hope that those who are responsible 
for establishing our national policy in the fields of housing and urban renewal, 
will review these programs with those who administer them and at the same 
time press ahead with sound and bold programs based on the economic and 
social needs of our growing and priceless population. 


Senator CLark. Next we have Mr. J. Russell Cades. 


STATEMENT OF J. RUSSELL CADES, HONOLULU, T. H., ACCOMPANIED 
BY FRANCIS M. WEGMAN, ON BEHALF 0F WHERRY HOUSING 
OWNERS OF HAWAII 


Mr. Capes. Senator Clark and gentlemen, my name is J. Russell 
Cades. Iam an attorney from Honolulu where I have been in practice 
for the last 27 years. 

Senator Ciark. I congratulate you on the locale. 

Mr. C ee t Was formerly of Philadelphia. I came accompanied 
by Francis M. Wegman, also from Hawaii, who has been the man- 
ager of a ealaiee of these projects. 

I have prepared a very short statement. It is practically a sum- 
mary, which [ would like to ask to make part of the record. I would 
like to read it and just comment on some of the matters referred to 
in the statement, if I may. 

Senator Cuark. Go right ahead. 

Mr. Capers. Due to conditions existing outside the continental 
United States, the mandatory acquisition provisions added by section 
512 of Public Law 1020, 84th Congress, should be amended to permit 
private owners of the Territories and possessions who file an election 
to do so to continue their private ownership and operation of Wherry 
housing projects. The special circumstances in Hawaii will demon- 
strate that the existing mandatory provisions are grossly unfair and 
have the anomalous effect of requiring the military to acquire housing 
which it does not desire and which the owners do not desire to dis- 
pose of. 

The housing shortage in Hawaii is acute and of long standing. It 
has resulted from a combination of (a) limited availability of land 
resulting in excessively high land values, () high construction costs 
and large capital requirements, and (c) inadequacy of capital financ- 
ing. Six Wherry projects, containing 2,077 units at a cost of approxi- 
mately $20 million—of which I represent approximately 1,500 units— 
were built on the island of Oahu at the urgent request of the Navy, 
and in some cases required risk capital for organization greatly in 
excess of that usual on the mainland. The approval or ultimate con- 
struction of Capehart housing to the full extent now planned will 
not, in the opinion of the majority of the owners, impair the ability 
of the owners to continue the successful operation of the projects, 
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nor impose any substantial risk of default under the FHA insured 
mortgages. 

Two large projects have a combined shopping center as an integral 
part thereof, which center was built at the request of the Navy and 
for the convenience of tenants removed from the metropolitan center. 
The operations of these projects have been satisfactory to FHA, the 
mortgagees, and the operators, and have provided at very reasonable 

‘ates valuable and much-needed facilities for Navy personnel. The 
Navy will verify the fact that performance of the owners has been 
highly satisfactory. The operators c: arry out in the highest sense the 
true intention of the original legislation which sought private con- 
struction and maintenance on military posts of necessary housing and 
related facilities with a high degree of efficiency. 

One project under the strong urging of the Navy provided oceu- 
pancy of some units within 27 days after ground breaking, with 40 
units per week added until completion. Due to the critical shortage 
of public quarters as well as private housing, all projects have been 
practically fully occupied since completion. If economy of overall 
housing operations is sought, it will be better achieved by allowing the 
Wherry owners who desire to continue to do so in situations where 
there is no danger of mortgage default. A revision of the mandatory 
provisions w ill not only result in economies, but kee »p the faith of the 
Government that sought and obtained risk capital from a group of 
small contractors in an area where little capital was available. 

The Department of Defense—Mr. McDonald and Mr. Arrington 
have stated to the Housing Subcommittee of the House Banking and 
Currency Committee, that it recommends a modification of the pres- 
ent mandatory acquisition requirement so that it would apply only 
where the sponsor was willing to sell, and has cited the Hawaii situa- 
tion to that committee. The Department of Defense has stated to 
me that this represents its present position, which the Department 
will verify to this committee, 1f requested. 

I urge this committee to approve an amendment to section 512, 
which will correct this grossly unfair situation. 

Senator Crark. Thank you very much, Mr. Cades. The committee 
is watching this Wherry matter very closely. As you know, the man- 
datory 1 requirement only went in in the 84th Congress, and you ean 

rest assured we are grateful to have your testimony. We are going 
to be alert to the need which you raised. 

Mr. Capes. May I say, Senator Clark, that Delegate Burns, of 
Hawaii, had expected to appear before the committee, but he has 
asked that a statement to be prepared by him be incorporated as part 
of the record, in which he, I think, will sustain the need for this rather 
special treatment. 

Senator Crark. The Delegate’s statement will be incorporated at 
this point when it is received. 

(The statement referred to follows :) 


STATEMENT OF JoHN A. BURNS, A DELEGATE IN CONGRESS FROM THE TERRITORY 
or HAwatrr 


Extraordinary conditions existing in the Territory of Hawaii make it desir- 
able and in the public interest to permit the owners of Wherry housing projects 
to continue their ownership and operation where the owners elect to do so, The 
majority of the owners of such housing in the Territory of Hawaii have con- 
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eluded that the developing Title VIII: Military Housing, program will not im- 
pair their ability to continue the successful operation of the projects nor impose 
any substantial risk of default under the FHA-insured mortgages. 

The factual situation has been described in the testimony of J. Russell Cades, 
Esq., before the Subcommittee on Housing of the Senate Banking and Currency 
Committee on March 28, 1957. 

Six Wherry projects containing 2,077 units have been built on the island of 
Oahu for the primary use of the Navy. Two of the projects have a combined 
shopping center constructed at the request of the Navy which have served the 
convenience of the military personnel which projects the Navy does not desire to 
acquire nor the owners to dispose of. The operation of the housing and related 
facilities has been satisfactory to the Navy, FHA, the mortgagees, and the own- 
ers, and has provided at reasonable rate facilities required for Navy personnel. 

The risk capital required for the original construction of the projects has ex- 
ceeded that which is normally required for similar projects on the mainland. 
The continuous shortage of public quarters as well as suitable private housing 
has resulted in full occupancy since completion. Economy of operation will, in 
my opinion, be achieved by allowing the private ownership to continue. Ours is 
the most unusual situation of everyone being satisfied. 

The Department of Defense has taken, and presently takes, the position that 
private owners should be permitted to continue their ownership and operation in 
all cases where the sponsors were unwilling to sell, and has cited the Hawaii 
situation to the Housing Sunbcommittee of the House Banking and Currency 
Committee. 

Alaska has no Wherry housing and Resident Commissioner Fern6és-Isern in- 
forms me he has no objection to the election provision. 

Accordingly, to correct the situation existing outside the continental United 
States, it is urged that this committee recommend the following amendment to 
the Housing Amendments of 1955: 

“Section 404 (b) of the Housing Amendments of 1955 shall not be applicable to 
any housing constructed within the Territories or possessions, except where the 
owners of such housing shall file with the Secretary of Defense or his designee 
an irrevocable election to have such housing acquired.” 


Mr. Canes. And also it has been suggested by Senator Capehart that 
perhaps it would be in order to prepare a draft of the necessary lan- 
guage that would carry out this rather small amendment, which I 
would like to submit to the committee and have either incorporated as 
part of the record or considered, 

Senator CrarK. That will be all right. Get it in to the staff as soon 
as you can. 

Thank you, Mr. Cades. 

(The following was received for the record :) 


OFFICE OF MAYOR, 
Ciry AND County or Honotutu, T. H.. 
April 5, 1957. 
Hon. JoHn J. SPARKMAN, 
Chairman, Housing Subcommittee, 
Senate Committee on Banking and Currency, 
Senate Office Building, Washington, D. C. 


Dear SENATOR SPARKMAN: My attention has been called to the fact that the 
urban-renewal program which the city and county of Honolulu is engaged in may 
be imperiled because of national administration policies which apparently are 
intended to slow down local redevelopment and renewal project activity. 

Local Public Agency Letter No. 91 of the Urban Renewal Administration, 
Washington, D. C., dated March 6, 1957, sets forth an Administration policy pro- 
viding that the Housing and Home Finance Agency will defer considering the 
establishment of any additional capital grant reservations for projects covered 
by new survey and planning applications, except for disaster-area projects. 

The Honolulu Redevelopment Agency of the city and county of Honolulu is 
presently engaged in the preparation of an application for survey and planning 
assistance and capital-grant reservation for the third local redevelopment project 
to be undertaken with Federal financial assistance. It appears that this applica- 
tion, when filed in the near future with the Administration, will not be considered 
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by it unless the Congress of the United States has provided substantial additional] 
capital-grant authority and a directive to the Administration that stringent re- 
view policies for redevelopment and renewal projects be liberalized. 

Our local taxpayers cannot afford to pay the total deficits which are en- 
countered in these projects. Any long continuation of the Administration’s 
present slowdown policy regarding capital-grant reservations for local projects 
ean only result in local abandonment of plans to clear blighted housing areas 
and provide for decent housing and auxiliary uses within them. 

I strongly urge you and the members of your committee to take such appro- 
priate action in this situation as will enable Honolulu and other American com- 
munities to continue to vigorously proceed under local urban-renewal programs, 
with Federal financial assistance, to eliminate bad housing and provide for good 
housing and environments for all of our families. 

Sincerely, 
NEAL 8. BLAISDELL, Mayor, 


Senator Crark. Next we will hear from Mr. Fred J. Russell, 


STATEMENT OF FRED J. RUSSELL, PRESIDENT, WHERRY HOUSING 
ASSOCIATION 


Mr. Russett. My name is Fred J. Russell. I am the president of 
the Wherry Housing Association, a bernie organization comprising 
the majority of the owners of the 82,000 Wherry housing units in the 
United States and its possessions. 

Senator Crark. Mr. Russell, I wonder if you would mind having 
your statement incorporated in the record. I can assure you it will be 
studied carefully by the staff and the committee. 

In the few minutes we have left. perhaps you could hit the high 
spots in a more informal way, which I think will probably save usa 
little time. 

Mr. Russet. Supposing I do not hit the highlights, and just let 
the statement stand. I think it is short and cleat 

Senator Ciark. It will appear at the conclusion of your remarks. 

Mr. Russetx. I would like to add just one statement. 

The overwhelming testimony that has been presented by the Mem- 
bers of Congress, members both of the House Armed Services Com- 
mittee and members of this committee, including Senator Capehart, 
establishes overwhelmingly that the private operation of Wherry 
developed extravagance to the Government, and military operation of 
Wherry is necessitated to better serve military needs. There are two 
parties in this transaction, One, the Government: the other, the pres- 
ent Wherry owner. From the Government’s point of view, it is in 
the best Government interest that the Wherry housing be acquired. 

Senator Crark. Therefore you feel that present legislation should 
be continued, 

Mr. Russety. Yes, sir. 

Senator Crark. You and Mr. Cades are on opposite sides of this 
particular fence. 

Mr. Russevi. Mr. Cades is referring to a Territory, and there are 
many different things about a Territory that might distinguish it 
from the continental United States. 

Senator Crark. Are you confining yourself to the continental 
United States? é 

Mr. Russeiy. No, Tam not. 

Senator CLrark. You would include Hawaii. 





iS 





HOUSING AMENDMENTS OF 1957 S13 


Mr. Russev.. As far as the Government interest is concerned, I do 
not make any exception of Territory area or differentiate between it 
and the continental United States. 

Senator Ciark. Could I ask you this: Do you have any personal 
knowledge of conditions in Hawaii which would result in your con- 
troverting anything which Mr. Cades has just told the committee ¢ 

Mr. Russe... In that regard, [ wish to point out that with one or 
two exceptions, all a the Wherry owners wish to sell. The reason 
they wish to sell is because they recognize that the programing of ad- 
ditional housing, whether it be appropriated funds housing or whether 
it be Capehart housing, operates to confiscate the tenants from the 
existing Wherry housing, thus concentrating all vacancy in the 
Wherry housing. 

I say not only that all of the Wherry owners, with the exception 
of one or two, wish to sell, because they realize what the effect will be 
of this additional programing, but I further point out that all of the 
owners should be willing to sell under circumstances where they are 
to receive a fair price. There should not be the necessity of continu- 
ing an arrangement for life if the owner is given a fair price for its 
cancellation. If he is given a fair price for it, he should be able to 
make another investment elsewhere. 

So it is very important that the present Wherry owner who makes 
way for the program which has been adopted to replace private oper- 
ation of military family housing, pay the present owner a price that 
would be fair. Such a price would put them into a position to be able 
to acquire nonmilitary housing elsewhere. 

Senator CLark. Thank you very much, si 

(Mr. Russell’s prepared statement follows :) 


STATEMENT OF FRED J. RUSSELL, PRESIDENT, WHERRY HOUSING ASSOCIATION 


By name is Fred J. Russell. I am president of the Wherry Housing Associ- 
ation, a nonprofit organization comprising the majority of the owners of the 
82,000 Wherry housing units in the United States and its possessions. 

In spite of the fact that acquisition authority has existed by law for 2 years 
and in spite of both the mandatory and permissive acquisition provisions of 
Public Law 1020 which was passed by the last session of Congress, the military 
has not yet acquired any Wherry projects. 

The acquisitions which would be so simple to accomplish under Public Law 
1020 have been complicated and confused and delayed by those in the military 
who by varying degrees were opposed to acquisition of Wherry, by those who 
do not agree with the law and have attempted to write provisions into the 
procedures which defeat or delay acquisition, by those who feel that the mili- 
tary operating relationship to Wherry should be used to develop a discounted 
price for the Wherry equities, by those who are trying to transfer responsibility 
to others, and by those who feel that confusion and delay might afford an op- 
portunity to modify the terms of Public Law 1020 with superseding legislation. 

These last several months have seen the Department of Defense writing 
voluminous and indecisive procedures which required performances by FHA 
which were never directed by the law, which permit everything but settle nothing, 
and which recently passed on to the Secretaries of the several military depart- 
ments the authority and responsibility to write their own acquisition procedures. 

There now are as many different acquisition approaches as there are military 
departments. The Army and the Navy subscribe to the idea that any review 
of procedure with present Wherry owners is to be avoided. The Air Force ap- 
plies the most severe interpretations to Department of Defense instructions, 
thus defeating compliance with Public Law 1020 and its underlying intentions 
in a number of respects. 

The Assistant Secretary of Defense representative testified that it is con- 
cluded that it is within the intent of the legislation for the military to pay the 








814 HOUSING AMENDMENTS OF 1957 





formula price without attempting to negotiate some lower figure and that this 
removes the need for independent appraisals and thus simplifies the work of ac- 
quisition. Yet, Assistant Secretary of Defense instructions dated March 6, 1957, 
in paragraph 3d leaves it to the military to decide whether or not independent 
appraisal is needed for negotiation; and the Army and Navy are getting these ap- 
praisals, thus incurring delay and great extravagance in Government spending, 
This is especially difficult to understand when the Assistant Secretary of Defense, 
Senator Capehart and others testified last vear to the need for a formula price, 
pointing out that usable appraisals were unobtainable, because Wherry involves 
the valuation not of just land and buildings but also the valuation of 52- to 75- 
year operating agreements. Though usable appraisals are not obtainable, the 
military incurs delay and Government expense anyway. 

Other points in the latest (March 6, 1957) instruction of the Assistant Seere- 
tary of Defense which conflict with Public Law 1020 and his statement to you 
that it is the intent of the law to pay the formula price without attempting to 
negotiate some lower figure are found in his paragraph 2, which would consider the 
Corporation’s original costs and would deduct some mortgage proceeds from 
formula price. Also, in his paragraph 3d and 3c and 4b, he calls for reducing for- 
mula price by the amounts for painting and replacements which are not yet due, 

Public Law 1020 clearly anticipates that the formula price for the mortgaged 
property shall be the FHA estimate of total replacement cost at the date of final 
mortgage endorsement, less the unpaid mortgage balance, less any amount which 
would need to be spent to correct any major maintenance neglect. Subtracting 
the corporation cash impounds from the formula price instead of adding them 
to the price is improper. These funds are a separate operating bank account 
which is required by FHA procedure to meet the normal wear and tear wastage 
of certain parts of the mortgaged property as they become exhausted. Congress 
endeavored to establish a simple, usable formula which would be safely and 
successfully used for acquisition by negotiation. It considered that FHA’s 5-year 
old estimate of total cost would be approximately 25 percent below today’s value 
of a 5-year old project and that this would more than offset all normal wear and 
tear and also maintenance and replacement not yet due. No amount of any 
reserve fund should be deducted, for the only deduction provided under Publie 
Law 1020 is that for maintenance neglect (called physical depreciation), if in- 
spection shows that maintenance neglect of any consequence exists 

All of these improper deductions are roadblocks to Wherry acquisition. Be- 
sides delay, they will cause more acquisitions to go to condemnation, which is 
expensive and more difficult both for the owner and for the Government. Also, 
these delays are postponing the termination of the higher costs to the Govern- 
ment which unavoidably goes with private operation of Wherry housing: and 
delay is postponing the remodeling which is to begin after acquisition, in acecord- 
ance with military wishes. 

There is strong indication that the military does not intend to acquire all of 
the related property not covered by the mortgage. These are such items as 
maintenance equipment, television antenna, washing machine, supplies, ete.; and 
the fact that the Government possibly might be able to buy some supply or other 
item a little cheaper or think of some excuse why it might be able to get along 
without a piece of maintenance equipment is hardly a justification for not buying. 
Also, the corporation itself is related property and should be acquired. The 
military should buy the corporation stock, thus effecting one single, all-inclusive 
acquisition of all related property (mortgaged and nonmortgaged), thus replac- 
ing the present Wherry owner with the military department and thus leaving the 
mortgagee position and the FHA supervisorial position unchanged. It might be 
that FHA would be glad to get away from any performance in connection with 
Wherry after military acquisition, but we doubt that mortgagees (whose mort- 
gages still will not be guaranteed by the military) and Congress itself will wish 
to see FHA out of the picture so long as there continues a $650 million loan ex- 
posure to the Government. The Government owns Capehart housing by owner- 
ship of the Capehart corporation stock. Government acquisition of Wherry cor- 
poration stock is identical to the Government ownership procedure for Capehart 
housing. 

By adding to the mortgaged-property formula the free cash, the impounded 
“ash and the agreed value of other nonmortgaged assets which the Government 
through the corporation is to acquire and by deducting the other-than-mortgage 
liabilities which the Government through the corporation is to assume, we arrive 
at an appropriate price to be used in negotiations for acquisition of the corpora- 
tion stock. 
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We now hear that the military might be short of money to start the Public 
Law 1020 revolving fund. Fortunately, this bad excuse for more delay is de- 
feated by the terms of Public Law 1020 which provides that Wherry equities 
can be bought with 5-year, 4 percent interest-bearing agreements, instead of cash. 

Public Law 1020 is adequate. Its terms are clear. It needs no amendment. 
No other law is needed on the subject. Performance, not more law, is needed. 
Perhaps the military will be encouraged to comply with Public Law 1020 if there 
is no prospect of altering its effect by other legislation. 

H. R. 1056 recently was passed by the House and referred to the Senate, but 
not until after amendment to make clear that it was to have no applicability to 
Wherry. This amendment recognizes that Public Law 1020 deals completely 
with the Wherry problem, including its conversion to adequate public quarters 
after acquisition by altering or remodeling to suit military wishes. We urge 
you to exercise your good offices in providing against any alteration of this bill’s 
provisions regarding Wherry in any later conference between Senate and House 
Armed Services Committees. 

We realize that Government acquisition of Wherry is a matter of best Govern- 
ment interest and is not a matter of whether or not a Wherry owner wishes to 
sell. Although Wherry owners generally would prefer to operate the Wherry 
corporations for 52 to 75 years in accordance with original intentions, it is recog- 
nized that Government acquisition is necessary to establish one operating system 
for all Government housing at a location, to provide for remodeling to suit mili- 
tary wishes, and to provide for correct programing of additional military hous- 
ing. We expect to be canceled out on a fair basis in accordance with the law. 
Basically, we should be paid enough to be able to replace Wherry rental units 
with nonmilitary rental units elsewhere. 

Military procedure writing and present military operating relationships should 
not be used to defeat the fair treatment provided by Congress’ Public Law 1020. 
We hope that the military soon will demonstrate that it is acquiring Wherry 
projects, rather than using its energies in efforts to force an unfair bargain 
out of Wherry owners, meanwhile causing the Government to lose millions of 
dollars. After acquisition, the Government captures $600 per unit per year over 
and above mortgage payments. For 82,000 Wherry units, this is $49,200,000 per 
year. This current no-acquisition year is costing the Government $49,200,000. 
Do you feel that the military departments should use up another year in delay 
and in attempts to subtract improper amounts from the price, thus losing another 
$49,200,000 for the Government and thus increasing by $150 per unit the formula 
price the Government must pay? 


Senator Crark. The hearings will now stand in recess until 10 
o'clock, Monday morning. 

(Whereupon, at 1 p. m. the hearings were recessed until 10 o’clock 
Monday, April 1, 1957.) 
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MONDAY, APRIL 1, 1957 


Unrrep STates SENATE, 
COMMITTEE ON BANKING AND CURRENCY, 
SUBCOMMITTEE ON Housine, 
Washington, D.C. 

The subcommittee met, pursuant to recess, in room 301, Senate 
Office Building, at 10:15 a. m., Senator John Sparkman, chairman, 
presiding. 

Present : Senators Sparkman, Frear, Clark, and Bush. 

Senator Sparkman. Let the subcommittee come to order, please. 

Our first witness this morning is Mr. Charles E. Slusser, Commis- 
sioner of the Public Housing Administration, and he is accompanied 
by our friend whom we see here quite often, Mr. Albert Cole, the head 
of the Housing and Home Finance Agency. We are very glad to have 
both of you gentlemen with us. 

Do you have a prepared statement, Mr. Slusser / 

Mr. Stusser. No: I do not, Senator. 

Senator SparkKMAN. You just proceed, then, in your own way. 


STATEMENT OF ALBERT COLE, HOUSING AND HOME FINANCE 
ADMINISTRATOR, ACCOMPANIED BY CHARLES E. SLUSSER, COM- 
MISSIONER, PUBLIC HOUSING ADMINISTRATION 


Mr. Suusser. [ am here at the pleasure of the committee in an at- 
tempt to anuswer whatever questions you have in mind. I have some 
statistical information here which I imagine will be brought out in 
the questioning. 

Senator SparKMAN,. Fine. One thing we wanted you to comment 
on in particular was a bill, S. 1737, that Senator Clark introduced a 
few days ago. Of course, we are particularly interested in any in- 
formation that you might give us regarding the program, the work 
and the progress being made in your Administration. 

Mr. Siusser. Do you want me to start with the bill? Is that the 
way vou would like to have me open / 

Senator SrarkMan. It is all right with me. If you have comments 
to make or information to give that might be in the way of a pre- 
limmary statement, do so. Senator Clark undoubtedly will have 
some questions to ask you—so if you prefer to start off with questions, 
we will be glad to do that. 

Mr. Stusser. Well, let me say this, Mr. Chairman, and Senators of 
the committee—I have gone hurriedly over the bill. I got this last 
Friday. 

Senator SparkMAN. I realize that it isa brandnew bill. But I just 
thought that it might be well to get some information from you, even 
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if you are not able to give final conclusions on any particular part of 
the bill. 

Senator Crark. Mr. Chairman, while the bill may be brandnew, the 
subject matter goes back to Senator Taft. 

Mr. Stusser. I think we agree with you on that. That is what I 
was going to say. What has been presented here in the bill are q 
series of conditions that have affected and are affecting public housing, 

We are, in the administration, studying these now, and hope to 
come up with a complete recommendation on some of these matters 
sometime during the latter part of this year. 

Senator Busu. For the record, why doesn’t he tell us what the bil] 
is? I have not had a chance to read it. What does it purport to do? 

Mr. Stusser. It changes the size of the program, Senator. It would 
authorize 200,000 units for each of the fiscal years 1958 and 1959, and 
would include the 35,000 already authorized for 1957, with authority 
to carry over any of the unused balance. The workable program re- 
quirement would be eliminated as a condition of a new contract for 
low-rent. housing. 

Senator Busu. This is apropos of low-rent public housing solely? 

Senator Crark. That is right. 

Mr. Siusser. It would change in that the tenants already occupying 
low-rent housing would be permitted to remain in occupancy when 
their incomes rise above the established limits for those periods in 
which there is an inadequate supply of decent housing for the income 
levels they can afford. They would be required in such case to pay 
rent in an amount at least equal to 20 percent of their net income with 
authorized exceptions or in an amount equal to the rent of conparable 
private housing, whichever is lower. 

As to exemptions in computing net Income for the purpose of 
lishing minimum rentals—minimum rental in low-rent housing is now 
2() percent of income. less an exemption of $100 for each minor mem- 
ber of the family. For purposes of continued occupancy only, all of 
the income of a minor may be exempt in place of the S100 exemption. 
Under the new bill, the $100 exemption would be extended to each 
adult dependent member of the family having no income, whether 
for admission or continued occupancy, and (2), up to $600 would be 
exempted of the separate income of each member of the family other 
than the principal wage earner, whether for admission or continued 
occupancy, except that minors would continue to have full exemy ion 
of income for purposes of continued occupancy. te ld 

And as to the cost limitations, the maximum cost limits for low-rent 
housine would be increased from $1,750 to 82,000 per room. The limit 
for units designed specifically for elderly families would be increased 
from $2,250 to $2.500 per room. These cost limits exclude land, demo- 
lition. and nondwelling facilities. 

Well. now, I might say that this item, we would be wholly in agree- 
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ment. with the bill, except we think it should be raised $500 instead of 


the $250, because of the present-day costs. We are finding difficulty 
now in the bidding of those projects that are out for bid at this fime. 

Senator Sparkman. I may sav we have had some testimony from 
mayors, I believe it was. particularly, saving they were having difhi- 
culty because of the price limit in some of the high-priced biilding 
areas. You would suggest raising it to $2,250 rather than to 82,000. 
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Mr. Stusser. That is right. 

Senator SPARKMAN. You go ahead with any comment you wish to 
make about any other part of it. 

Mr. Suusser. | was gomg to comment about the other items. We 
recognize there is a problem there. I don’t know that we would agree 
with this approach to the problem. 1 think we need more study of 
what should come out as a final recommendation from the adminis- 
tration. There is no question that this might lead us into middle- 
income housing. If that is what— 

Senator CLark, lim sorry, Mr. Slusser, I could not hear that. 

Mr. Suiusser. 1 say there is no doubt that these provisions, if en- 
acted, might lead us into middle-income housing. If that is where 
the Congress and the administration want the program to go, of course 
this will do that. 

Senator SparKMAN. You said that it would be the purpose of the 
administration to come up with a recommendation later in the year. 
I do not know just how you said it, but I was not clear in my mind 
just what time you meant. 

Senator Crark. I understood him to say in the fall. Is that right é 

Senator SparkMAN. I think he said in the latter part of the year. 
] was wondering whether it was coming at a time when Congress was 
still in session, or whether it is your thought to make it toward the 
end of the year, applicable to next year’s program. I just was not 
clear on that. 

Mr. Suusser. I wonder if you would let Mr. Cole answer that, be- 
sause the study is taking place in his office. 

Senator SparKMAN. Fine. 

Mr. Coin. Mr. Chairman, as you know, you probably remember that 
when we appeared here before, we commented on the public housing 
section of the housing program and said that we were not submitting 
legislation on the public housing section this year, because we feli 
that the program was continued into 1958, and that it would give us 
time to study the entire program of public housing, relocation hous- 
ing. urban renewal, slum clearance, and redevelopment. 

We in the administration believe that there are problems involved 
in the whole program of community development which justify and 
require very careful study and consideration, and then recommenda- 
tion. From the Senate ion’s point of view, therefore, it is our idea 
that we spend this year—because we do have the time—studying the 
problem, and then present to Congress, at the beginning of the 1953 
session, our recommendations and ideas with respect to the entire pro- 
gram covering the community deve — nt idea. 

Therefore, as Mr. Slusser has said, so far as the administration is 
concerned, we are not in a position to, nor do we expect to be in a posi- 
tion, to have an administration program this year. 

As the chairman well understands, however, this does not preclude 
us from appearing before this committee and giving you the benefit 
of our thinking with respect to any legislation which you may want 
to consider. 

May I add two more things with respect to this legislation—and we 
might as well get them on the table, too. 

We would oppose. frankly, the size of the program as of now, the 
size of the program contained in this bill. That is, the 200,000 units 
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for the next 2 years. And secondly, we hope the committee would 
look very carefully at the proposal to eliminate the workable pro- 
gram. This was enacted after long and careful consideration and, ] 
think, long and careful searching of conscience on the part of the 
Agency and the committee, after experience with the program. 

We believe that we can substantiate our position that the workable 
program is working, is working properly, is not working to the detri- 
ment of any city or even a small community, that it is a good thing, 
We hope that you will be very careful in your examination of this 
suggestion. 

On the two items which Mr. Slusser has commented, 3 and 4, we 
recognize a real problem in the present operation of the public hous- 
ing program, This is one of the reasons why we think it does re- 
quire careful examination and a careful long-range study rather than 
for us to make recommendations now. 

That is about generally our position so far as the administration 
is concerned. 

Senator SparkMAN. Let me ask this one question, and then T will 
ask Senator Clark and Senator Bush to pose any questions they have, 

L was interested particularly in your comment regarding the work- 
able program. I would like to know a little more about that. I will 
say this, in all frankness. I have been pleasantly surprised with the 
number of workable programs that have been approved in my own 
State among the smaller towns, the smaller cities and towns, I re- 
member last year our discussion about your intent to work it out ona 
reasonable basis that the smaller cities and towns could meet. But 
I was rather interested in the President’s proposal, in his budget mes- 
sage, in which he said that he was recommending that the workable 
program be eliminated. 

Mr. Coir. Yes, Mr. Chairman. 

Senator SPARKMAN. —— I am curious as to what may have 
taken place between the budget message and the time the housing 
program was submitted this year to cause that reversal. 

Mr. Corx. I take full responsibility for that. I did make the ree- 
ommendation to the President that we recommend the workable pro- 
gram be eliminated for small, rural communities. This was at a time 
when we had not gained suflicient experience with our new and more 
flexible program for the benefit of the small communities. As time 
went by, we came to the conclusion that our new procedures, our new 
policy, with respect to the small communities, was working satisfac- 
torily, and therefore we felt that the recommendation should not be 
pursued. 

I know the chairman is familiar with the fact that these reeommen- 
dations are made in the year previous to the submission to the Con- 
gress, and as a policy of utmost caution, to be sure that we did not 
place onerous responsibilities or duties upon the small community, we 
felt at that time we would eliminate it. And I still feel the same way. 
Mr. Chairman: if I believed, or if the Congress believed, or if we had 
facts to subst: ntiate it, if we believed that the workable program was 
preventing, was too onerous a duty to place upon the small communi- 
ties, we would still recommend that it be removed. 

Our idea, Mr. Chairman, is to stimulate, to encourage, to help the 
communities to look at their overall problem of slums and blight. We 
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think that it is good for a small community as well as a big city. We 
think it is extremely good for a community to face up to and look at 
the comprehensive ‘approach to their problems of urban blight and 
community development. Therefore we plead very earnestly that this 
workable program not be eliminated. We think it is one of the fine 
things which Congress has done and one which is now in our judgment 
working quite w ell. 

May Ladd one more last statement in this regard. 

We are aware that the workable program “does pose problems with 
respect to the future. This is one of the studies that we are under- 
taking. We have h: ud a first year’s experience in many cities, we have 
had the second year’s experience now, and the recertific: ation of the 
workable program. Quite soon we will be faced with the necessity of 
recertifying for the third year. 

It would be not proper for me to say to you that we don’t have 
any problems in connection with this rec ertification and constant re- 
examination of the operations of a community under the workable 
program philosophy and policy. Such questions as these arise. Has 
the community carried out its responsibilities as presented in its first 
and second workable program? Who makes the judgment? How 
far does the Federal Government go to tell the local community that 
they have, or have not, carried out their responsibilities ? 

These sort of things, Mr. Chairman, must be examined very care- 
fully by the time we come back for additional legislation next year. 

Senator Sparkman. If I understand correctly, then, the recommen- 
dation for the elimination of the workable program was made back 
last September or October, when the budget was under study, and 
since that time you have reached a conclusion that having a work- 
able program was not particularly onerous on the smaller communities 
and cities, is that right ? 

Mr. Cor. Yes, sir. 

Senator SparkMaNn. What about this? A number of the sizable 
cities and towns, and the smaller cities, have complained to me that 
there simply was not available in this country a sufficient supply of 
planners, city engineers, men who have experience in planning, for 
them to be able to get that type o f service. Do you run into that? 

Mr. Corr. That is absolutely correct. That is one of the problems 
with which we are faced. 

Mr. Cuarrman. I wonder if I may, at this point, read into the 
record a paragraph, so that it will be a part of the rec vd, to give the 
committee some of our thinking with respect to the w orkable program. 
It is true that some of the cities, and I am sure that some of the people 
within the agency, sometimes do not quite understand what we are 
trying to do with respect to the workable program, and if I may read 
this paragraph, it may be helpful. 

It should be noted that the workable program requirement calls only for the 
development of a plan. It does not require that the plan be put into action 
before a public housing contract can be signed. Nor does it preclude public 
housing assistance to communities that do not have urban-renewal powers. It 
is only necessary that the locality have a plan for removing and preventing slums 
and blight. Where local conditions make urban-renewal operations essential, 
it is necessary only that the city recognize its problems and have a plan for 
their solution. If State legislation is needed, for instance, the workable program 
would be approveable if it includes an attempt to obtain the necessary legislation. 
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Now, that is the end of the quotation. 

Wet rec ognize that on the one side there may be criticism, or the 
question—is it really a plan which is effective, does it really do some- 
thing, does it really accomplish the objective, is there enough teeth in 
the program ? Some people say no, it 1s just some paperwor rk, 

On the other side we receive criticism that it is too effective, that 
it is too restrictive and makes for too much work on the part of the 
communities which they cannot accomplish. 

What we say to both criticisms is this. The Federal Government 
does not expect to and does not believe that we should direct a com- 
munity to take certain specific actions which they themselves should 
determine may or may not be necessary. We re: lly are talking about 
giving the city an idea about the comprehensive approach, the need 
for a “comprehensive approach to community development—it is our 
idea that urban blight and urban slums cannot be eliminated through 
public housing. We do not think they can be eliminated through slum 
clearance. We do not think they can be redeveloped solely through 
the tools and facilities which the Federal Government provides. We 
think they can only be eliminated, because they are so large and so 
widespread, through a very vigorous drive by the local community, 
using all of the tools and facilities available. And we make this ree- 
ommendation—that they examine all of their problems and try to use 
all of the tools which they have. 

Senator SparKMAN. You state that this is more or less preliminary, 
that it is the beginning stage. What happens at the next stage? 

Mr. Coie. Mr. Chairman, you are asking a very important question, 
which I am not ready to answer. We think in the preliminary stage 
that the effect of it has been wonderful. We think it has been extraor- 
dinarily fine. We think that community after community, big cities 
and little, have, for the first time, faced up to the problem of what they 

can do themselves, to strengthen their codes, to strengthen their ma- 
chinery to enforce the codes, to provide planning facilities, to provide 
stimulation on the part of the community to develop their community. 

Now, where do we go in the future with the workable program? | 
must say to you [am not sure. I must say to you that I think it ought 
not just be brushed aside at this time, because we think it can continue 
the rest of this year or next year, 18 months, without any limiting, 
harmful effects. We think it is still good. 

But I will say to you that we will examine it ver y carefully, about 
what the future of it may be. 

Senator SparKMANn. There are many questions I would like to ask 
you. I would like to ask you about the bill I have introduced to pro- 
vide some stimulation to training increased numbers of people as city 
advisers. I hope you will give very close attention to that. 

Mr..C< ote. I am very aware, Mr. Chairman, of the dearth of trained 
people in this field. I think it is a wonderful field, and it has tremen- 
dous potentiality for people who want to go into it. 

Senator SparRKMAN. Senator Clark. 

Senator Crark. Mr. Chairman, I am keenly aware of the fact that 
we have four other witnesses and limited time. I do wish we could 
discuss this matter with Mr. Cole and Mr. Slusser for the balance of 
the morning, but I know we cannot. I will try to be brief. But I have 
a good many questions to ask. I hope that if the chairman thinks I am 
taking too much time, he will just use the gavel and cut me off. 
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Senator SpARKMAN. You just move right along. 

Senator Cuarx. I would like to address my questions to Mr. Slusser, 
and of course, if Mr. Cole wants to cut in, I am sure he will. 

Mr. Slusser, have you had an opportunity to read the testimony of 
the seven mayors who appeared here last week, testifying generally 
on housing and urban-renewal programs ? 

Mr. Stusser. Senator, I have read some of that. I must apologize. 
I have just come from the hospital with some operations, and I have 
been limited in what I could read. I have read some of the testimony. 
I read particularly Ben West’s and some of the others that came 
through the conference of mayors and the American Municipal Asso- 


tion. 

Senator Crark. Mr. Cole, have you had an opportunity to read 
it? 

Mr. Coir. No, I have not read it. 

Senator Cuark. Mr. Chairman, I would be grateful if at a later 
date both of these gentlemen would be willing to file with the com- 
mittee their comments on the mayors’ testimony. It seemed to me that 
the mayors made a devastating case against the present administration 
of both the FHA and HHFA. I think these gentlemen should have 
an opportunity to defend themselves, after they have had an op- 
portunity to go into the testimony. 

(The statements referred to follow:) 


CoMMENTS BY HHF ApDMINISTRATOR ALBERT M. COLE ON TESTIMONY OF MAYORS 
DURING THE PREVIOUS WEEK 


The testimony of the mayors who appeared before this committee on March 
26, was concerned primarily with the effect upon the urban renewal program 
of the URA letter No. 91 and the revision in amount of the capital-grant au- 
thorization from $250 million for each of the fiscal years 1958 and 1959, as rec- 
ommended in the President’s budget message, to $175 million for fiscal 1958. 

URA Commissioner Steiner testified in his recent appearance before this com- 
mittee that URA letter No. 91 was necessary as a temporary action since $853.8 
million of the $900 million available for capital-grant authorization was already 
reserved or in process of being reserved. The balance available of $46.2 million 
was to be used for the most urgent needs of the existing program and particularly 
for possible overruns on projects in which the process of acquisition and clear- 
ance of slum areas has already commenced or is about to begin. This means 
that action will be deferred temporarily on some initial applications for survey 
and planning assistance. 

Mr. Steiner made it quite clear in his testimony that this action was a tem- 
porary action necessary until such time as addiitonal capital-grant authorizations 
was made available, at which time letter No. 91 would definitely be rescinded. 
Therefore, this temporary action cannot and should not be construed as a perma- 
nent action to slow down or destroy in any way the urban renewal program. 

There also is no intent of slowing down the urban renewal program by the 
revision from $250 million to $175 million in the request for the increase in capi- 
tal-grant authorization to be available during fiscal year 1958. The proposed 
additional grant authorization of $175 million should, in my judgment, be suffi- 
cient to provide necessary reservations during the coming year for the continu- 
ance of an aggressive urban renewal program. 

A large proportion of the capital-grant reservations made thus far have been 
for programs in large cities which have large program backlogs to be digested 
and brought on to the stage of executed contracts. It is our belief that in fiscal 
1958, more emphasis than heretofore should be placed by communities upon their 
more needy and preferably smaller projects for ready processing. However, it 
is contemplated that the existing authority of $100 million which the President 
may make available to the program will be retained. This will permit further 
eeoeon of the urban renewal program, should it be required in the public 
nterest. 
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CoMMENTS BY PUBLIC HovusING COMMISSIONER CHARLES E. SLUSSER ON Tesrtt- 
MONY OF Mayors DurING THE PREVIOUS WEEK 


The testimony of the mayors who appeared before this committee on March 26, 
with respect to public housing advocated a public housing authorization of 
200,000 units per year over a continuing period of time sufficient to permit 
proper planning; an increase in the statutory limitation of cost per room by 
$250; removal or modification of restrictions to permit purchase and rehabilita- 
tion ‘of existing structures and facilitate use of scattered sites; development 
of a master contract for an entire program instead of individual contracts for 
separate projects; and reexamination of the rent-income ratio, sliding rents, 
deductions, exemptions, etc., in computing rents. 

We have always advoc ated and will continue to advocate a continuing pro- 
gram of sufficient duration to permit proper planning. We do not, however, 
believe in an authorization too far in advance of anticipated actual use to war- 
rant having it. 

As to the number of units, we have already stated our position that actual 
need undoubtedly exceeds the existing authorization. We believe, nevertheless, 
that the authorization must be geared to the anticipated demand made upon 
the Federal Government by the local governmenial bodies. There is no eyi- 
dence at present that demand will exceed the existing authorization during the 
period of its availability. 

On the question of construction costs, we agree that rising costs since the 
establishment of the cost limits by the Housing Act of 1949 have made it ex- 
tremely difficult to build public housing on suitable sites. We believe, as we 
stated in our testimony, that it is now necessary to increase the limits by about 
$500 rather than the $250 proposed by the mayors. 

The other points raised by the mayors are, as we stated to the comumittee, 
currently under study by this agency which expects to present its recommenda- 
tions for consideration of the Congress at the next session. 

Senator Crark. In particular, Mr. Cole, the mayors said they felt 
that the urban renewal program was being killed by the method of 
its administration in general, and by the cutback from the $250 million 
extension of urban renewal which the President recommended to the 
$175 million extension to which you cut the President’ s recommenda- 
tion. Perhaps I am not right in saying “you,” perhaps somebody 
else-——— 

Mr. Cote. I take the responsibility for it. 

Senator Crark. And by the issuance of letter 91. If you have not 
read that testimony, perhaps you would like to comment later rather 
than now. But if you would care to comment now, I would be happy 
to hear you. 

Mr. Core. I think I would like to comment now. While I have not 
read the testimony, I am aware of the attitude of the mayors who have 
testified, I have had conferences with some of them, I have had letters 
from them and wires from them. We have been discussing their 
position within the agency. 

It becomes a matter of judgment, Senator, with respect to the amount 
of money to be made available on new obligational authority. It 
becomes a matter of judgment whether or not this new obligational 
authority will restrict the program in such a way that it will, No. 1, 
terminate the program; No. 2, restrict it to such an extent that it will 
be ineffective, but still continuing at a slower pace. All of these 
matters enter into such a decision. 

I think I said, when I testified before the committee the other day, 
that it was Mr. Steiner’s opinion, and my opinion, that the curt: ail- 
ment, the reduction of new obligational authority would not restrict 
the program in such a way that it would be harmful, that it would 
continue in such a manner that the cities and the Federal Government 
could go ahead and have a progressive, expanding program. Again, 


i nS i eR ei etna Ana ten 





-— se a 


= 





1e 


ve 
ut 


ae, 
a- 


10 
ier 


py 


not 
ve 
ers 
eir 


ant 

It 
nal 
a 
vill 


ese 


lay. 
ail- 

rict 
vuld 
rent 
ain, 


sna ic A AN 


etn Be 


HOUSING AMENDMENTS OF 1957 $25 


it becomes a matter of judgment. We are talking now about contracts 
which will be presented to the Administration, the Urban Renewal 
Administration, for approval. 

The cities have done a tremendous job, in my opinion, and I think 
the Federal Government has done a tremendous job in placing under 
contract: some $865 million of slum clearance and redevelopment proj- 
ects. ‘This is a big program and it is an effective one, and it is an im- 
portant one. We ‘think that the money which we have recommended 
will continue the program, will continue it effectively. 

Now, it is true that other people disagree with us on both sides of it. 
Some people think that it is too much of a program. 

Senator Crark. Have you found any mayor that thinks it is too 
much of a program / 

Mr. Coxe. Yes, I think I know some mayors probably that think it 
istoo much of a program. 

Senator CLark. Would you be willing to tell us who they are? 

Mr. Coir. I guess I will have to answer that I do not remember who 
they were. 

Senator Ciark. At least they do not have much influence in the 
conference of mayors or the American Municipal Association. 

Mr. Corr. I don’t know, Senator. I talked to a mayor not too long 
ago, and he said that he had had a wire from the Conference of 
Mayors asking if he would join in signing his name—he is the mayor 
of an import ant city—and he said to me “I suppose I ought to send a 
wire to them and join in. After all, I belong to the conference.” 

Senator CLark. Are you suggesting the mayors’ testimony was not 
sincere ¢ 

Mr. Coir. No, of course not. 

Senator Crank. Would you take it at its face value? 

Mr. Coir. Surely I do. They are a conscientious group. But you 
asked me a question and I answered it. 

Senator CLrark. They should know something about their problems; 
should they not ? 

Mr. Coz. They do. 

Senator CLark. But you think $175 million is enough. 

Mr. Corr. I think $175 million—and I think you will understand 
my answer—will give us, in this Nation, a progressive and expanded 
program, and a good program. 

Now, I think I should answer your question further. Do I think 
$175 million isenough? The answer is “no.” I don’t think $250 mil- 
lion is enough. I don’t think $1 billion is enough. I don’t think $5 
billion is enough. 

This problem is one of the greatest problems which we have in 
America today, one of the most difficult we have in America today. 
And I think the approach to it is important. 

But let me say this to you. 

Senator Crark. Excuse me, Mr. Cole. Let me ask you whether you 
would agree it is a critical and present problem. 

Mr. Corr. Definitely. But I have seen programs ruined by irrespon- 
sible ideas advanced that we can just spend billions and billions of 
dollars every year, and not relating the plans to reality. 

Senator Ciark. Well, now, you did not object when you got an au- 
thorization of $1 billion a few years ago; did you? 
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Mr. Coz. No. 

Senator Crark. Why would you object to getting an authorization 
of half that amount now, or half-a-billion dollars for the period im- 
mediately ahead ? 

Mr. Coxe. Well, Senator, we believe that we have a program which 
is moving ahead as rapidly as can be properly programed and carried 
out. There comes a time when one must examine the program to deter- 
mine its progress, to determine the ability of the cities and planners 
and the officials of the communities to carry out their programs. 

These programs are so complex, the problems involved, the re- 
development of huge, downtown areas of major cities, and smaller 
cities. These problems are terribly complex. And to bring together, 
to pull together, all of the c omplexities, : all of the differences of opinion 
within the locality, all of the interests of the commercial, residential, 
official positions, to determine how they should be developed, these 
problems cannot be decided overnight. 

Senator CrarK. Mr. Cole, when did you take office ? 

Mr. Corr. 1953. 

Senator Crarke. At that point, was the billion-dollar authorization 
available to you? 

Mr. Corx. My guess is it came in the 1949 act, before I came into 
office. It was made + available, however, in annual increments over a 
considerable period of years. 

Senator Crark. But in any event, you have committed or agreed 
to the commitment of a large part of that billion dollars. 

Mr. Corr. That is right. 

Senator CrarKk. Of course, you have been making a continuous 
study, as you go along in this program. 

Mr. Cote. Yes, sir. 

Senator CiarK. Now, as I understand it, you want to pause and re- 
fresh yourself before you continue, and take another look at it; is that 
right @ 

Mr. Corr. No: I would not quite use those words. 

Senator CLark. Then let me ask you why you are opposed to an ad- 
ditional authorization of $500 million at this time. 

Mr. Cotr. Well, No. 1, in the present economic situation we believe 
that the amount is too high. No.2—— 

Senator Cirark. Why? 

Mr. Corr. Because it is a new obligational authority which, if used 
in 1958, would bind the Federal Government to contracts which would 
be entered into in 1959, 1960, 1961, and 1962. Now, we don’t think 
there is any magic in $500 million, Senator. We don’t think there is 
any magic in $175 million. We think again it becomes a matter of 
judgment, how much the cities can properly use, based upon the plans 
which they now have, the personnel which they have to accomplish it, 
and the money which they themselves have. 

Senator Crark. Mr. Cole, is it not clear that you want to slow down 
the program? Iam not saying you are wrong. 

Mr. Cote. No. 

Senator Ciark. You do not think $175 million will slow it down? 

Mr. Coir. We do not think so. 

Senator CLark. You do not think letter 91 is slowing it down right 
now ? 
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Mr. Cotx. This isa different problem. Letter 91 is a different prob- 
lem, Senator. Letter 91 is to be effective only during the remainder 
of this fiscal year. Letter 91 will terminate at the end of this fiscal 
a a es . 

Senator Ciark. In the meanwhile it is slowing the program down 
for the rest of the fiscal year. 

Mr. Cote. In the meanwhile, letter 91 does prevent additional new 
contracts to be presented and signed ; yes. 

Senator Ctark. Why do you want to slow it down for the balance 
of this fiscal year ? 

Mr. Coz. Because we feel that in this present economic situation, 
that we must take a look at the budget, and the amount of money which 
the Government is spending. 

Senator CLark. Let's face it, Mr. Cole. Your recommendation is 
based on budgetary considerations, and your feeling that this program 
if continued at its present rate would be inflationary ; is it not? 

Mr. Cote. No. 

Senator Ciark. You think within the agency itself, in order to get 
urban renewal moving ahead as fast as it can in a situation which you 
admit is critical, it is nonetheless desirable to cut back the au- 
thorization. 

Mr. Cote. Yes; we think it is necessary to cut back the authoriza- 
tion which we first recommended. 

Senator Crark. What I cannot understand for the life of me is 
why. Just put it as briefly as you can, and then I will go to some other 
subject. 

Mr. Coz. Well, I tried once before. I will try this time. No. 1, 
we think that in the present economic circumstances that new obliga- 
tional authority can be reexamined properly, because this has to do 
with contracts which will be executed but will not be carried into effect 
during 1958 and will not be carried into effect and the money spent 
until some years later. 

No. 2, we think that the present program of $865 million is one which 
does provide the communities with practically all—practically all— 
of the work which they can assimilate and carry out. Our judgment 
is that we can reexamine it to determine the ability of the communi- 
ties and the Federal Government to carry out their responsibilities. 

Senator CrarK. Do you think Philadelphia has gone as far as it 
can go in this program ? 

Mr. Corr. No. But Philadelphia has been doing very well, indeed. 
Philadelphia has eight programs underway, and none of them are 
very far from completed. Philadelphia has a lot of opportunity, 
Senator, to carry out those programs which they now have planned 
and contracted for. This will keep all of the people in Philadelphia 
busy all of the time to get them done. 

Senator Crark. I’m afraid you would not persuade Mayor Dil- 
worth about that. 

Mr. Cote. I have talked to the mayor about it. 

Senator Ciark. Yes; I know you have. He talked to me after he 
talked to you. 

Mr. Coir. We had a very good conversation about it. We want to 
help Philadelphia. But may I say this. There is Philadelphia and 
Chicago and New York and Detroit and a few other great cities in 











828 HOUSING AMENDMENTS OF 1957 


America that have great widespread slums. But there are also many, 
many hundreds of other smaller towns in America that are entitled 
to an opportunity to take a crack at this thing. 

Senator CrarK. My suggestion is that you are making it impossible 
for anybody to do anything. 

Mr. Coz. No. We think this move will give the rather slower 
cities that do not have quite the organization available, that have not 
been quite as fast to get in under the contracts; we think it may help 
some of them to catch up with Philadelphia. 

Senator Ciark. I suggest to enable them to catch up quicker than 
anything else would be to remove the workable program requirements 
as far as public housing is concerned. But I understand you are op- 
posed to that. 

Mr. Corz. I think the Senator understood my statement which I 

made a moment ago. And I do hope you will examine our statement 
that the workable program has been flexible and has not been harmful 
and has been helpful. I hope you will examine that. 

Senator Crark. I certainly will, Mr. Cole. But wouldn’t you agree 
with me that there are a good many cities—and Mr. Slusser, too— 
many of them smaller cities, where public housing is clearly needed 
but where no workable program has been forthcoming for a number of 
reasons, some of which could well be valid. How about that, Mr. 
Slusser ? 

Mr. Stusser. No; I could not agree with you on that, Senator; 
strange as it may seem, we have had no trouble with the w orkable 
program, with this exception. In one or two rural communities we 
deal with the county government, and I think that you and I both 
know that there is a natural resistance there to zoning and planning 
in some of these county governments. But outside of that, we very 
frankly have had no problem in any of our communities with the 
workable program. 

Senator Crark. Could I ask you again at your convenience to read 
the testimony of the mayors, which is diametrically opposed to what 
you have just sald. They Steere that there is ¢ ity after city where 
public housing is badly needed and where there has been no op- 
portunity to obtain a workable program. I am wondering why you 
feel so strongly, Mr. Slusser, that the workable program should be 

tied to public housing. I can well understand why it should be tied 
to urban renewal. But why must it be tied to public housing? 

Mr. Stusser. Well, I would say under the same principle—that for 
a guidance program and proper planning in the community. I think 
that if you were to review some of the sites that have been used over 

the past number of years, it would indicate that much better planning 
in the community would have placed those properties at some other 
location. 

Senator Ciark. Is it not perhaps because of the philosophy of your 
organization that public housing should be confined to those who are 
relocated as a result of urban renewal ? 

Mr. Suusser. No, sir. We build public housing in many places 
where there are no urban renewal programs. 

Senator CrarKk. But you are not doing it any more, are you! 

Mr. Stusser. Oh, yes, sir. 

Senator Ciark. So that your testimony is that there is no necessary 
connection between public housing and urban renewal. 
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Mr. Stusser. Well, I wouldn’t say that there is no necessary con- 
nection. I think in some communities that there is a needed connec- 
tion between the two. 

Senator Ciark. But in others there is not 

Mr. Stusser. There are many localities building public housing 
where there is not an urban renewal program. 

Senator Ctark. Why should you not continue to do that ? 

Mr. Stusser. Well, there is no reason. We are continuing it. 

Senator CLark. Then why do you have to have a workable program 
as a condition precedent to any public housing? 

Mr. Stusser. Well, as I said before, I think it is a part of the plan- 
ning of that community, the growth of the community. 

Senator Crark. Could I now shift to another subject, Mr. Slusser. 
It is my understanding that under the Taft-Ellender-Wagner Act 
of 1949, 810,000 units of public housing were authorized to be built 
over a period of years. Can you tell us how many of those have 
actually been built. 

Mr. Srusser. 299,663 have been committed for construction. 

Senator Ciark. So that there are roughly 510,000 units of that 1949 
program still unbuilt. 

Mr. Stusser. That is correct, yes. 

Senator CxarKk. Is not the need just as great now as it was in 1949? 

Mr. Stusser. The need ¢ 

Senator Cuark. Yes. 

Mr. Suusser. Yes, there is no question in my mind about that. 

Senator CiarK. Then why do you oppose the provision of my bill 
which would authorize 200,000 units to be built within the next 2 
fiscal years ¢ 

Mr. Susser. There is not the demand upon the agency. The appli- 
cations are just not coming in for that amount of housing. 

Senator Crark. But the need is there. 

Mr. Suusser. There is no question in my mind about the need. 
Going back to the same reference you made, the Taft survey, that 
indicated there was some 8 million substandard houses in the United 
States. 

Senator Crark. Why, in your judgment, are the applications not 
coming in? 

Mr. Stusser. Well, I think that the sites problem holds up some. 
I think the slowing down of the program along about 1953, and get- 
ting restarted again, has slowed it down some. I think that urban 
renewal programs in the community, until they can get caught up, 
have slowed it down some. 

Senator Ciark. Would you not say part of it, Mr. Slusser was due 
to the extremely small authorizations on a 1- or at the most a 2-year 
basis, which the Congress has authorized in the last few years, so 
that it is almost impossible for a city to plan sufficiently far ahead 
with its public housing because they do not know what they are going 
to be able to get ? 

Mr. Siusser. There may be some, but I would say that would be 
very slight. 

Senator Cuark. I would ask you to comment on the statement which 
has been repeatedly made that Philadelphia is one city that is in 
need of 70,000 units of public housing right now and can take them 
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at the rate of 10,000 units a year. Would you be in disagreement 
with that statement, which I made when I was mayor, and which 
Mayor Dilworth has made since he has been mayor ? 

Mr. Stusser. I would not question your need. I would take your 
word for what your need is. 

Senator Crark. Would you perhaps quarrel with our ability to meet 
the need ? 

Mr. Cote. Yes. Not quarrel—we do not quarrel with you, Senator, 
We think the record indicates that Philadelphia is not in a position 
to take that number of housing units. 

Senator Crark. Therefore you disagree with the local authorities 
in that regard. 

Mr. Coxrz. I am not disagreeing with anyone. Al] we know is what 
the local authorities have presented to us, and the local authorities have 
not presented applications for requests for this amount. 

Senator CxiarK. Because obviously there were only 35,000 units, 
in which they could share less than a tenth. 

M+. Stusser. Let me read what you have at the present time, Sena- 
tor. This is under the Housing Act of 1949. You asked for a 10,000- 
unit allocation. That was granted. You have under management 
4.137 units. You have under construction 372 units. You have under 
annual contribution contract but not constructed, 3,578 units. You 
have 1.913 units that are in reserve which you have not applied or made 
use of. You have a total under management of 9,779 units in the 
city of Philadelphia. Now, that includes all of the units transferred 
from Lanham properties, plus those that were built under former 
acts. 

Senator Crark. Perhaps I can suggest to you one reason for that 
situation. I assume you have not had the opportunity to read the 
statement of Mr. Knox Banner of the National Association of Housing 
and Redevelopment Officials before this committee last week. 

a Stusser. Yes, I read that. 

senator Crark. I wonder if you would comment on what Mr. Ban- 
ner had to say on page 9 of his statement concerning the worsening 
of the relationship of the Federal agencies and the local bodies that 
receive aid; his view that it was the intent of Congress that this hous- 
ing and renewal program should be rooted in local institutions, built 
to local patterns, operated to meet local needs. “And yet out of all this 
effort and study, the degree of relief from the load of Federal domina- 
tion and unwarranted control reflected mainly in bureaucratic detail 
that loc ‘alities must carry if they are to get Federal aid has been very 
slight.” and that it has only been in the title I program that any gain 
has been made at all. 

Would you care to comment on that. 

Mr.: Stusser. Well, I don’t know what he has reference to. Cer- 
tainly the Public Housing Administration has not in any way inter- 
fered in their plans. We have followed the same pattern we have 
always followed, at least since I have been here. They make their ap- 

plication, and as soon as they qualify for the site approval, and they 
Me ‘velop a program—I know of no time that we have actually held 
themup. In fact, I think that the opposite of that has been true—that 
we have speeded up their ability to move ahead. 
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Senator CLark. Would you care to make the same comment with 
respect to this, which I quote, from Mr. Banner’s testimony. 

The spirit of probes, investigations and suspicions which has dominated our 
society within the past 10 years, the isolated instances of local wrongdoing or 
careless operations, are offered as an excuse for tighter and tighter Federal con- 
trols. Throughout the Federal administrative offices, the widely accepted idea of 
the functions of nearly every employee is not one of constructive and cooperative 
effort, but rather one of finding fault without a realistic understanding of local 
problems. The ultimate purposes and objectives of the programs involved get 
lost in this atmosphere, and the spirit of the dedicated service which has 
prompted many people, both Federal and local, to enter into the profession, 
suffers to a point where it may finally disappear. 

Do you consider that criticism unjustified ? 

Mr. Stusser. Yes;I do. I mean if it is directed at the Public Hous- 
ing Administration. I think this. Local authorities—I am certainly 
one that has fought, as you well know, for local autonomy, as far as 
the local community is concerned. I think I understand what local 
autonomy means. But I also know what local responsibility means. 
And I think that the Congress must recognize and the local housing 
authorities that we have people that are surveying what we do as an 
agency. ‘They are looking over our shoulders to see that we carry out 
what the legislation intended should be carried out. Now, I don’t 
think, since I have been here, at any time have we ever exceeded that 
responsibility. 

Mr. Coir. Senator, may I interpose a suggestion—that these are 
conclusions, conclusions which may or may not be supported by facts. 
And that if these gentlemen want to present some facts to your com- 
mittee or to us, with respect to these arbitrary actions, we would be 
very happy to go into them. 

It is very easy to draw widespread conclusions and say certain 
things are true unsupported. We would be very happy to go into 
these. 

Now, may I comment once more about Philadelphia. We would 
like to have assistance to determine why Philadelphia has not gone 
ahead with the program. I don’t know. I do know that St. Louis, 
a town a fourth the size of Philadelphia, has about the same number 
of public housing units that Philadelphia has. Now, I don’t know 
why it is. It is not because the Public Housing Administration has 
held St. Louis down or held Philadelphia up, not so far as I know. 
It may be. 

Senator Crark. I can assure you, Mr. Cole, we will be happy to 
enlighten you. I do not want to take the time of the committee at 
this point to go any further than I have in indicating my thinking as 
to why these things have occurred. 

Could I shift now, Mr. Chairman, and I will try to be brief, to the 
next section of my bill, which has to do with the loosening of the re- 
strictions on tenants remaining in public housing. I think I under- 
stood you, Mr. Slusser, but maybe I did not, and I want to be sure 
that. I did, as indicating that you were sympathetic to the loosening 
of those restrictions so that you would not have to throw families out 
of public housing at quite the same point which you do under pres- 
ent law. 

Mr. Stusser. Let me put it this way, Senator. We are studying 
this. I have had my staff, both in development and in the manage- 
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ment section, preparing for me those things that they believe that we 
must give attention to to keep this program a suce essful one. Some 
of the things that you have here in your bill are those things that did 
come up in the course of their recommendations that would need 
study—the question of occupancy and continued occupancy, the in- 
come limit for continued occupancy. There is also the question of 
what exemptions should be given to families that are in tenancy at 
the present time. That is, in other words, at the present time we 
must, under the law, consider the full income of the family. If a son 
in high school happens to go to work in the summer months, that 
has got to be added to the income of the family. If the w idowed 
mother comes to live with the family and she has a pension of $40 a 
month, that has to be considered. And those are some of the things 
we think should be studied and determined. * 

Senator Crark. Mr. Slusser, you too have been in office since 1953; 
have you not ? 

Mr. Susser. Yes, sir. 

Senator Cirark. What I cannot understand is why you need any 
more time to study a problem which must have confronted you every 
day of the year since you took office and which, from where I sit, seems 
easy of solution. 

Mr. Stusser. The answer I can give you is that the basic act was 
enacted in 1937 and has been amended I' don’t know how many times. 
And I presume the study goes on constantly. 

Senator Ciark. I would have thought that you would have been 
ready with your recommendations when the 85th Congress met, be- 
cause you knew housing legislation would be considered at an early 
date in this session. 

Mr. Corr. We happen to disagree with you on that, Senator, and 
it is perfectly proper for you to disagree with us. We just think that 
the experience gained in this legislation is such that we have time 
to take a look at it. This is our reason. You may not agree with us. 
But this is our reason for doing it. And as Mr. Slusser said, the law 
was enacted in 1937, it has been amended and reamended and restudied 
since that time. Now, the Senator quite agrees with me on this, I am 
sure—that the law, or the program, or something : about it is not right. 
Something about the program is not correct and needs a change. 

Now, perhaps we can flip a coin in the air and say if it comes down 
heads, we will settle it without any further study or further cons sidera- 
tion, and if it comes down tails, we will do it this way. This is not 
the way we think it ought to be done. We believe a real examina- 
tion of the program is necessary. 

Now, we did, Senator, in 1953, take months, in the President’s Ad- 
visory Committee, to reexamine the entire problem. and came up with 
a public housing program as well as other programs. Now, under that 
program, which began in 1954, we have had 1 or 2 years’ experience. 
Now, perhaps we should be brilliant enough that we can come up with 
all the answers without studying it. I do not know. I must say to 
vou Tam not. And it would seem to me that it justifies some careful 
consideration. 

Senator Ciarx. Mr. Chairman, I have always admired Mr. Cole’s 
ability to state his position with great eloquence and with at least the 
ability to convince some. I think I will close this questioning on my 
part by indicating that it seems to me that the difference between Mr. 
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Cole and Mr. Slusser and myself is that I feel a desperate need of 
immediate urgency to meet a critical national problem now, and that 
Mr. Cole is content to take his time. 

Senator Sparkman. Thank you, Senator. Senator Bush. 

Senator Busy. No questions. 

Senator SparKMAN. We plan to close our hearings tomorrow. How- 
ever, 1 see no reason why we should not be able to keep the hearings 
open for a week, so if there is any supplementary information that you 
feel would be helpful to us, we will be very glad for you to submit 
it within that time. 

Before you go, I want to ask you about a few specific projects that 
have been proposed to us. 

First, there were two bills introduced by Senator Douglas relating 
to the disposal of housing units at Decatur, Ill. Mr. Slusser, you are 
familiar with that: are you not? 

Mr. Stusser. I know generally of the problem there. 

Senator SparkMAN. Would you rather discuss it here or submit a 
statement ? 

Mr. Coir. We have a statement. 

Senator SparkKMAN. We had some witnesses here on Thursday or 
Friday from Decatur, urging that we provide for the disposal of that 
project to the city housing authority of Decatur. 

Mr. Stusser. The only thing that I don’t agree with, if it is in the 
bill, is the selling of the land without selling the buildings. Now, 
we have not done that in any place I know of. 

Senator Sparkman. I may say I was rather impressed with that, 
too, when I first read the bill, But I will say that I think they made 
a very good case. I hope you will read the testimony. Their conten- 
tion, very briefly, Mr. Slusser, is this. That the buildings ought to 
be demolished: that an error was made in 1950, when they were re- 
classified as permanent rather than temporary; that the buildings are 
not suitable; and that if they are sold to or turned over to private 
individuals, it probably would simply mean the development of a 
slum. They propose to take it, to use it temporarily until they can 
get adjusted, but to demolish the present buildings within a period of 
5to 10 years. 

Anyhow, if you are not familiar with their testimony, I should 
like for you to read it and perhaps then you might care to comment 
on it by giving usa statement. 

Mr. Stusser. All right, sir, I will be glad to do that. 

Senator Sparkman. Do you want to insert that statement now, or 
if you would rather hold it and submit it after you read the testimony ? 

Mr. Suusser. I believe I will hold this if I may for insertion at its 
point after I have read the testimony. 

(The information referred to follows :) 


Housing AND HOME FINANCE AGENCY, 
Washington, D. C., April 10, 1957 
Hon. J. W. FULBRIGHT, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 


DeaR Mr. CHAIRMAN: At the hearings before the Housing Subcommittee on 
April 1, 1957, we were requested to furnish a supplementary statement with 
respect to our position on 8. 1479 and 8S. 1515 expressed in our letter to you 
dated March 29, 1957, in view of testimony presented to the subcommittee by 
the mayor of Decatur, Ill., the executive director of the Decatur Housing Au- 
thority, and others on March 27, 1957. 
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The gist of this testimony is that the structures on the project were brought 
in from other localities where they were previously in use and were, therefore, 
“portable” or “temporary” units from the very beginning; that they did not 
comply with local codes; that in 1950 the Decatur City Council was informed 
by representatives of this Agency that it would be necessary to remove the 
housing unless it was declared to be “permanent”; that the council, therefore, 
adopted a resolution consenting to classify the units as permanent only because 
of the critical housing shortage; that the sale of the housing to private owner- 
ship pursuant to the Federal statutory requirements now in effect would create 
a future slum; that the only logical way to handle the matter would be to sell 
the housing to the city of Decatur or the Decatur Housing Authority as “tem- 
porary” housing for the cost of the land only, to be used by the transferee for 
an additional 5 or 10 years; that the projects are fully occupied; and that they 
are considered to be decent, safe, and sanitary housing which would be needed 
and used for relocation purposes in connection with the city’s urban renewal 
plans. 

Section 603 of the Lanham Act is the provision which required the Agency to 
reclassify by December 31, 1950, as “temporary” or “permanent” all housing 
which was previously classified as “demountable.” It provides as follows: 

“With respect to any housing classified, prior to the enactment of this section, 
by the Administrator as demountable, the Administrator shall, as soon as 
practicable but not later in any event than December 31, 1950, and after con- 
sultation with the communities affected, redetermine (taking into consideration 
local standards and conditions) whether such housing is of a temporary or 
permanent character, and after such redetermination shall dispose of such 
housing in accordance with the provisions of this title.” 

The housing covered by the bills was developed under two separate projects. 
One hundred and twenty dwelling units were developed as project ILL—-11218 
and were classified in 1945 as “demountable.” As such, for disposition purposes, 
they were to be treated as units to remain on the site and, therefore, not subject 
to the provisions of section 313 of the Lanham Act requiring removal of “tem- 
porary” units. The other 60 units covered by the bills were developed as project 
ILL-11219. These units were classified as “permanent” in 1946 and were not 
designated as “demountable” housing. Thus, when section 603 of the Lanham 
Act, above, was enacted in 1950 only the 120 units in project ILL-11218 became 
subject to reclassification under it. Section 603 had no application to the 60 
units in project ILL-11219 which then were (and are now) classified as “per- 
manent.” Therefore, none of the housing was in 1950 required to be removed 
under the classification of the agency then in effect. 

In view of these facts, it appears clear that the 1950 discussions with the local 
officials were held in order to ascertain, pursuant to the above-quoted provision 
of law, whether those officials wanted the agency to change its classification of 
the 120 units in project ILL—11218 from “demountable,” which was synonymous 
with “permanent” from the standpoint of not requiring removal, to “temporary,” 
which would have required removal. It must also be supposed that the 60 units 
in project ILL—11219 were not even the subject of consideration. Our records 
bear out these conclusions. 

These records show that at this meeting (the “consultation” with the local 
community required by section 603) which took place on November 21, 1950, in 
the office of Mayor Hedrick of Decatur (attended by Commissioners Steele, 
Kirby, Chastain, and Albert; Local Housing Authority Commissioners Hurtt, 
Campbell, and Hostetter; City Engineer Weir; Corporation Counsel Morris; 
Local Authority Executive Director Smallwood, and PHA Representative 
Kenealy), representatives of the city and the local housing authority were in 
agreement that the structures should be classified as permanent and gave assur- 
ances that a resolution to that effect would be adopted at the next regular 
meeting of the council; that Mayor Hedrick made the further recommendation 
that when the buildings are offered for sale an opportunity be given the land- 
owners to purchase them for on-site use in consideration for being deprived of 
the use of their land during the past several years; that the meeting developed 
the information that management and maintenance had been satisfactory; that 
there appeared to be no unusual physical depreciation, and that no conditions 
existed which could not be corrected to insure the permanency of the dwelling 
units; that while there were some violations of building codes, it was generally 
recommended that no objections would be raised as long as the buildings are on 
the present site, but any alterations or removal to new sites would necessitate 
conformity to codes. 
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The accuracy of this report of the consultation between the PHA representa- 
tive and the local officials leading up to the December 1950 resolution of the 
city council referred to in the testimony, is clearly borne out by the resolution 
itself, a copy of which is enclosed. This resolution deals only with the 120 units 
in project ILL—11218 and states specifically that the reason for adopting it was 
the determination by the Federal Government that the need for Government 
control of the project has been declared to be terminated and that it is “now 
offered for sale’; that the city council was therefore committing itself to ap- 
prove of the project as permanent housing and to the necessary waiver of 
puilding-code requirements; that if requested to do so by the Government or 
other owners, the city agreed to accept dedication of the streets and utilities: 
and that—“The city, for the reason that it has no authority to control or direct 
the sale of real estate used for private purposes, neither approves nor disap- 
proves any method of sale that may be used by the United States to private 
owners, but is of the opinion that a sale to private owners will be of definite 
advantage in that it will not disturb the situation of occupants and will not 
further increase the difficulties concerning housing in the city and it will, in the 
opinion of the governing body, have no adverse effects upon private housing and 
the housing market.” 

This resolution shows no evidence that the determination by the local officials 
to classify the structures as permanent was made because of representations by 
the Public Housing Administration that the project would have to be torn down, 
but indicates an affirmative desire on the part of the local officials that the project 
be sold to private owners and an assurance to interested purchasers that they 
would not have to contend with curing existing code violations. 

On the basis of this consultation and its own determination of the nature and 
condition of the structures, the PHA classified the project as “permanent,” and 
subsequently proceeded, as authorized by section 605 (a) of the Lanham Act, to 
acquire the fee simple title to the land, previously held by it under lease, to facili- 
tate disposition of the housing for continued onsite use. 

The Decatur officials seem to imply in their testimony that the fact that the 
structures were moved to Decatur from other sites where they had previously 
been in use made them per se “‘temporary” because of their “portable” nature. 
The structures were designed and classified as “demountable” so that they could 
be moved from one site to another with changing war housing needs. Their 
“portable” or “demountable” nature obviously did not necessarily make them, in 
the eyes of Congress, structures of a “temporary” character within the meaning 
of the provisions of the Lanham Act covering removal or other disposal of tem- 
porary housing. Otherwise Congress would not have enacted section 603 re- 
quiring a redetermination of all “demountable” structures for the purposes of 
characterizing them as “temporary” or “permanent” within the meaning of the 
Lanham Act. The testimony that the structures were moved from other sites 
where they were previously in use, merely supports the conclusion that the struc- 
tures were “demountable” and, therefore, were required to be reexamined under 
section 608: it does not support the conclusion that they were necessarily 
“temporary.” 

Indeed, section 603 was enacted for the very purpose of resolving, once and for 
all, after ascertaining the then current desires of the community, any preexisting 
disputes or misunderstandings concerning the “permanent” or “temporary” char- 
acter of demountable housing in each community. The fact that the structures 
have provided decent housing on this site for some 12 years, the testimony. by 
the representatives of Decatur before the Housing Subcommittee that the struc- 
tures will provide decent, safe, and sanitary housing for an additional 5 to 10 
years, the opinion of the 2 independent fee appraisers in September 1956, that the 
housing had, in the opinion of one of them, an economie life of an additional 25 
years, and the other, of 12 to 15 years, and the appraisal of these experts that 
they are worth $400,000, certainly support our determination that the struetures 
were not “temporary” in character in 1950 and are not so now. We shall be 
pleased to make available the appraisal reports, including photographs, for in- 
spection by the committee at its request. 

The Decatur officials have now apparently changed their minds concerning the 
desirability of disposal of the projects to private ownerships, believing that to do 
so would create a future slum. They believe that the housing should be conveyed 
to the local housing authority or the city to be operated by it for an additional 
period not to exceed 10 years as relocation housing, after which it will be removed. 

We are willing to accept the judgment of the local officials that they will not 
be able to prevent the projects from turning into a slum: and that the housing 
is needed for the purposes and period stated. We shall be pleased, if the com- 
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mittee so desires, to appraise the property on the basis of use for 10 years and 
removal thereafter, and draft appropriate legislation to provide for conveyance 
at this appraised price, subject to additional commensurate payment for use 
beyond the 10-year period. We do not believe that the Federal Government 
should go beyond this in absorbing the loss resulting from not disposing of 
the projects to the highest bidder. 

In further support of their contention that they should obtain the structures 
without payment, the local officials state that they have to build up a reserve 
to cover the expense of removal of the structures. It has been our experience, 
on the basis of numerous removals of “temporary” structures throughout the 
country, that the cost of removal very rarely exceeds the salvage value of the 
removed structures. Since the housing in Decatur is superior to the ‘tempo- 
raries,” our experience does not support the conclusion that a deficit will result 
from the removal of the structures. 

On closer inspection of maps of the projects we find that they technically in- 
clude 30 single-family dwelling units located on scattered sites which have 
been or will be sold to tenants and veterans and which we are certain were not 
intended to be included by the sponsors of the proposed legislation. The pro- 
posed legislation should therefore be revised to apply only to that part of the 
projects which comprise a single site of approximately 22.452 acres on which 
are located 180 dwelling units and an administration building. 

We have not had time to obtain the views of the Bureau of the Budget on 
this report. We shall advise you further as soon as they are received. 

Sincerely yours, 
OAKLEY HunTER, Acting Administrator. 


RESOLUTION APPROVING NorkTH JASPER HOMES OF THE PUBLIC HOUSING ADMINIB- 
TRATION AS PERMANENT 


Whereas the United States Government has heretofore built and operated a 
housing project in Decatur, Il, known as ILL-11218, North Jasper Homes, 
which was rented to persons in need of homes who worked in plants producing 
war supplies ; and 

Whereas the need for Government control of said housing project has been 
declared to be terminated and it is now offered for sale ; and 

Whereas, owing to war necessities, certain Building Code requirements were 
necessary to be waived at the time said resident units were constructed; and 

Whereas the United States Government, by the Housing and Home Finance 
Agency, Public Housing Administration, has constructed certain public ways 
and certain sanitary sewers said water lines in public ways in said housing 
project which may be dedicated as streets, public ways, and sewer and water line 
rights-of-way by the United States or other owners ; and 

Whereas, in the records of the Housing and Home Finance Agency, Public 
Housing Administration, said North Jasper Homes is referred to and designated 
as ILL—11218; Now, therefore, be it 

Resolved by the city council of the city of Decatur, Jil., That— 

1. The city commits itself to approve of ILL—11218 as permanent housing and 
to the necessary waiver of Building Code requirements; reserving, however, to 
itself the power and authority to require that when any changes are made from 
the existing conditions that such changes must conform to the Building Code 
existing at the time such changes are made. 

2. If so requested by the owners of this housing project, the city of Decatur, 
Ill,. agrees to accept the dedication of the streets, public ways, sanitary sewers, 
and water lines where located on public ways to be maintained as a part of the 
streets, highways, public ways, sewer and water lines of the city. 

38. The city, for the reason that it has no authority to control or direct the 
sale of real estate used for private purposes, neither approves nor disapproves 
any method of sale that may be used by the United States to private owners, 
but is of the opinion that a sale to private owners will be of definite advantage 
in that it will not disturb the situation of occupants and will not further in- 
crease the difficulties concerning housing in the city, and it will, in the opinion 
of the governing body, have no adverse effects upon private housing and the 
housing market. 

Passed and approved this 14th day of December 1950. 


JAMES A. HeEpRIcK, Mayor. 
Attest : 


D. F. Davis, City Clerk. 
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Senator Sparkman. All right. Another project bill is S. 1531, It 
pertains to some housing in Louisiana. Are you familiar with that, 
offhand ? 

Mr. Stusser. Yes, that is a Government site. They own the land. 
The State owns the land and we own the buildings. It seems to me 
it is a hospital. And these buildings were designed at the time of their 
construction so they could be used for that purpose. 

Senator SparkMAN. As a matter of fact, I believe we have already 
transferred it, have we not ? 

Mr. Suusser. I think that we have a downpayment of $100,000 on 
that. We came to an agreement on price al then got into a hassle 
down in Louisiana between the Government and the legislature. 

Senator SparkMAN. So what is desired now is to extend the time. 

Mr. Stusser. To complete the deal. 

Senator SparkMAN. What is the attitude of the agency on that? 

Mr. Scusser. We are quite willing. We have agreed with them to 
sell it. We have, as I understand, a $100,000 downpayment on that. 

Senator SpaRKMAN. We have S. 1569, relating to Las Vegas, Nev. 

Mr. Scusser. I am not familiar with the details of that one, but 
we have a report on it which could be inserted in the record. 

Senator SparKMAN. Will you, and let us have a statement. 

Also, there is S. 1090, Wethersfield, Conn. 

Mr. Stusser. That we are familiar with. We have had a special 
bill—I believe there was time asked on that. But I think that is one 
we were going to sell in December of last year. 

Senator SparkMAN. That isthe one we had up last year. 

Senator Busu. They did not conclude the negotiations, but they 
have now concluded them, and it is purely a question of extending the 
time. 

Senator SrarkKMAN. You are agreeable to that ? 

Mr. Stusser. That is right. 

Senator Sparkman. Thank you very much. 

Our next witness is Mr. Boris Shishkin. 

Mr. Shishkin, we are glad to have you with us. Please sit down. 
For the benefit of the record, will you please identify the gentlemen 
who are with you. 


STATEMENT OF BORIS SHISHKIN, SECRETARY, HOUSING COM- 
MITTEE; ACCOMPANIED BY JOHN W. EDELMAN, WASHINGTON 
REPRESENTATIVE, TEXTILE WORKERS OF AMERICA, MEMBER, 
HOUSING COMMITTEE; AND BERT SEIDMAN, ECONOMIST, AFL- 
CIO 


Mr. Suisuxin. Mr. Chairman, members of the committee, I am 
Borish Shishkin, secretary of the housing committee of the AFL-CIO. 
I am very happy to be here. I have with me my associates, Mr. 
John W. Edelman, Washington representative of the Textile Workers 
of America, and a member of the housing committee of the AFL-CIO, 
and Mr. Bert Seidman, economist of the AFL-CIO. I would like your 
permission, Mr. Chairman, to have them supplement my testimony 
here with their comments. 

Senator SparkMan. We will be very glad to have them do that. 
You just proceed in your own way. 


J0300—3 7——5 4 
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Mr. Suisaxrn. Mr, Chairman, I would like to preface the pres. 
entation I am here to make on behalf of the AFL-CIO on housing 
with an urgent appeal to this committee to consider the background 
of the situation confronting this Nation today against which this 
legislation on housing that is pending before you in the committee 
is considered. 

First I would like to emphasize the fact that we are in the midst of 
more than one revolution right now in our economic life. One is the 
technological revolution. The technological changes that are taking 
place more and more rapidly today are bringing truly revolutionary 
changes in the way of life of people in America. ‘Transportation, 
communications, and all those things, are making this Nation more 
mobile. People are more and more on the move. All of this, of course, 
impinges very heavily on the need of people for shelter and a greater 
flexibility in providing that shelter where it is needed. 

There is a stepped up pace of in-migration, of travel across State 
lines. 

There is also another revolution going on, and that is the revolution 
in our population structure. For one thing, because of the truly revo- 
lutionary advances made in the field of medicine, we have added very 
substantially to the longevity of our people. That means that in our 
population structure we have more older persons, and they need special 
provision made to be able to house themselves properly and adequately 
in virtually all of our communities. 

We have also taken into account the fact that in the population 
structure there have been other changes as well. For one thing, I 
would like to mention the fact that at the time of the last war, the 
end of the last war, we had a great increase in the marriage rate. In 
our chronological curve of the marriage rate there has been a great 
bulge of marriages in that period. It was largely precipitated by the 
wartime conditions, and the young people getting married, those who 
were being let out of the Armed Forces. 

Now, those people that were married then have had children. These 
children are growing up. The time is advancing very rapidly when 
these war babies are going to reach marriageable age themselves. They 
are going to be married and are going to be knocking on doors look- 
ing for housing—and there won’t be any housing for them unless 
something is done now. 

We are now in a housing crisis in America, and representatives of 
many of our communities have been here to testify to you to that 
effect. 

We are approaching a much more severe housing crisis unless— and 
it is right upon us—some provision is made and is made not after a 
long and painful study but is made in the course of this present session 
of Congress. We must be mindful of the fact that if any action 1s 
taken legislatively, it will take time to translate it into the actual brick 
and mortar terms of shelter for people who need that shelter. 

Mr. Chairman, the American Federation of Labor and Congress of 
Industrial Organizations considers housing as the key issue of domes- 
tic economic policy at the present time. In order to maintain economic 
stability and high employment, in order to maintain prosperity, our 
current dangerous lag in residential construction and bring the supply 
housing within the financial reach of the average American family. 
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We need a national housing policy which would sharply pull up the 
current dangerous lag in residential construction and bring the supply 
of housing in balance with the economic growth of our nation. 

The marked and widening gap between housing needs and residen- 
tial construction activity has become a matter of increasing concern to 
organized labor. At its recent meeting, the executive council of the 
AFL-CIO issued a vigorous statement on the current housing situation 
calling for a compre shensive all-out housing program to make possible 
construction of 2 million homes a year and to assure every family the 
chance to obtain a decent home. 

At the conclusion of my statement, Mr. Chairman, I have the text 
of the executive council statement which I would like to insert in the 
record at the conclusion of my remarks. 

Senator SparKMAN. I notice you have several exhibits. They will 
all be included, and your statement as a whole will all be printed, but 
you may read all of it if you like. 

Mr. Sutsnxin. Thank you, Mr. Chairman. 

The tragic facts of the current housing situation are, I am sure, well 
known to the members of this committee. The urgent need to replace 
millions of dwellings which do not meet minimum standards for fam- 
ily living has been emphasized again and again. Attention has also 
been directed to the demand for new housing created by our rapid 
growth of population. Not enough recognition has been given, how- 
ever, to the tremendous demand for new housing resulting from mi- 
gration to particular areas where rapid industrial expansion requires 
a large number of additional workers. California, for example, has 
been receiving an average of 39,000 persons a month or close to a half 
million a year. According to the Chicago Association of Commerce 
and Industry, Chicago will need 513,000 new workers by 1960, of 
whom 404,000 must be supplied through inmigration. This would 
mean that 114 to 114 million individuals will move into the Chicago 
area in the next few years. Their housing need is known in advance. 
Advance provision must be made to have this need met. 

The phenomenal mobility of the American population is not con- 
fined to just a few areas. According to the Census Bureau, in March 
1956, 1 out of every 5 persons was living in a different house from the 
one he occupied a year earlier; and some 5.1 million persons were ac- 
tually living ina different State. 

The mobility of our population adds materially to housing require- 
ments. The migrating family must be properly housed in its new 
location, reg: ardless of whether its former dw elling is utilized. 

Despite the widely recognized overall need for construction of at 
least 2 million housing units a year, last year only 1.1 million units 
were built. This represents a sharp decline of 16 percent from the 
1955 level, principally in the more moderate-priced houses financed 
with FHA-insured and VA-guaranteed mortgages. 

Private-housing starts declined from 1,309.500 in 1955 to 1,096,000 
in 1956, or by 212.700, Combined FHA and VA starts dropped dur- 
ing the same period by 207,000, ace ounting for almost the entire fall- 
ing off in housing starts. The decrease in FHA starts was 84,800 and 
in VA, 122,200. Moreover, while the overall decline in private-hous- 


ing st: arts was about 16 percent, in both FHA and VA starts it was 
about 31 percent. 
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There is every indication that, unless effective action is taken to 
reverse the current trend, the situation will become even worse in the 
coming months. In February 1957, housing starts fell to an annual 
rate of only 915,000 units, the lowest level for any month since May 
1949. Housing experts anticipate only 900,000 or fewer starts for 
1957, a drop of 20 percent from the already reduced level of 1956, 
Moreover, the concentration in the higher price brackets is expected to 
become even more pronounced. 

While prospects for the economy as a whole are at this time not 
altogether clear, there are developing signs of a softening in some im- 
portant sectors of industry. Such portents may be seen in a couple 
of headlines taken at random from a recent issue of the Wall Street 
Journal for February 25, 1957: 

Steel Production Cutbacks and Minor Layoffs Become More Numerous, 
motive Buying Still Lags. 


Chevrolet, Output off 21.5% in Week, Drops Workers, Puts Four Plants on 
Short Week ; Inventories Blamed. 


Auto- 


To refer to construction specifically, we have begun to receive re- 
ports from our local affiliates in the building trades of serious curtail- 
ment of employment, and it is becoming very heavy in residential con- 
struction, Moreover, the effects of the cutback in housing extend not 
only to the construction industry but also to workers employed in the 
manufacture of building materials. 

And, of course, the effects radiate all around industry. In that con- 
nection, we have received communications from our furniture workers 
and others, the industries in which the volume of sales, of course, de- 
pends upon the availability of new housing. 

Senator Sparkman. Mr. Shishkin, when the Home Builders were 
before us, they put a table in the record showing some of the indirect 
results of the cutback in housing. I wonder if, by any chance, you 
have seen that. 

Mr. Suisuxr. I have seen the table, Mr. Chairman. 

Senator SparkMan. It gave the effect on certain side industries; for 
instance, the production of timber, lumber, steel, the loss in consump- 
tion of steel, lathing, roofing, gy psum, all of those different items. 

Mr. SuisuKin. If the committee wishes, we will be glad to study 
that and perhaps supplement that with additional data. 

Senator Sparkman. I just thought it might be a matter of interest 
for you. 

Mr. SursuKr. It is evident from this and other sources of evidence 
already on hand that the housing Jag has been a drag on the whole 
economy. It ranges from the actual production of building materials 
to the production of consumer durable goods and utensils, because 
there is a very simple relationship that has got to be borne in mind 
among the many balances we must maintain in our economy. The 
manufacturer of vacuum cleaners has got to understand that the pro- 
duction of vacuum cleaners must be balanced against the availability 
of floorspace. 

Senator Sparkman. I won’t ask you to comment on this now, but I 
think you would be interested in taking a hurried glance at it. 

Mr. Suisux1n. Thank you, sir. I have seen this exhibit, and I 
think it gives a good sampling of the-—— 

Senator SparkMAN. Indirect results. 
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Mr. SuisuKin. Well, it is indirect in terms of actual construction 
of housing, but it directly cuts across the whole economy and, of course, 
its effect has been felt on employment of our members as well. 

Senator Sparkman. Allright, sir. 

Mr. Epetman. Mr, Chairman, there is probably no way of deter- 
mining this statistically, because the statistics in the textile industry 
are so Inadequate and sparse, but the experience demonstrates that the 
carpet and drapery iadoaies feels the effect of this immediately and 
almost automatically. 

Mr. SutsuK1n. Thank you, Mr. Edelman. We need more housing, 
first and foremost, to meet basic human needs. But the important 
role residential construction plays in the economy cannot be ignored. 
If we should face leveling off or even decline in other parts of the 
economy, the need for a stepped-up rate of housing construction would 
be all the more urgent. That is why it is of the utmost importance 
that the Congress take the necessary steps now to assure a greatly 
expanded housing program. / 

Senator Sparkman. Mr. Shishkin, let me dwell another moment on 
this, if I may. I think this is a most important point, and I think 
it is a point that is sometimes overlooked. I have always felt that 
housing was compelled to take an undue proportion of the burden of 
controlling inflation. I believe it is the statement of some of the 
representatives of the administration that when a person loses his 
job in construction of homes he doesn’t become unemployed; he simply 
shifts over to some other employment, heavy industry or something of 
that kind. Doyou have any statistics on that? 

Mr. SrisHKx1n. Well, the construction industry, Senator, is a season- 
al industry anyway. It is an industry in which, even at best, there is 
not full employment in the sense of people being able to earn their full 
annual income from full employment around the year. But it is made 
up very largely of highly skilled people who have invested their life 
as well as their funds in the apprenticeship training and other kinds 
of training for specialized skills. When these people are not em- 
ployed at their skill, they, of course, are not earning the salary that is 
commensurate with that skill and, of course, that means a loss of in- 
come and any employment elsewhere is just a kind of—is a makeshift 
ina real sense. 

Of course, economically, it doesn’t sustain the economy in the same 
way as employment in other skills and also is a misuse of manpower. 

Now let me turn to the housing credit problem. 

The immediate cause of the decline in housing activity is, of course, 
the lack of available residential mortgage credit, particularly for 
new housing built under the FHA and VA programs. However, it 
is more important to realize that the tight-money policy and the result- 
ing shrinkage of the supply of mortgage credit have merely aggra- 
vated the already existing imbalance and inadequacy of housing con- 
struction. Therefore, merely restoring the situation which existed 
prior to the imposition of the tight-money policy will not assure either 
the required level of housing construction or an equitable distribu- 
tion of the supply of new housing in accordance with the most urgent 
housing needs. Nevertheless, it is not difficult to understand why those 
who have been genuinely concerned with the recent housing debacle 
have directed their considerations primarily to efforts to expand the 
supply of credit for residential construction. 








842 HOUSING AMENDMENTS OF 1957 


Proposals currently under discussion aimed at mitigating the short- 
age of mortgage credit can be classified under two headings: 

1. Reactivation of the now moribund VA program. 

2. Reorganization of the Federal National Mortgage Association 
in order to expand the supply of mortgage funds, especi ally for types 
of housing most adversely affected by the restricted supply of mort- 
gage funds. 

I should like to comment briefly on these two areas of concern, 
First, let me comment on the VA program. 

Nearly 5 million veterans have taken advantage of the GI home- 
loan program to purchase homes valued at nearly $38 billion. These 
veterans have been able to obtain homes on more favorable terms than 
would otherwise have been available. As compared with FHA or 
conventional financing, downpayments required have been smaller— 
at times no downpayment has been required—interest rates have been 
lower, the amortization period has been longer, and, sales prices re- 
flected in the average have been somewhat lower. 

While many veterans have benefited from the GI home-loan pro- 
gram, more than two-thirds have not yet participated in this program. 
Many of them undoubtedly need homes and deserve to have the oppor- 
tunity of obtaining relatively favorable terms under the GI program. 
Thus, there can be no question of the continued need for the veterans’ 
home-loan program. 

We are gratified that many Members of both Houses of Congress 
have introduced bills with the objective of restoring an effective GI 
housing program. In general, these bills, all aimed at assur ing ade- 
quate supplies of funds for GI mortgage loans, fall into two different 

categories. One approach would authorize allocation of 20 to 25 per- 
curt “of the national service life-insurance fund, roughly about $1 bil- 
lion, for direct loans for GI housing. The other approach would 
utilize both NSLI and FNMA funds, in total about $3 billion, to pur- 
chase at par VA-guaranteed mortgages from private lending in- 
stitutions. 

We believe both of these approaches deserve serious consideration 
and, in fact, urge that they be combined so that the best features of 
the two approac thes would be adopted. We therefore make the follow- 
ing recommendations: 

There should be no increase in the present 414-percent rate for 
V. x. guaranteed mortgages. 

. NSLI and FNMA funds should be made available to purchase 
at par VA-guaranteed mortgages from private lending institutions. 

3. Where veterans cannot obtain GI mortgages at par from private 
lending institutions, direct loans should be made available to them 
on the same financial terms. 

4. Since GI mortgages are unavailable at par in all sections of the 
country, secondary financing and, where necessary, direct loans, should 
be made available in all areas and should not be confined to the rela- 
tively small number of rural areas where direct loans are now available. 

Senator Crark. Mr. Shiskin, would you permit an interruption! 

Mr. SuisuKrn. Surely. 

Senator Crark. I wonder if you could give us an answer to the po- 
sition taken by the administration that what you recommend is infla- 
tionary and will increase the cost of living and therefore we have 
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to stick with this type money policy and let interest rates find their 
own level. 

Mr. SuisuKin. Well, Senator, my first reaction to that is that one 
of the most inflationary factors in the economy is the housing shortage. 
I say this because when there is an imbalance between supply and 
demand and demand is so much heavier, that means there is tre- 
mendous pressure on the supply, thus forcing up the price of the hous- 
ing facilities no matter how they are provided. 

Of course, when there is that kind of a pressure, the most important 
anti-inflationary effect can be achieved by following out the recom- 
mendations we are making and thereby increasing the supply of 
housing. 

Senator Crark. I don’t quite understand your point, although I 
would like to agree with you. Tow can a decline in the number of 
housing starts and measures which are clearly intended to prevent 
any increase in number of housing starts be inflationar y? 

Mr. SutsuK1n. Well, very simply because if there is a lack of the 
shelter that is needed, that means that the price of that shelter is 
priced up. When the home buyer and the consumer is forced to pay 
a higher price and is spending much more, that, of course, is inflation- 
ary for the economy as a whole. 

Senator Crark. Yes, but don’t you and I agree that what is hap- 
pening is vast numbers of families are being priced out of the market 
and, therefore, can’t buy at all? Therefore, isn’t this just as deflation- 
ary from the administration point of view as a large roll of unem- 
ployed people ? 

Mr. SuisHkin. Well, if they are forced out of the housing market 
and can’t buy, that means they rent. Since there is a shortage ‘of rental 
housing, it means they are paying higher rentals than they would 
have, and it is inflationary in that sense. 

All I am saying here is that whatever adjustments may be neces- 
sary in order to provide the basis for equity and prevent the situation 
in which the GI's and others will be paying through the nose through 
higher interest rate will be offset by keeping down the price level in 
the housing field. If we examine the recent cost-of-living figures, one 
of the major items responsible for the rise in living costs has been the 
cost of housing, so that it has been one of the major inflationary factors 
inthe economy. 

Senator Cirark. That is part of the thesis of Mr. Dale, of the New 
York Times, that services rather than goods is where the inflationary 
rise is taking place, and rents is one of those places. When you force 
up rents you force up the cost of living and, therefore, the deficit in 
housing is indeed inflationary. Is that your point ? 

Mr. SuisuKin. That is correct. 

Senator SparkMAN. Mr. Shishkin, before you get back on your pre- 
pared statement, let me ask you this: 

I am interested in your statements regarding the need of additional 
funds. One of the problems with which we have been confronted for 
the last 2 or 3 years, certainly more acutely during the last year, has 
been the availability of new sources of funds. I wonder what steps, if 
any, the AFL-CIO has taken to utilize its own trust funds or pension 
funds or retirement funds, or whatever the various trust funds may be, 
inthe home mortgage field. Do you know? 
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Mr. Suisuxin. Well, Senator, in the first place, let me make a smal] 
correction here. They are not our funds. These are pension funds 
established through collective-bargaining agreement by unions with 
management. There are great varieties of forms on which these 
pension forms are established. One of them may be jointly by the 
union and management for the trustees appointed by both. Some of 
them are management administered, so that each one is a unit which is 
placed in exclusive responsibility of the trustees of that fund. 

Now there is a large accumulation of funds resulting from these pen- 
sion provisions, from these pension agreements, and we have made 
every effort to encourage the flow of those funds into investment in 
cooperative housing and development of a cooperative housing pro- 
gram. There have been some pace setters. There have been several of 
our affiliates that have encouraged that and have already achieved 
some results. One example is a new project which is being developed 
by the International Ladies Garment Workers in New York. Thereis 
a very impressive example provided by the Amalgamated Clothing 
Workers of America. There is a project already developed and an- 
other one underway by the International Brotherhood of Electrical 
Workers, and there is also a project which is probably the pace setter 
for this kind of thing which has been sponsored by the building trades 
of New York City. In that project the cooperative housing which is to 
be financed with pension funds of the unions is to be translated into a 
program with several housing developments in the metropolitan area 
which would provide not only housing but also recreational facilities, 
schools, and will be geared to the transportation needs of the city and 
be part of a really sensible development program. We believe that is 
a model that we would like to have our affiliates follow. We can only 
submit it to them for their consideration and urge them to do so. 

Senator Sparkman. You do think progress is being made ? 

Mr. SuisHKin. Some progress is being made, but what we need in 
order to make further progress in this is to provide the kind of facili- 
tating aid to these programs that is embodied in legislation that we 
are here to support. 

Well, Mr. Chairman, let me turn for a moment to Federal—— 

Senator Sparkman. Do you know whether or not any of your trust 
funds buy FNMA debentures for insurance? That is another way of 
stimulating: 

Mr. SHIsHKIN. Well, the FNMA debenture, Senator, is a prime 
paper on the market now, and I am sure some of them do. I cannot 
at this particular moment give you any specific information as to 
the extent to which that is done. 

There is the total reservoir of pension funds that is somewhere in the 
neighborhood of about $25 million in the union negotiated pension 
funds. So it is a large source of funds for cooperative and related 
housing that is very much needed. 

Senator SparKMAN. All right, sir. 

Mr. Sutsuxi1n. Turning to the Federal National Mortgage Associa- 
tion, Mr. Chairman, I would like to say that in previous testimony 
before this committee, we have urged the need for a fundamental re- 
direction of the policies and procedures of the Federal National Mort- 
gage Association in order to assure that FNMA provides maximum 
financial support to the housing market. We recommend that author- 
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jzation of additional funds for FNMA be conditioned on its funda- 
mental reorganization. To accomplish that objective, we have made 
the following recommendations : 

1. FNMA should be restored to Federal owner ship and control. 

2. Excessive discounts and charges now imposed by FNMA should 
be eliminated. 

3. All mortgages purchased by FNMA should be purchased at par. 

4, At least $1 billion of additional funds should be authorized for 
FNMA special-assistance functions. 

5. Of this amount, $300 million should be allocated for cooperative 
housing under the FHA section 213 program and a substantial propor- 
tion of this amount should be reserved for cooperatives sponsored by 
consumer, labor, and other public-interest organizations. 

And that, I might add, would be another avenue to which some 
of these funds which I have just discussed that are available could be 
utilized to the best advantage. 

Now the central problem before us, Mr. Chairman, is housing needs 
and family incomes. 

The recommendations we have made would help to expand the sup- 

ly of housing credit to make more homes available at lower cost. 
hey would not meet the basic continuing problem of the general 
unavailability of homes within the means of the low- and middle- 
income families which have the most urgent need for adequate housing. 

Senator Cuark. Mr. Shishkin, would you excuse me if I interrupt 
you for just a moment, 

I, unfortunately, have to leave. I hope. though, to get back before 
you go. But there is one part of your statement I would like to get 
your views on. 

I wonder if you would turn to page 12 which has to do with the 
need for public housing and in particular where you comment on the 
enactment of 8. 1737 which would authorize 235,000 units. 

Were you here when Mr. Slusser and Mr. Cole testified ? 

Mr. SuisHKrn. Yes, Senator. 

Senator Crark. Do you have any explanation as to why there have 
not been greater applications from cities with public housing which 
seems to be the basis for their view the authorization should not be 
increased ? 

Mr. Sutsukin. Well, Senator, [ have heard the testimony this morn- 
ing, and I wouldn’t like to be put in a position here of providing you 
with a critique of the Administration. But I think we have had other 
testimony from people directly affected the public-housing authorities 
and the mayors who have given this committee a pretty good indica- 
tion as to what is the trouble here in Washington in the way of admin- 
istration of that program and the amount of procedural—— 

Senator CLark. Do you agree with me then if there were less red- 
tape and a more sympathetic attitude administratively we would get 
plenty of applications for public housing or do you think perhaps 
Mr. Cole was right that the cities just don’t want it? 

Mr. Suisnxin. No, I don’t think he is right in saying the cities 
don’t want it. I think there is every ev idence that the cities and their 
authorities want this provision made, that they are ready to provide 
evidence of that need, the evidence which is admitted by Mr. Slusser 
and Mr. Cole themselves, but the difficulties and the lack of the flow 
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of applications have been due not only to the lack of encouragement 
of those applications but also to the procedural network that has been 
set up. 

Senator Cuark. The restrictions which have been placed adminis- 
tratively on the actual granting of the application. 

Mr. SuisHKin. That is right; including this very controversial 
workable program which we consider to be not workable at all in the 
present setting. 

Senator Crark. One final question: Do you favor the provision in 
my bill which would eliminate the requirement of the wokable pro- 
gram as a condition precedent to a grant of public housing? 

Mr. Suisukrn. Yes, sir. We favor that very strongly and hope 
this committee will give that favorable consideration, but I would 
like to make one further statement in that connection. 

It seems to me that the testimony here this morning would make 
it quite clear—and I hope this committee might consider this—that 
there is the need for really taking a good look, current look, at what 
these studies are about that don’t result in findings that are available 
and ready for congressional investigation when those congressional in- 
vestigations are scheduled on the congressional calendar. 

What have the agencies here in Washington devoted in the way of 
leadership, encouragement, and understanding as well as developing 
the need for action ? 

We know that housing is not in a vacuum. Housing is related to 
community growth. It is related to what has been going on in this 
very crucial problem of rehousing the displaced families. There is 
need for a consultation with the Bureau of Public Roads and other 
appropriate agencies to find out how these things do dovetail. They 
do dovetail at the local community level. How can the help be pro- 
vided to do that? 

Senator Ciark. Are you suggesting that the present administrators 
are not in sympathy with the program they are administering? 

Mr. Suisuxin. I am not suggesting, Senator. I am just suggest- 
ing, in order to determine what they are or what they are doing, I think 
this committee and its sister committee on the other side of the Capitol 
ought to set up a watch-dog committee. This committee day to day 
would follow through and see what the administrators of these various 
agencies are doing in order to provide the needed leadership so this 
Nation will not have a constant and perennial housing crisis and so 
that the required housing is provided. 

Senator Ciark. Thank you very much for letting me interject. I 
will get back as soon as I can. 

Mr. Sutsuxr1n. The effort I am making here, Senator, is to provide 
the basis for some of the recommendations we are making in ex- 
amining the very vital relationship between the housing needs and 
the family income. 

As I pointed out here, the removal of credit restrictions, as im- 
portant and necessary as it is, will not correct that situation. To 
assure families in every income bracket the opportunity to obtain 
good homes that they can afford, financial costs of housing must be 
reduced considerably below the levels that have prevailed in the mar- 
ket for new homes in recent years. 

Housing conditions will continue to grow worse until the housing 
construction rate is stepped up to the 2 million-a-year level needed to 
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meet the Nation’s minimum requirement. But this necessary pace of 
housing construction cannot be achieved unless home-building ac- 
tivity is fundamentally redirected to assure a far larger number of 
homes within the means of low- and middle-income families. 

The disparity between the financial charges families are required 
to pay for housing in today’s market and the level of family incomes 
has been highlighted in the excellent staff report issued by your sub- 
committee on January 24, 1957. We certainly concur in the major 
conclusion of the report that— 

* * * the housing industry [has reached] a point where it is serving primarily 
the upper income groups. 

That is a central problem, and I would like to take this occasion to 
commend the subcommittee for making that study available and for 
bringing out and highlighting this very vital relationship between 
housing provided on the market and income distribution. 

In 1955 about one-sixth of urban families had incomes of less 
than $2,500. Families at the $2,500 level can afford at most $40 a 
month for housing. Below the $2,500 level, families can afford even 
less. Only the low-rent public housing program has thus far pro- 
vided decent accommodations suitable for family living at that level 
of monthly costs. The average rent in public housing, which is 
about $35 a month, is within the financial capabilities of low-income 
families. The monthly charges assumed by new-home buyers are 
several times greater than even the maximum amount that low- 
income families can afford to pay. 

There can certainly be no doubt that private housing is not meeting 
the needs of low-income families. But what about the middle-income 
group? Nationwide, the median income for urban families in 1955 
was $4,854. The median total income of families purchasing new 
FHA-insured homes in the same year was $6,185—of those families 
purchasing the FHA homes as against the median families of $4,854. 

Nearly 70 percent of the new FHA-insured homes were purchased 
by families with income above the national urban median. 

We have prepared a table—submitted with this statement as ap- 
pendix table 1—showing estimated monthly housing costs and required 
annual income at assumed sales prices and financial terms. The table 
shows, for example, that only about one-fourth of all families can 
afford to buy a $15,000 house with a 10 percent downpayment where 
the financial terms involve a 414-percent interest rate and a 40-year 
amortization period. Yet, this price is only slightly above the median 
price of new homes sold in the first quarter of 1956 in metropolitan 
areas and the assumed financial terms are more favorable than those 
available for most of the homes offered for sale at that time. More- 
over, Since then, prices have risen substantially. 

To take another example shown in the table, it will be seen that a 
$20,000 house involving a 25-percent downpayment and financed at. an 
effective 5.5-percent interest rate over a 20-year amortization period— 
by no means unusual financial terms now—is beyond the reach of 90 
percent of American families. 

Figures such as these reveal the utter failure of the home building 
and mortgage finance industry to make houses available within the 
means of the overwhelming proportion of families in the United 
States. They are evidence and proof of the need for a moderate in- 
come housing program. 
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Now I would like to examine briefly the administration bill, S. 1609, 

The bill sponsored by the administration—S. 1609—utterly fails to 
come to grips with the basic housing problem. Indeed, in many re. 
spects, adoption of the administration proposals would worsen rather 
than improve the already critical housing situation. Let me briefly 
comment on the major features of the administration’s proposals: 

1. The reduction of FHA downpayments might conceivably enable 
a relatively small number of additional families to purchase new 
homes. However, the really crucial problem, the disparity between 
the incomes of moderate income families and housing expenses re- 
quired for privately built houses now available, is completely ignored 
in the administration’s proposals. 

2. The additional funds for FNMA special assistance functions are 
altogether inadequate. Even worse, however, is the provision in §, 
1609 repealing the minimum 99 percent price for mortgages purchased 
under the special assistance functions. This would simply raise the 
cost of housing for the very groups who are deemed to be least able to 
obtain financing within their means in the ordinary private market, 

3. The cutback in the so-called “urban renewal” program is perhaps 
the most shocking feature of the administration’s proposals. As we 
all know, the administration has paraded the urban renewal program 
as the showpiece of its entire housing program. The slash in funds 
for urban-renewal projects will eliminate particularly the compre- 
hensive slum clearance and urban redevelopment projects which would 
make the most effective contribution to needed city rebuilding. 

4. The extension of the voluntary home mortgage credit program 
hardly seems to be warranted in the light of the dismal record of that 
program. The administration has tended to use the existence of 
VHMCP—voluntary home mortgage credit program—as an excuse 
for refusing to undertake necessary housing programs, despite the 
failure of the VHMCP to add appreciably to the supply of new 
housing. 

Now I would like to comment on S. 1633 introduced by the distin- 
guished chairman of this subcommittee, Senator Sparkman. 

S. 1633, the bill introduced by our chairman and a number of co- 
sponsors, makes a distinct contribution to the cause of better housing 
by focusing attention on some of the most urgent areas of housing need. 

Certainly, the five groups S. 1633 would attempt to benefit—fam- 
ilies displaced by urban-renewal programs, moderate-income families, 
families barred by racial discrimination from the opportunity to 
obtain decent homes, elderly individuals and families, and large fam- 
ilies—are among those who have been least able to obtain adequate 
housing accommodations within their means in the private housing 
market. ; 

We are in full agreement with the goals S. 1633 seeks to aclueve. 
It is most unlikely, however, that enactment of this bill would add 
appreciably to the supply of housing for the groups it is intended te 
benefit. We base this conclusion on three considerations: ; 

1. It is impossible in most areas of the country to build houses suit- 
able for family living at a cost of $9,000 or even $10,000 per unit. This 
is clearly demonstrated by the almost complete failure of the FHA 
2921 program which has been subject to such a limitation, which lm- 
itation, of course, is continued under this bill. 
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2, While the etfective 414-percent interest rate and 40-year amortiza- 
tion period are more favorable than available financial terms, for 
realistically achievable selling prices, such terms would require a 
larger monthly housing expense than most moderate-income families 
can afford. Thus, for a $12,000 mortgage, the monthly housing ex- 
pense would be $93.00, requiring an annual income of about $5,600. 
As is indicated in table 2, page 8, of your committee’s staff report, 
nearly two-thirds of urban families and unrelated individuals were 
below that income in 1955. 

3. Even if the full amount were used, the proposed $250 million 
FNMA authorization for this program would result in construction 
of a maximum of only 25,000 or 30,000 units or only a fraction needed 
by groups to be served. 

Halfway piecemeal measures are simply not enough to do the needed 
housing job. We cannot expect housing starts to rise much above 
half of the 2 million annual rate required until we begin to make hous- 
ing available that low- and middle-income families can afford. This 
means specifically, resumption of a large-scale low-rent public hous- 
ing program to meet the needs of low-income families and an imagina- 
tive, constructive, and effective attack on the housing problem of mid- 
dle-income families or moderate-income families. 

So while we feel that S. 1633 is a step in the right direction and is 
attuned to the need, it is under the impediments of this limitation 
which we don’t think can accomplish the whole job and is not enough. 

Now let me turn to low-rent public housing. I would like to say 
at the outset that in dealing with the low-rent public housing program 
Tam here as a proponent and supporter of S. 1737 introduced recently 
by Senator Clark which deals with this very vital area of housing. 

I am sure that the members of this committee need no reminder of 
what has happened to the low-rent public housing program since 
Congress authorized its resumption nearly 8 years ago. In the Hous- 
ing Act of 1949—the Taft-Wagner-Ellender Act—the Congress au- 
thorized construction of 810,000 units to be built over a period of 6 
years, an average of 135,000 units a year. Yet slashes in the public 
housing program have held the actual number of units completed to 
only about one-fourth of the number originally authorized. 

The disastrous crippling of the public housing program has done 
more than simply deprive hundreds of thousands of low-income fam- 
ilies of a decent place in which to live. The annual slashes in author- 
ved construction have resulted in a complete distortion of the public 
housing program. Asa result, this program has been prevented from 
achieving, even in a limited way, its fundamental purpose of meeting 
the basic human needs of underprivileged families for decent living 
accommodations. 

In the face of the most unscrupulous attacks on the public housing 
program and the virtually impossible limitations under which local 
housing authorities have had to operate, the administration has pro- 
vided no leadership, no imagination, and no guidance. On the con- 
trary, it has done everything possible to hamstring even the drastically 
curtailed public housing program the Congress has authorized. 

What has been the result? Because the size of the program has 
been cut to shreds, the local housing authorities as well as the low- 
income families whose needs should be served by public housing have 
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been confronted with extremely difficult dilemmas. The insufficient 
supply of public housing has forced local housing authorities to main. 
tain income limits on eligibility far below realistic levels. 

Public housing is supposed to serve a cross section of the lowest 
income families. Actually, it is serving primarily families at the 
extreme lowest end of the income scale. Over the period 1949-55, the 
median income of families admitted to public housing has varied from 
12 percent to 15 percent below the top of the lowest income sixth of 
all urban families. In fact, in 1955, the latest year for which figures 
are available, the median income of families admitted was 18 percent 
below the top income for the lowest one-sixth. 

Moreover, the incomes of tenants are subject to constant review so 
that the public housing occupants are faced with the ever-present 
danger of being forced out of their dwellings back into the slums if 
their incomes rise above the income limits for continued occupancy, 
ordinarily set at 25 percent higher than those for admission. Small 
wonder that in a number of communities self-respecting low-income 
families, rather than permit themselves to be subjected to the indignity 
of constant income checks, have moved out of public housing even 
though there were no alternative decent quarters within their means, 
What happens to familiies forced out of public housing into sub- 
standard private housing is graphically shown in a recent article in 
Business Week, which I am submitting at the conclusion of my 
testimony. 

We believe that the answer to this problem is clear. Income limits, 
both for admission and continued occupancy, must be raised to a level 
at which public housing will really be available for a cross section of 
low-income families. Review of incomes, if regarded as necessary, 
should not be at such frequent intervals as to become demoralizing. 
Moreover, the present 20 percent gap requirement, which in effect de- 
prives families of the opportunity to obtain decent shelter even 
through private housing may cost them as much as 20 percent more 
than they can afford, should be eliminated. At the very least, fam- 
ilies should not be evicted from public housing unless alternative hous- 
ing of decent quality is available within their means. 

These changes cannot be accomplished, however, under the present 
minuscule program. If public housing is really going to meet the 
needs of an appreciable proportion of low-income families, the pro- 
gram must be greatly expanded. Certainly, 200,000 units a year, or 
10 percent of the minimum 2 million units the Nation requires for 
overall housing construction, is the minimum that should be author- 
ized. 

We recognized that the public housing program which has been all 
but decimated cannot be expanded overnight to the size we are recom- 
mending. But the urgent need of low-income families for decent hous- 
ing will never be met until a continuing long-term, large-scale pro- 
gram is assured. Only Congress can give the go ahead signal. When 
it does, Congress should also hold whatever administration may be in 
office to strict account for earnestly and successfully carrying out of 
the program set forth by the congressional mandate. 

Enactment of S. 1737, introduced by Senator Clark, would provide 
a much needed shot in the arm to the public housing program. This 
bill authorizes 35,000 public housing units for the remainder of this 
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fiscal year and 200,000 a year in fiscal year 1958 and 1959. In addi- 
tion, it would strengthen the public housing program by the following 
provisions : 

1. So-called overincome families could not be evicted from public 
housing unless adequate alternative accommodations were available 
involving a monthly cost of not more than 20 percent of their incomes. 

9. Liberalized and more realistic rent income ratios would be au- 
thorized for initial and continued occupancy. 

3. The very unworkable “workable program” requirement would be 
eliminated as a condition for allocation of public housing to a com- 
munity 

We would like, Mr. Chairman, as earnestly as we can to urge the 
members of this committee to give favorable consideration to the 
Clark bill, S. 1737. 

Now turning to the very vital issue before this Congress of middle 
income housing. 

Even with expanded credit for private housing and with an effective 
large-scale public housing program for low-income families, there will 
still be a large proportion of families in the middle-income bracket 
who cannot obtain decent housing within their means. These are fam- 
ilies whose incomes are too small to permit them to purchase houses 
under financing arrangements currently available, but are above the 
income limits for public housing. They are in a no-man’s-land of 
housing. 

In 1955, only the top third of urban families had incomes of $6,100 
ormore. Yet, in that year, more than one-half of new FHA-insured 
homes were sold to families whose incomes were above this amount. 
Moreover, many of the families who are in the top income third are 
paying far more than they can afford in monthly charges on the FHA 
houses they have bought. 

Thus, decent housing is still beyond the reach of many middle-in- 
come families. These are families in the $3,000 to $6,000 income 
bracket, including many families of union members. Such families 
need no financial subsidy to obtain decent housing within their means. 
Their problem is simply that the financial charges required for the 
houses offered for sale are higher than most moderate income families 
can afford. 

The answer to their problem must be sought in reduced financial 
charges. These charges can be reduced by lowering the interest rate 
and lengthening the period for repayment. 

The ability of families to obtain housing within their means is 
greatly affected by variations in financial charges. Appendix table 
2, submitted with my statement, shows estimated monthly housing 
costs and required annual income for a $12,000 mortgage under assumed 
financial terms. It will be noted that to finance a $12,000 mortgage at 
a6 percent interest rate for a 20-year amortization period, an annual 
income of $7,500 is required. The same mortgage can be financed at a 
344 percent interest rate and a 60-year amortization period with an 
income of only $4,700. 

In 1955, about one-half of all urban and rural nonfarm families had 
incomes above $4,700. On the other hand, $7,500 was well above the 
average income for the highest third of such families. In fact, about 
one-third more of all families could be reached by lowering the terms 
of financing as I have just indicated. 
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These illustrative figures show that a far larger proportion of mid. 
dle-income families would be able to obtain houses at costs they can 
afford if financial charges could be reduced. f 

The AFL-CIO has supported a program aimed at accomplishing 
just this objective. The major features of the program are included 
in S. 1694, introduced by Senator Clark and a distinguished group of 
cosponsors. This bill would establish a National Mortgage Corpora- 
tion to make long-term, low-interest loans for sales, cooperative, and 
nonprofit rental housing for moderate-income families. The bill pro- 
vides for an interest rate reflecting the cost to the Corporation of 
capital investment and borrowings from the private market plus 
whatever is necessary for overhead and administrative expenses, a to- 
tal of about 344 percent, and for a maximum amortization period of 
50 years. Such housing would be required to meet adequate standards 
of construction, space, and availability of community facilities and 
services and would be administered by a Cooperative Housing Admin- 
istration, a new constituent agency of the Housing and Home Finance 
Agency. 

I would like, Mr. Chairman, to indicate to you that we consider the 
Clark bill, S. 1694, one of the most essential and major pieces of legis- 
lation that has been placed before this Congress. ‘To our minds, be- 
cause of the economic conditions and because of the housing need 
ahead, S. 1694 is truly must legislation before this Congress. 

In addition to an expanded supply of mortgage credit and housing 
programs geared to the financial ability of low- and middle-income 
families, there are a number of other important features of a compre- 
hensive housing program which we ask the committee to consider. 
They include: 

1. A special Federal program of housing to meet the particular 
needs of the elderly, including: 

(a) Authorization of 50,000 units a year, over and above the regu- 
lar public-housing allocation, which would be suitable for the par- 
ticular requirements of the aging. 

(6) Low-cost loans to unions, cooperatives, churches, or other non- 
profit groups undertaking to sponsor special housing programs for 
theaging. Itisaspecial problem that must be met. 

2. Federal action to assure the opportunity to obtain adequate 
housing to all families without regard to race, color, creed, or national 
origin. 

3. An expanded urban-redevelopment program with primary em- 
phasis upon slum clearance and genuine city rebuilding. Less effee- 
tive measures, such as rehabilitation and conservation, should be used 
only when clearly feasible and economical. Housing built in the re- 
developed areas should be required to be within the means of families 
who need good housing the most. 

4. Encouragement of moderate-priced rental housing. 

5. An effective farm housing program. 

6. Requirement of payment of the prevailing wage in any housing 
construction involving Federal financial assistance. 

7. Protection of homeowners against forclosure in the event of tem- 
porary unemployment, illness, or other emergency. This is a provi- 
sion we urged previously, and I would like to emphasize the import- 
ance of it. It is the so-called lapsed-payment plan. If, because of 
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illness or some other emergency, the home buyer is not in a position to 

continue payments only because of that emergency on a temporary 

basis, there should be protection against foreclosure and loss of the 

property that he is trying to acquire. We think it is a feasible provi- 

sion and would be glad to assist the committee in drafting any lan- 
1age that might cover that. 

8, Adequate provision for housing research and professional train- 
ing in housing and planning. 

On behalf of the AFL-CIO, I ask the committee to give our rec- 
ommendations its earnest consideration. We believe that the pro- 
posals we have made provide the fundamental framework for a com- 
prehensive housing program which is geared to the needs of all 
families in the Nation and would contribute to the Nation’s economic 
prosperity. We sincerely hope that the Congress will take early ac- 
tion to launch such a program so that the long-sought goal of a decent 
home for every family can be achieved as rapidly as possible. 

Let me conclude, Mr. Chairman, by saying that our organization 
and a number of other voluntary and private organizations have de- 
voted much time to the study of the current housing situation. Ac- 
tually, it isn’t only the result of that study but also the voice of the 
wople we represent here from all over the country every day that 
Sings us to our conviction that the time for action by this 85th Con- 
gress is now. There is no way for us to afford the luxury of relaxing 
for another year and resting on our oars and devoting that year to 
study and contemplation. We have had time for it. The situation 
isknown. 

There is every evidence, and there is sufficient justification before 
this Congress for it to act forthrightly and forcefully to meet the 
Nation’s greatest need. 

I thank you very much. 

Senator Sparkman. Thank you, Mr. Shishkin. You have given 
usa — fine presentation. 

Anything further, Mr. Edelman, Mr. Seidman ? 

Mr. Eperman. Just a supplementary illustration of Mr. Shishkin’s 
point on the question of a so-called lapse payment. There should be, 
it seems to me, in this particular section, in writing the section, some 
type of directive from the Congress to the agency which should elim- 
inate situations which occurred such as in my union last year in a 
strike in South Carolina. One of our largest local unions there, some 
2,000 people, were on strike for several months. Three or four hun- 
dred persons who were purchasing homes with either FHA- or VA- 
insured mortgages were almost automatically and instantly given 
notices to evict, and I spent practically the entire summer long with 
these agencies trying to get them to eliminate this nonsense. Now 
there was no intention, Mr. Chairman, on the part of either of these 
agencies to make any actual evictions, but they used the legal authority 
given them as aclub to break a strike. 

Now, actually, at the head, both Mr. Mason and the VA people, were 
quite shocked when they found out how their local agents and affiliates 
were behaving, but they felt themselves in a very awkard and rather 
helpless position about this thing, since, technically, they don’t handle 
the mortgages; they are handled by local brokers and others. 
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T think that in cases of this kind or, rather, to meet this particular 
problem, which is a recurring one, which happens today everywhere, 
where a strike occurs, that some directive should be made which dem- 
onstrates, which clearly gives authority to meet the lapsed-payment 
problem. 

I might point out, Mr. Chairman, that the union in this particular 
case undertook to see to it that it would be possible for each of these 
individuals to meet their obligations in full over a period of time, 
and I am happy to say that in every instance—I think there was one 
case where there was an irresponsible individual whom we didn’t 
get behind—but in every instance these people promptly, as quick as 
they got back to work, met these payments. 

Now this happens to be an industrial-conflict situation, but you are 
having situations all over the country where shutdowns are occurring 
over the place: The automation problem, the problem of plants clos- 
ing, the plants migrating; all of these problems are of considerable 
magnitude, and it seems to me that the agencies should have a direc- 
tive, because otherwise families are put in a situation where they are 
terrorized and are made to suffer needlessly and local tensions are 
created which are utterly inexcusable and needless. 

Senator Sparkman. Thank you, Mr. Edelman. 

Mr. Seidman, do you have anything ? 

Mr. Semman. No; I don’t have anything to add, Mr. Chairman. 

Senator SparKMAN. Thank you very much, gentlemen—all three of 
you. Weappreciate your presentation. 

Mr. SuHIsHKIN. We appreciate the courtesy of the committee, and 
hope very much that the legislation before you that we have supported 
and recommended will be given careful, serious, and prompt consider- 
ation, Mr. Chairman. 

Senator SparKMAN. Well, thank you, sir. 

(The material appended to Mr. Shishkin’s statement follows:) 


APPENDIx 1 


STATEMENT BY THE AFL-CIO Executive CouNciLt, MIAMI BEACH, FLA., 
JANUARY 29, 1957 


HOUSING 


In the face of ever-mounting needs, housing construction last year sank to a 
3-year low. The 1.1 million housing starts in 1956 were 16 percent below the 
1955 level. In fact, last year’s housing construction barely exceeded one-half 
of the 2 million new homes the Nation requires each year to assure every family 
the chance to obtain a decent home. 

Unless the administration’s disastrous tight-money policy is relaxed, even 
fewer homes will be built in 1957. Housing experts now anticipate that no more 
than 1 million and perhaps as few as 900,000 new homes may be started in 1957, 
virtually all in higher price brackets that only well-to-do families can afford. 

Such a retreat in housing is a threat to the Nation’s prosperity. Residential 
construction is a key sector in our economy. 

A continued housing decline would also doom the enthusiastic efforts of cities 
all over America to clear blighted slums and rebuild outmoded neighborhoods. 
Slum clearance and urban redevelopment cannot go forward unless decent homes 
are available within their means for families living in the rundown houses slated 
for demolition. 

A greatly expanded housing program is an urgent necessity for our rapidly 
growing Nation. We need new homes to replace the substandard dwellings in 
which 15 million families are still housed. We need new homes for the 56 million 
more people we will have by 1976. We need new homes for the growing number 
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of old people who want and deserve comfortable living accommodations suitable 
for their declining years. We need new homes to provide equal housing oppor- 
tunities to hundreds of thousands of minority families forced to live in slum 
ghettos because undemocratic racial restrictions have barred them from access 
to decent housing. We need new homes to rehouse thousands of families in 
yirtually every city in America whose dwellings will be torn down in the path 
of the new multi-billion-dollar highway program. 

These new homes will not be built until the low- and middle-income families 
with the most urgent need for better housing can afford the houses offered for 
rent or sale. The recurring congressional slashes in the low-rent public-housing 
program have deprived hundreds of thousands of low-income families of their 
only opportunity to obtain decent homes. With decent housing still beyond the 
financial reach of many middle-income families, the recent hike in the FHA inter- 
est rate to an effective 514 percent has priced still more moderate-income families 
out of the housing market. Now the administration has joined forces with the 
real-estate and banking interests to raise the interest rate for GI homes financed 
with mortgages guaranteed by the Veterans’ Administration. 

Aware of the urgent need to stem the decline in residential construction, a 
number of bills have been introduced intended to encourage housing construction. 
These measures have been particularly aimed at reviving the GI housing program 
without boosting the interest rate for GI mortgages above the current 414 percent 
rate. This would be accomplished by authorizing direct loans at 4% percent 
for GI housing from the national service life insurance fund whenever private 
loans at comparable terms are not available. 

We urge the Congress to authorize such loans for urgently needed housing for 
veterans and their families. We also request a rollback of the FHA interest 
rate to the former level of 41%4 percent, as well as prohibition of special discounts 
and other unnecessary and unjust charges, levied by lenders against purchasers of 
FHA and GI homes. If private lending institutions will not make mortgage 
funds available at a reasonable interest rate and without hidden charges, Federal 
loans should be authorized for this purpose. 

But these are at best only stopgap measures which might forestall the precipi- 
tous decline in housing activity which will undoubtedly otherwise occur. Only 
a bold, comprehensive, forward-looking housing program will ‘assure the con- 
struction of the 2 million units a year the Nation needs to meet minimum hous- 
ing requirements. The major features of such a comprehensive program should 
include : 

1. Construction of at least 2 million new dwelling units a year as the immediate 
objective of national policy and the basis of Government programs. 

2. Resumption of a full-scale public-housing program providing at least 200,000 
dwelling units for low-income families each year. 

3. A program of low-interest long-amortization loans for cooperative, nonprofit 
rental, and sales housing to provide housing at reasonable cost for middle-income 
families. 

4. A special Federal program of housing to meet the particular needs of 
the elderly. 

5. Federal action to assure opportunity to obtain adequate housing to all fam- 
ilies without regard to race, color, creed, or national origin. 

6. An expanded urban redevelopment program with primary emphasis upon 
slum clearance and genuine city rebuilding. 

In a strong, prosperous America, the opportunity to obtain a livable home in 
a decent neighborhood is the right of every family. A piecemeal approach to 
America’s housing problems will not secure that right. Only a comprehensive 
all-out housing program will assure a decent home to every American family. 
The AFL-CLO calls upon the Congress to launch such a program without delay. 
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APPENDIX 2 


TABLE 1.—Lstimated monthly housing costs and required annual income at 
assumed sales prices and financial terms 











: | | | a ceaiaaiee 
Downpayment Effec- Approximate 
| aE: <egpepaeeigenee> senso tive | Amor- | | percent of 
; | Mortgage| inter- tiza- | Monthly | Monthly | Annual families be- 
Sales price } amount est | tion | mortgage; shelter | Income | low specified 
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| cent (per- | (years) | | 1955 4 
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$10,000_____- 5 | $5 $9, 500 3.5 50 | $33.25 | $64.13 | $3,848 | 41 
$12,000_.___- | 5 | 600 11, 400 3.5 50 40. 36 77. 41 4, 645 | 53 
$15,000_____- | 10 1, 500 13, 500 4.5 40 | 60. 75 | 104. 63 6, 278 14 
$18,000. _....| 15| 2,700} 15,300| 5.0 25 89.51 | 139.24] 8,354] 87 
$20,000_..._. 25} 5,000} 15,000} 5.5 | 20} 103.20) 151.95} 9,117} ry 
$25,000_____- 33 8, 333 16, 667 6.0 | 15 | 140.67 | 194.84) 11, 690 95 
| ' | 








! Includes where applicable FHA mortgage insurance premium. 

2 Includes hazard-insurance premium, real-estate taxes and maintenance; does rot include heat or utilities, 

3 Assumes income is 5 times shelter cost. 

4 Based on: U.S. Bureau of the Census, Current Population Reports, Consumer Income (Series P..60, No, 
22), September 1956. 


TABLE 2.—Hstimated monthly housing costs and required annual income for 
$12,000 mortgage under various assumed financial terms 


| 
Amortiza- Monthly | Monthly | Annual 








| 
Effective interest rate ' percent tion period mortgage | shelter income 

| (years) payment | cost 2 required 3 

i 
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432 Janse cose 20 75. 96 | 114. 96 | 6, 898 
416 ae 25 | 66. 72 105. 72 | 6, 343 
4h¢6 ‘ 30 60. 84 | 99. 84 5, 990 
TRA ows edaecsdl bes | 40 | 54. 00 | 93. 00 5, 580 
3}2_--- . | 30 | 53. 88 92. 88 5, 573 
MP shiwee ae is 40 46. 44 85, 44 5, 126 
344 ands Gilad 50 | 42. 48 | 81. 48 | 4, 889 
SR ee Polk: deuscn aks Gadaveiacacsel 60 | 39. 96 78. 96 4, 738 

| | 


1 Includes:where applicable FHA mortgage insurance premium. 
2 Includes hazard-insurance premium, real-estate taxes and maintenance; does not include heat or utilities 
3 Assumes income is 5 times shelter cost. 


APPENDIX 3 
[Business Week, February 23, 1957] 
HousiInG SQUEEZE ON WORKERS 


Rising wages have meant that many workers make too much money 
to remain in public housing projects. Yet a lot of them don’t earn 
enough to afford suitable rentals. So unions may use their influence 
at bargaining tables to help stimulate middle-income housing. 


Steelworker Leo Stadelman has just moved his family from an up-to-date 
public housing project to a two-family house that is badly in need of repairs. 
He wasn’t ready to make the move, but there was nothing he can do about it. 
He earns a little too much money to continue to qualify for public housing—and 
not enough to afford fairly modern private rental housing to accommodate a 
family of seven. Buying an older house was the only solution. 

Caught in squeeze.—This housing squeeze is now being felt by many workers 
across the country. Unions traditionally have been in the forefront when it 
came to pressing for Government-supported housing for low-income families. 
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But they have been so successful at the Nation’s bargaining tables that their 
members no longer fall into the low-income category. 

Thus unionists look for housing in the middle-income bracket. And that’s 
precisely where the home shortage is most acute (Business Week, August 11, 
1956, p. 32). Right now there is little Government-aided middle-income housing. 
So as it becomes more difficult for workers to find suitable quarters for their 
families, the pressure is likely to build up for unions to try to do something about 
the situation at the bargaining table. 

Typical case.—The case of Leo Stadelman is fairly typical. This week, he 
and his family are settling down in their new home after going through the har- 
yowing experience of trying to find a home large enough for seven people but 
still within their price range. Up until this month, the family lived in a public 
housing project in Pittsburgh. Most of the steelworkers already have moved 
out of the Pittsburgh projects. But four Allegheny County developments, oc- 
cupied almost 60 percent by steelworker families, are among the few remaining 
ones in which sizable pockets of unionists live. 

Last summer’s wage settlement in steel pushed Stadelman’s income as a Jones 
& Laughlin craneman up to $5,184 a year. The top allowable income in this 
project for a family of 7 with 5 children is $5,080. When the housing authori- 
ties in Pittsburgh and Allegheny County held their annual review of tenants’ 
income this month, they found that the Stadelmans and 450 other steelworker 
families were over-income. 

The choices.—Like the Stadelmans, these families face a difficult choice. They 
can find quarters similar to those in the public project and pay far more than they 
can afford for rent or mortgage payments. Or, they can stay within the budget 
and take less desirable, cramped accommodations. 

Stadelman and the others are entitled to at least 6 months to find new homes, 
But, luckier than most, Stadelman worked out a deal with his sister to buy a two- 
family house, so he didn’t wait. He’s taking over the $6,000 mortgage on the 
house, made no down payment. At best, the new home is only a compromise. 

Compromise.—To carry the new house, Stadelman will have to pay $56 on 
the mortgage, $25 each month to his sister on a down payment arrangement. 
On top of this, he’ll have utilities, taxes, and an upcoming $1,500 repair bill to 
meet. However, he hopes to rent the other half of the house for about $40 a 
month. 

The Stadelmans had three bedrooms in the project apartment, as they do 
in their new home. But their old kitchen was modern, had plenty of cabinet 
space. The new kitchen is small, lacks cupboard space. On moving day, Mrs. 
Stadelman sighed regretfully over the loss of her modern kitchen. 

Fruitless search.—Before buying his sister’s house, Stadelman canvassed the 
private housing market, ran up against the situation facing the other evicted 
families. A duplex, a small house, or a decent apartment large enough for his 
brood started at $120 a month. For the same rent, $72 a month, he paid in the 
project, he was able to find only a third- or fourth-floor walkup apartment that 
was not desirable for the kids. 

An experimental private middle-income development—Chatham Village, with 
spacious grounds and roomy, modern apartments renting for $96 a month with- 
out utilities—would have been within Leo’s reach and worth stretching for. But 
the village has a waiting list so long, it was out of the question. 

The Stadelmans’ experience is not unusual. Families like them trying to find 
middle-income housing continually are running smack up against the shortage of 
$12,000 to $15,000 homes. Usually they end up like Ruth and Leo Stadelman, 
making some sort of compromise between space and price. 

Housing pictures.—A study just released by the staff of the Senate Subcom- 
inittee on Housing, headed by Senator John Sparkman (Democrat, Alabama), 
finds that the middle third of families living in cities has an income between 
$3,800 and $6,000. Using the rule that a family ean afford a house costing 214 
times its annual income, these middle-income families are in the market for homes 
costing between $9,500 and $16,000. But the Bureau of Labor Statistics estimates 
that half the new houses built in cities last year cost over $14,500. This figure 
will be higher in 1957, BLS believes. 

Labor’s course.—How do unions fit into the picture? So far, they’ve largely 
limited their efforts to supporting congressional bills favoring public housing, 
urging the Public Housing Authority to approve raises in the maximum income 
level for projects in which union members live, and calling for more and better 
modestly priced houses. 
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In Miami last month, the AFL-CIO executive council called for a “bold com. 
prehensive forward-looking housing program” that would ‘assure the construe. 
tion of the 2-million units a year the Nation needs.” 

Union projects.—But a few unions, such as the International Ladies’ Garment 
Workers Union, the Amalgamated Clothing Workers of America, and local 8 of 
the International Brotherhood of Electrical Workers, have sponsored or built 
cooperative projects—where families buy the apartment in which they live—that 
fall generally within the medium-income range. Most of these, though, are lo- 
cated in the New York City area. 

The United Auto Workers played a hand in the development of a housing tract 
in Milpitas, Calif., near San Francisco. With 169 homes already up, UAW igs 
shooting 1,500. But that’s about the only sizable union-sponsored project out- 
side the New York area. 

In New York, unions have put up, in whole or in part, about 10,000 units of 
the cooperative-type housing. They do this in four main ways: 

By letting a project use the union’s name to gain prestige and backing; 

By putting up “seed money”—buying the land, hiring the architect, ete— 
to get the plan off the ground ; 

By lending money at little or no interest to members so they can buy into ¢o- 
operative buildings ; 

By using money from pension and welfare funds to invest in housing develop- 
ments. 

A number of obstacles, however, stand in the way of large-scale entry by unions 
into home building. For one thing, many cities and States tax such develop- 
ments at standard rates. For another, many unions favor interracial admittance 
to their housing projects. This runs into opposition in a number of cities, as 
UAW found in California. 

Bargaining issue——So some experts are convinced that unions will bring the 
subject to the bargaining table. Because of traditional union hatred of com- 
pany-owned homes and company towns, it’s unlikely that employers will be asked 
to contribute anything directly to worker housing. The best bet is that unions 
will seek agreement that welfare and pension fund money will be used to con- 
struct homes that its members can afford. These straws are already in the 
wind: 

IBEW, an approved FHA mortgage buyer since last December, has announced 
plans to pour some $14 million into home mortgages (BW, December 15, 1956, 
p. 53). 

Three building trades unions in northern New Jersey will invest $150,000 in 
welfare money in new houses. North Jersey builders hope $1.5 million will come 
from negotiations with 7 other unions (BW, December 29, 1956, p. 70). 

AFL-CIO president George Meany has called on unions in New York to put 
money from welfare and pension funds into middle-income housing (BW, Decen- 
ber 31, 1955, p. 66). 

United Steelworkers President David J. McDonald has zeroed in on the $2.5 
billion steel industry pension funds, now supported and administered solely by 
the steel companies. Seeking a union voice in the operation of these funds, Me- 
Donald told a USW meeting in Chicago, “the money should be used for such 
worthwhile practical investments as housing for retired persons * * *,” 


Senator Sparkman. The next witness is Joseph P. McMurray, 
commissioner of Housing for New York State. 

I think it is needless for me to say that we are delighted to have you 
with us. We have been working with you for a ood m: iny years, 
usually on the same side of the table, but it is good to have you here 
as a Witness. We welcome you. Glad that your two sons were able to 
accompany you. 


STATEMENT OF JOSEPH P. McMURRAY, COMMISSIONER OF 
HOUSING, STATE OF NEW YORK 


Mr. McMorray. Thank you, Senator Sparkman. I am very much 
honored to be here, and I am very glad to see our good Senator from 
Delaware is also here. 
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Senator Frear. The Senator from Delaware is very happy to see the 

ntleman from New York. 

Senator SparkMAN. Senator Clark, from Pennsylvania, will be back 
most any minute. He had to go over to the Supreme Court to present 
aconstituent this morning. 

Mr. McMorray. Senator Frear, you know, was always very much 
influenced by g good economists. I noticed he paid a lot of attention to 
them. So itis particularly good that he is present. 

Senator Frear. We won’t put the definition in the record this morn- 
ing that you gave us, Mr. McMurray. 

Mr. McMorray. For one who knows so intimately the work and the 
achievements of this committee and who is as familiar as I am with 
the members of this committee and the tremendous background, knowl- 
edge, and experience they bring to its operation—and I do know that 
very well—you can understand how honored I am to be permitted to 
testify before you and how aware I am of the limitations of my own 
knowledge and, therefore, the humility with which I come before you 
to discuss some aspects of this very complex and difficult problem of 
housing and housing credit. I don’t think the average American real- 
izes how much Senators do bring to the Congress their knowledge and 
experience. Time and the responsibility of my present position did 
not make it possible for me to analyze all the bills you have before the 
committee or to prepare myself adequately to discuss all the ramifica- 
tions of the various problems. 

At this point in the hearing, I know you have received a great deal 
of expert and learned testimony and perhaps it is a little presumptuous 
of me to assume that I can bring to the attention of this committee any 
considerations upon which it has not already given considerable 
thought. But, because of the crucial importance to the American 
people, especl ialy our veterans, the home building industry, the con- 
struction workers and others, and because of its tremendous importance 
tothe same groups in the State of New York for whom I have a special 
concern under the law, and because I am and always shall be anxious 
that this committee, particularly, do only what is in the best interests 
of our people, that I have asked permission to discuss with you some 
of the more general reflections I have had on the problems and legisla- 
tive pr oposals that you are considering. 


THE MONEY MARKET AND HOUSING 


One of the chief weaknesses of the mortgage market in the United 
States is its relative lack of organization. This is in sharp contrast 
to the highly developed character of the capital market facilitating 
American industry. The difference is largely due to the lack of uni- 
formity in mortgage paper, and to the absence of a mature secondary 
market for mortgages. The consequences of this difference create a 
distinct disadvantage for the housing industry. A properly developed 
secondary market for the mortgage debt would draw additional funds 
to the mortgage market from such institutional investors as trust 
funds and pension funds. This would tend to lower interest rates on 
mortgages. With the existence of a highly developed secondary mort- 
gage market, it would not be necessary to maintain quite as much liquid- 
ity which would also reduce the pressure on the mortgage interest 
rate. If the market rate on mortgages were to fall, the present VA 
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and FHA. rates would no longer be below the market, which among 
other things would greatly improve the secondary market for mort. 
gages as currently operated by FNMA. 

The relative lack of or ganization in the mortgage field is largely 
the result of the lack of attention given to housing in our early history, 
in fact until the last two decades. When the Federal Reserve System 
was organized in 1913, its main objective was to facilitate the flow of 
credit to American industry. No provision was made for including 
housing credit as a regular part of the organized debt structure, In 
the world of finance, both public and private, mortgage credit was as- 
signed to a secondary, inferior position. 

‘In the early 1 930’s, the mortgage debt was on the verge of coll; apse 
which made it necessary for the Federal Government to enact a series 
of emergency measures. In fact, most of the devices created by the 
Government for the purpose of strengthening the mortgage market, 
have been of a temporary emergency nature, devoid of long- range ob- 
jectives, necessary for giving the housing market the strength it re- 
quires for competing energetically for long-term funds. In a nation 
in which the allocation of credit ‘depends not only on market forces, 
but also importantly upon instruments of finance, this is a serious 
handicap. 

There is no doubt that the Government aids created in the housing 
and mortgage field have greatly helped to overcome rising costs of 
construction by their influence on the terms of mortgage financing, 
The HOLC helped to avert many foreclosures by refinancing several 
billion dollars of the outstanding mortgage debt between 1933 and 
1936. The FHA was originally organized for the purpose of aiding 
economic recovery by stimulating mortgage lending through the re- 
duction of private risk. During the war and in the immediate post- 
war years, FHA and VA helped to alleviate the housing shortage 
through liberalizing credit terms and partly as a means of helping 
the veteran to adjust himself to civilian life. 

The FNMA was principally introduced as a stopgap measure for 
creating new mortgage funds when the supply of FHA- and VA- 
guaranteed mortgages declined as a result of below market interest 
rates. 

Undoubtedly many families could not have purchased homes or ob- 
tained better housing if these Government aids had not existed, but 
the problem of creating a strong financial investment market for 
mortgage credit still remains. Without such a market, the prospects 
for eliminating the 15 million housing units that are dilapidated or 
lack elemental decencies in this country are very slim. 

The Federal Reserve System, the stock exchanges and a highly de- 
veloped banking system serve to attract capital to the industrial area 
of the economy. No comparable counterpart exists in the housing 
sector of the economy. Since housing is not only another industry 
but a most essential prerequisite for a decent standard of living, it is of 
the utmost importance that institutional obstacles to the financing of 
housing be removed. 

The American people should not be denied the opportunity to im- 
prove their living conditions through better housing simply because 
the present market forces work against it asa result of lack of financial 
organization. 
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The stock exchanges have given investors in American industry a 
flexibility and relative liquidity which has served to draw savings and 
eredit to most industries contributing heavily to this country’s S$ eco- 
nomic growth and development. If the market for stocks and bonds 
had not been so highly developed it is doubtful that mass production, 
based on corporate ownership, long-term debts, as well as short-term 
credit, could have succeeded. 

The creation of the Federal Reserve System has made available to 
American industry additional facilities for expansion. During the 
first 25 years of its existence, rediscounting played an important role 
insupplying American industry with the short-term credit upon which 
it depends so heavily for financing many phases of its operations. 
Since World War II, open- -market operations have played a much 
more significant role. Through such operations, commercial banks 
can convert safe public obligations into excess reserves chiefly for the 
purpose of purchasing private long-term or short-term debts, when 
these become sufficiently profitable. 

The credit creating functions of the Federal Reserve System were 
originally vested in its power to rediscount. Only commercial paper, 
however, is eligible for rediscounting. Mortgages do not qualify, ex- 
cept that they « can be used as collateral for short-term loans (up to 4 
months). This provision, however, is not intended as a device for 
mortgage-loan expansion, but rather as a tool for creating temporary 
liquidity. 

Although the activities of the commercial banks include financing 
of mortgage credit, their chief function is to supply the money, di- 
rectly or indirectly, with which business enterprise is carried on. 
Their closest links have traditionally been with business firms. They 
are the source of all funds initially put into circulation, and they 
determine in the light of Federal Reserve policy, the available amount 
of credit. When commercial banks lack funds for making additional 
loans, and when such loans are deemed consistent with the Govern- 
ment’s monetary policy, the Federal Reserve banks easily create new 
reserves out of which commercial banks make additional loans. 

The supply of savings and credit is always limited by the size of the 
national income and by economic policy. ‘This makes the rationing of 
credit between producers goods and housing, for example, a significant 
social and economic pr oblem. 

Although commercial banks, savings banks, savings and loan as- 
sociations and insurance companies all invest in mortgages, a second- 
ary market for mortgages hardly exists, which means that perhaps a 
considerable supply ‘of funds which might otherwise be invested in 
housing is diverted to other channels simply because the proper instru- 
ments of finance have not yet been developed in the field of housing. 
If housing is to oce cupy its proper place in the capital market, what the 
Federal Reserve System and investment banking have done for in- 
dustry, a properly developed mortgage market and a dynamic home- 
loan bank system must do for housing. 

Senator Crarx. Mr. Me Murray, could I interrupt to ask you 
whether you think that rationing could suce essfully be carried out. 

Mr. McMorray. Can it be successfully carried out? I would say 
ithas been unsucessfully carried out. 
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Senator Crark. What I am getting at is this: We had Mr. Martin 
from the Federal Reserve Board before us and under some question- 
ing I thought that he agreed that if the Congress would give him a ligt 
of priorities with respect to the various aspects of the economy where 
tight money should be relaxed and perhaps countervailing that by even 
tighter money in other sectors of the economy we would still create 
accrued savings. We could do it; but I wonder if you think that js 
right. 

Mr. McMorray. I think it is theoretically possible. 

Actually, I think you would get into a great many difficulties, Qur 
capitalistic system was designed to make the economy freely operate 
so that the maximum resources would be directed, I thought, to take 
care of the maximum needs. 

As I develop somewhat in my statement, the way the system works 
we have some in-built restrictions against the flow of credit sometimes 
where it is needed. That in effect discriminates, at the present mo- 
ment, against housing. The point that I would like to make is that 
what we ought to do 1s to eliminate some of the institutional obstacles 
to a free mortgage credit system which would give mortgage credit 
the same effect in our national economy as is given to commercial credit, 
I think if we do that then we will facilitate the flow of money into the 
mortgage market and into the housing market and in that way we 
will give it equal opportunity to attract investment funds or commer- 
cial, industrial, and other users. In that way, we will direct the 
resources of the Nation more toward housing, which I think is very 
much needed at this time. 

Senator CrarKk. In your judgment if that were done it would be 
unnecessary for the Federal Government to make direct loans in the 
housing field ? 

Mr. McMurray. Nothing ever works out perfectly, and I think 
that the history of our Government shows that we have to take some 
direct steps at different times to steer the economy in the direcion we 
think it should go. Therefore, I would say from time to time that 
we would have to have some direct loans but the occasions would be 
infrequent. 


HOUSING NEEDS IN NEW YORK STATE AND THE NATION 


The total demand for housing in New York, as of January 1, 1957, 
was for 5,070,000 dwelling units. This estimate was arrived at by 
taking the number of households, which is 4,920,000 and adding a 3 
percent vacancy reserve. Three percent is a conservative figure, and 
excludes seasonal housing needs. 

The total supply of housing available at that time was 5,010,000 
dwelling units. There is therefore, a need for 60,000 units even before 
the question of substandard housing is considered. 

There are many definitions of substandard housing. 'The most ob- 
jective standards must be expected to vary with the time in which they 
are made, that is, with the level of economic development that the Na- 
tion hasachieved. As this level rises, as the Nation becomes wealthier, 
the standard of living rises for all people. Thus, quarters which were 
good housing for factory workers a century ago would be considered 
substandard today. 
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By the standards of the middle of the 20th century, it is not unreason- 
able to say that people should not have to dwell in dilapidated build- 
ings. Neither should they have to lack the elemental facilities for 
decent living such as running water, private flush toilet, bath and hot 
water. Yet, if to the 60,000 units needed before replacement are added 
the number of dwellings having these deficiencies, the range of need 
for replacing dil: :pidated units and then those lacking the other facil- 
ities would be 375,000 to 1,140,000 units. See the appendix to my 
statement for tables and explanatory text. 

That is New York’s housing need at the present time, a minimum of 
375,000 dwelling units and a possible maximum of 1,140,000 dwelling 
units. 

Needless to say, these needs are not stable but will grow with popu- 
lation and the increasing dilapidation of old buildings. 

The situation for the entire Nation is no better. It is estimated 
from census data that there are some 15 million substandard dwellings 
in the United States. While some of these may be rehabilitated it 
must be stressed that our rapidly growing popul: ition, and the con- 
tinuing deterioration of presently standard units will continue to 
worsen the situation unless positive steps are taken to provide our 
citizens with decent housing, and to retard the oeowthi of slums with 
all their attendant social evils. 

To stand still is to go backward. If housing starts continue at 1956 
rates, there will be more substandard dw ellings in use by 1970 than at 
the present time. A minimum rate of 2 million units per year, and 
rehabilitation of 400,000 per year, is necessary to effectuate a sabe 
tial reduction in the number of substandard units in use. See table 
III in the appendix to my statement. 

I might simply say that right now if you wanted a normal vacancy 
of 3 percent, which is less than we used to think it would be—we used 
to talk of even 7 percent vacancy, and the FHA incidentally in caleu- 
lating their rentals always assume, at least most of the programs had 
assumed, 7 percent. The 3 percent is a conservative estimate. That 
would show a 60,000 unit shortage of housing. This doesn’t take into 
account any of the removal of dilapidated or substandard housing. 
So you can see there is a tremendous need for housing in New York. 
I know Senator Clark in your own State of Pennsylv ania—I was down 
to Pittsburgh recently and I went through the whole city and I know 
that the situation percentagewise—it certainly is as bad if not worse 
than it is in the city of New York. 

Senator Ciark. I think it is worse. 

Mr. MeMurray, would you hazard a guess as to how many additional 
units of public housing New York State >needs ? 

Mr. McMurray. If you look at appendix page 4, you will see that 
the dilapidated number of units in New York State is 21! 5,000. If 
you want to add to that those without running water would be 95,000, 
those without toilet or bath 305,000, and without hot water 115,000. 
In the normal course of demolition when a slum area is cleared you 
also clear some standard housing. Assuming 35 percent of the hous- 
ing in such slum areas are standards—and as a matter of fact our 
experience shows it is usually more than that in New York City— 
you get a need for over 1 million units. 
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I wouldn’t expect that the Government would be able to do this in 
a year or 2 years. They would have to determine what would be a 
reasonable amount. But certainly you can see there that a program 
the size of that in 1949 is certainly needed if we are to make some 
progress and eliminate these very serious conditions. 

You might also look at table III where I have used the material 
developed ‘by Dr. Wheaton of the University of Pennsylvania, As- 
suming certain rates of construction, even assuming 2 million units 
of new construction for 1955 to 1965 and 2,400,000 “for 1965 to 1970 
and assuming rehabilitation of 400,000 units for 5 years and 600,000 
for the 5 years 1965-70 you still have 5 million substandard units 
left. 

So the size of the problem which I heard Mr. Cole this morning 
refer to as tremendous, certainly is, and I think it is the responsibility 
of the Congress and the Government to do something much more than 
they have been doing about it. 

Senator Ciark. Mr. McMurray, I am sorry, but I hoped we could 
get into the record your view as to how many additional units of 
public housing were needed i in New York State. 

Mr. McMurray. I will give you an estimate and then I would like 
to have it checked if you don’t mind because I am the commissioner of 
housing and what I say should be pretty authentic. 

Senator Sparkman. We plan to keep the record open for a week. 

Mr. McMvrray. Yes. 

I would say that offhand we have a need—that there should be built 
in the State of New York, say 25,000 units a year. The increasing 
reliance on title I to encourage the orderly development of our cities, 
public works programs, and ‘other clearance activities make it neces- 

sary to plan an adequate, inviolable public housing program now so 
that cities can commit themselves with faith that they can count on 
the program meeting their needs. 

Senator Crark. For how long a period ? 

Mr. McMurray. It seems to me, unless we can develop some private 
incentives, and assuming that the distribution of income remains about 
the same—I mean there are a lot of contingencies—I would say that 
certainly I don’t see an end of this kind of program before the next 
decade. I hope by that time the mortgage markets and other aids to 
housing will be so developed and the lower limits of incomes will in- 
crease greatly so that the need for low-rent public housing will de- 
crease. 

But I would say being realistic about it that I don’t see that that 
will happen before the end of a 10-year period. 

Senator CrarK. Let me be sure—and I don’t want to put words in 
your mouth, As you know, I have a bill which authorizes 200,000 units 
of public housing each year for the fiscal years 1958 and 1959. Dol 
correctly understand you that if conditions stay pretty much the way 
they are now you think New York State can absorb 25,000 units a 
year for the next 10 years? 

Mr. McMorray. Yes, sir; I believe so. 

Senator Crark. Thank you. 

Mr. McMurray. I shall resume reading from my statement. 
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THE DECLINE OF VA AND FHA MORTGAGES 


As I have said, in the absence of a strong secondary market for 
mortgages, the market interest rate on mortgages will be higher than 
it would be if such a market existed. This fact has made the rates 
fixed for VA and FHA mortgages, 414 percent and 5 percent, respec- 
tively, unattractive to investors, since the market rate on conventional 
type mortgages is about 514 percent in New York, with higher rates 
prevailing in many other areas. 

The fact that VA and FHA mortgages are no longer as attractive to 
lenders on a competitive basis, has greatly reduced the market for such 
mortgages. Since the purpose of the socially popular VA and FHA 

uaranteed and insured mortgages was to improve housing conditions 
for the average American family, which are still below a decent level 
due to our historical emphasis on capital goods until relatively re- 
cently, the decline of this source of housing credit is a great loss to the 
Nation. 

The decrease of nearly one-third in VA- and HA-guaranteed and 
insured mortgages during 1956 as compared to 1955, occurred at the 
same time that housing starts fell off by about 15 percent. It has been 
argued that such a drop in housing starts was a healthy development 
after a long period of unusually heavy residential building construc- 
tion. Although postwar investment in housing was greater than at 
any previous period of equal duration, investment in mortgages was 
not quite as abnormal as it might seem. 

To evaluate the postwar boon: ii housing objectively, one must bear 
in mind that construction in the 1930’s and during the Second World 
War was abnormally low, creating a huge backlog of demand as a 
result of a steadily rising national income. 

You hear a great deal about this, that there has been so much done 
in the field of housing, but I think we should keep this in mind, that 
there is a tremendous need that nothing has been done about for the 
last two decades. 

Investment in capital goods, on the other hand, was unusually high 
during the war. This is something else I think is very important 
to remember, that we did build many plants during the war and the 
rate continued to remain high afterward. 

Considering the comparative neglect in housing credit until recent 
decades, the huge backlog of demand after World War II and the 
still existing state of dilapidation in many areas, the postwar funds 
going into residential housing seems by no means exorbitant. 

To argue that investment in housing has been excessive means in- 
deed very little taken by itself. A nation which uses much of its re- 
sources for luxury while perhaps 20 or 25 percent of its housing is 
dilapidated, hardly is spending too much for housing. If the Ameri- 
can people wanted it that way, that would be one thing. It seems to 
me, however, that they want housing very badly, but lack of organi- 
zation in the mortgage market keeps large volumes of potential funds 
from being invested in housing. Some of these funds are undoubtedly 
invested in Juxuries, not as a free alternative choice to housing by con- 
sumers but because producers of luxury goods are better able to com- 
pete for funds to finance their manufacture and make them available. 
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It is argued that mortgage credit is inflationary. The same could 
be said of any expenditure, for example, the 8 or 10 billion dollars 
which are being spent annually for advertising, much of which is prin- 
cipally concerned with making the American people dissatisfied with 
cars, refrigerators, TV sets, and so on, long before their full use has 
been enjoyed. In fact, the huge investment nec essary for changing 
the appearance of automobiles every other year can also be said to be 
inflationary, and so, too, the billions spent on liquor, tobacco, and some 
cosmetics. Notice I said “some.” So, too, is a large volume of lux- 
uries financed by consumer credit. 

Now I am not saying that people shouldn’t spend their money in this 
manner. I am pointing out that you can say it is inflationary also, 

Senator Crark. Can we agree that lipstick is a necessity, but some 
of the other things aren’t. 

Senator SparKMAN. Let me interrupt there just a moment. There 
is a live quorum call on, which means we are going to have to go to 
the floor. 

We have two other witnesses today. Let me ask them a question. 

Mr. Weitzer and Miss Childers, you are both here in town. Would 
it be convenient to come back in the morning? 

Mr. Werrzer. Yes. 

Senator SparKMAN. For both of you. 

Would you rather do that than finish this afternoon ? 

Mr. Werrzer. Whatever suits your convenience. I can be back 
here at 2:00 or 2: 15. 

Senator Srarkm, AN. If it makes no difference to you, suppose then 
we recess until 2 o’clock this afternoon. Would that be acceptable to 
you? 

Will both of you be back at that time? You will? Fine; then we 
will goahead. Do you want to complete before we go over ? 

Mr. McMurray. Whatever you want. I will come back this after- 
noon, Senator—whatever is best for you. 

Senator SparKMAN. Would that be inconvenient for you? 

Mr. McMorray. My convenience is yours. 

Senator Crark. If Mr. McMurray could conveniently come back, 
I personally would very much appreciate it. I don’t want to impose 
on him. 

Mr. McMorray. I would be delighted to come back. 

Senator Sparkman. Let me say this: I am not certain I can be 
here at 2 o’clock. I will if I can, but Senator Clark has offered to 
preside, and I hope that I may be here, at least for as much of it as 
possible. 

Then suppose we recess at this point until 2 o’clock this afternoon. 

(Whereupon, at 12:30 p. m., the subcommittee recessed, to reconvene 
at 2p. m., the same day.) 

AFTERNOON SESSION 


Senator Crark. The committee will be in order. Mr. McMurray, 
you may proceed. 

Mr. McMurray. To resume on the decline of VA and FHA mort- 
gages. 
~ During times of full employment or near full employment, the 
danger of inflation is always present. All expenditures add fuel to 
the fire, but so long as the Federal Reserve System and the Govern- 
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ment’s fiscal policy limit the overall amount of credit to a volume con- 
sistent with a relatively stable price level, it cannot be argued that 
housing is more inflationary than many other forms of capital invest- 

ment. As a matter of fact, because of the underutilized capacity of 
the housing industry, credit directed to making a fuller use of that 
capacity does not have as much inflationary effect as would credit 
directed to an industry which had little or no unused capacity, which 
is probably the case in the electronics industry, for example. 

The fact that there were some 1.4 million houses built in 1950 and 
approximately 1.3 million units 2 years ago would indicate that there 
must be existing unused capacity and existing human resources avail- 
able to continue at least at the rate of 1.3 million or 1.4 million units 
a year without any perceptible real inflationary effect. Certainly 
productivity must have increased in this field, and we know that many 
of the basic construction materials are in plentiful supply to enable 
amuch higher rate of construction than even the 1.4 million to which I 
have just referred. 

Conversely, in an industry that is faced with a shortage of material, 
and a shortage of skilled manpower, each dollar of credit directed to 
itresults in a competition between the various segments of the industry 
for the same material and the same human resources and this results 
in a bidding up proposition which is the kind of inflationary effect 
that we should be concerned about, since a dollar of credit directed to 
such an industry does not result in an increase in production so much as 
it results in a higher price for the same product. To be sure, the in- 
creasing price, even in the latter case, does bring about some increase 
in production, but not as much as it would if the dollar of credit were 
directed to an industry in which there was unused capacity or idle 
resources. 

Senator Crark. Mr. McMurray, we have had some testimony be- 
for this committee to the effect that a number of houses built by private 
speculative builders were not being sold readily, that they are having 
trouble getting rid of them. I wonder if you have run into any of 
that in New York State. 

Mr. McMorray. As far as I know, most of the housing construction 
that is underway is being sold. It is true that they probably are not 
selling the houses as rapidly. Once they used to sell them before they 
even started to build. But now people are buying the houses to a 
greater extent after they are completed. Of course the builder, think- 
ing back to the days of shortage, might be complaining. But I don’t 
see any builders in our State going into bankr uptey, nor do I see them 
cutting down their prices very much from what they originally put 
them on the market for. So I think there is still a fair ly good effective 
demand for houses, even at the prices they are asking. 

Senator Ciark. Do you think price has been a factor in this lack of 
eagerness which your testimony indicated exists at least on the part 
of buyers ? 

Mr. McMurray. Yes, sir, very definitely. I noticed in the New 
York Times yesterday, in the real-estate section, I believe, a piece that 
indicated that there are very few houses being built in New York 
State that sell for less than $15,000. In fact most of the houses being 


built by the speculative builder run in the category from $17,000 to 
$22,000. 
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Senator Ciark. Is that true even upstate ? 

Mr. McMurray. Upstate it is generally true, too. Actually there 
are more houses proportionately speaking at low er prices. In some 
of our upstate cities, like Utica and Syracuse, in the suburbs of other 
cities you can get some houses for $13 4000 or $14,000, but there are not 
very many of these. What they are doing i is concentrating in the class 
pretty much of $20,000. 

Senator CLARK. "Are you getting much new housing built within the 
city limits of cities of New York State as distinguished from the 
suburban areas ¢ 

Mr. McMorray. Excluding New York City—where there is not 
very much taking place within the city, that is, of small residential 
housing—to some extent; yes. And it ‘depends a lot upon the city 
Some cities have a larger area than others. Extending our cities’ 
boundaries realistically is one of the things that someday someone 
will have to do something about. Ever ybody talks about it. It in- 
volves not only tax revenue, but our whole housing picture. Our 
cities are too small for their own proper functioning. And they have 
no room for growth. In our cities with larger areas they do locate 
within the cities. For example, Buffalo has a pretty good area, and 
therefore you expect to see some housing being built within Buffalo, 
and you do. 

Senator Ciark. I wonder if you would agree that the amount of 

vacant land within the city limits has a very real effect on whether you 
are getting new houses built or not. 

Mr. McMorray. That is right. Vacant land is a factor. And I 
would like to make this observation. I would guess—and this, I think, 
would be a very interesting study—in fact, in discussing this with 
the Housing and Home Finance Agency, there was talk about making 
a research study in our own State, on the increase in land prices. And 
the builders in Long Island particularly, and I would say generally 
around the county, have done a pretty good job of giving people more 
housing value for their money. What has happened, though, is that 
this increased value that they give has been detracted from by the in- 
creased price of land. And land has become an ever-increasing heavy 
part of the cost of modern housing. And I think here is some place 
where the Government can function. 

I do not advocate this, but it would be worth studying. 

I had the pleasure this year of having made a trip to Europe study- 
ing housing for the aged. And on my way back, I stopped at the 
land of my forefathers, Ireland, and it is ver y interesting to see what 
they do. They allow the cities in effect to subdivide and develop a 
property. Then they lease the land to the builder, or to the owner, if 
he builds for himself, thus saving the homeowner a capital expenditure 
for land. And the city develops their city properly, not like we do 
in many of our cities, letting one builder build out here in one sec- 
tion and another builder build in another distantly separated section 
of the city, thus creating all the communitv facilities problems that 
we are presently confronted with. 

They develop a piece of land, and then they lease it. 

And then, of course, they have another gadget where the Goverr- 
ment will make loans. And then there is also a contribution by the 
National Government, which is matched by the local government, as 
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part of the downpayment. So that you actually have private home- 
ownership being subsidized by government. 

But as one of the difficulties that we are confronted with, it behooves 
us to look at this and see what we can clo to overcome it. 

Many of the builders I have talked with a few years ago counted on 
making a profit on the land. Now they would be very happy if they 
could just make the profit on the building. 

Senator Crark. This isin Ireland, or are you back home again ? 

Mr. McMurray. I jumped to the United States quickly. 

Senator Ciark. Do they do much in financing in Ireland on mort- 
gages? Do they finance the construction of a home with the mortgage, 
the way we do here? 

Mr. McMurray. I did not get into it as much as I should have, but 
if you are speaking of the Government, the Government does make 
mortgage loans, and it also encourages private banking to make the 
loans. I might note incidentally that Dublin, for ex ample, last year, 
had a rate of construction—they were going to build 4,000 units. It 
has a population of 400,000. In other words, if we were building 
in the United States at the rate the city of Dublin was, we would be 
building at about, as I remember, 1.7 million units a year. 

Senator Ciarx. I was asking because I wondered if you knew the 

maturity of the mortgages, the length of the mortgages in Ireland. 

Mr. McMurray. They are very long. I cannot quite recall, but as 
I recall it—in fact, all through Europe a 50-year loan is not considered 
long. 

Senator Crank. We have had some testimony that they go as high as 
100 years in Sweden. I was over in Ireland last summer myself, 
and it did seem to me the new construction over there has been pretty 
well built. And we might well give some thought as to whether our 
traditional thinking about the term of the mortgage here was not a 
little too conservative. 

Mr. McMorray. I think so. 

To resume my statement: When the total volume of credit is lim- 
ited, however, as it must be, the various sectors of the economy, such 
as producers, consumers, homeowners, farmers, and so forth, will be 
assured a more equitable share if they are properly represented in our 
eredit and banking system. It is for this reason that the existence of 
the Federal Home Loan Bank System is potentially of great value. 
It can play a significant role in giving the American people better 
housing by utilizing private funds. 

If the allocation of credit were left entirely to the Federal Reserve 
System and the commercial banks, the results would inevitably be 
arbitrary. There is no better assurance that the distribution of credit, 
and hence the allocation of our resources—and this goes back to your 
question this morning, Senator Clark—will be more equitable, than 
the existence of several agencies, such as the Federal Reserve System, 
the Federal Home Loan Bank System, the stock exchanges and FNMA, 
each servicing a major segment of our economy. 


AN EVALUATION OF THE FHLBS AND FNMA 


Just as the stock exchanges cannot and do not provide a secondary 

market for mortgages, the Federal Reserve System does not function 

as a central bank for mortgage credit. It is evident that the liquidity 
90300—57——56 
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and credit-creating functions of the Federal Reserve System make 
the commercial banks stronger and more flexible. This is of great 
value to the industries depending upon them for they are no longer 
handicapped by the rigidities inherent in the old banking system cre- 
ated by the National Bank Act of 1863. 

By 1930 it was obvious that the institutions specalizing in mortgage 
lending were handicapped by not belonging to a reserve system which 
could provide them with emergency liquidity and expansion credit, 
In answer to this problem, the Congress enacted in 1932 a law which 
created the Federal Home Loan Bank System. The Federal home- 
loan banks provide their members, chiefly the savings and loan associ- 
ations, with emergency credit and funds which these can borrow for 
investment purposes. The Federal Home Loan Bank System gets its 
funds from members’ deposits, members’ stock purchases, and from the 
sale of its own obligations. The System also has a line of credit of $1 
billion with the Treasury. 

The creation of the Federal home-loan banks made a more equitable 
allocation of credit possible. But up to now the Federal Home Loan 
Bank System has adopted a rather passive role. The act creating 
the System encouraged interbank lending as a means of transferring 
funds fr om areas with surplus savings to areas experiencing a short- 
age of savings. Yet on December 31, , 1956, the total of such interbank 
lending was exactly zero. The record of the System in regard to mort- 
gage expansion is actually negative. On December 31, 1956, mem- 
bers’ deposits in the System totaled $683 million and capital stock 
contributions equaled $607 million, or a total of $1,290 million of 
members’ funds. Their total advances to members came to $1,228 
million. The System had $963 million of its own obligations outstand- 
ing on that date, but this was more than offset by $1,000 million in- 
vested in Government bonds. From this record it would appear that 
the System had been created for the purpose of drawing funds from its 
members, to be invested in United States bonds. It could at least set 
up some pooled account or secondary mortgage operation of its own 
to help its member organizations. The same question might be di- 
rected to the Federal Savings and Loan Insurance Corporation which 
has all its assets in governments. 

Senator Crark. Mr. Me ‘Murray, have you any idea what the aver- 
age interest rate on that $963 million of the obligation is to the Federal 
Home Loan Bank System ? 

Mr. McMvrray. It certainly would be much less than 3 percent, 
because I am sure that they have some of the old bonds, some of them 
at less than 2 percent, probably. But it can easily be ascertained. 

Senator Crark. Will you suggest, as you go ahead, whether to 
change this legislation. 

Mr. McMurray. Yes; I make some suggestions. They may or may 
not involve legislative changes. 

This is very important though, because here is the Home Loan Bank 
System, which was created in 1932 for this very purpose, and actually 
having a negative effect. And then we throw up our hands and say 
what happened to mortgage lending. What can we expect when the 
one organization that has a responsibility under the law to do some- 
thing has a negative approach to it. 

Senator Crark. In other words, this System, as T understand you— 
and I am no expert in this—was set up for the purpose of assisting In 
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the financing and the acquisition of homes by the American people, 
and it is being used today for the purpose of assisting the United 
States Treasury y in financing the sale of United States bonds. Is that 
about what it boils down to? 

Mr. McMurray. To put it bluntly; yes, sir. Although in all these 
things we must approach it in a balanced w ay. And, 1 would say, of 
course they should have some of their funds ‘invested in Government 
bonds. It seems to me, looking back at the policy of the home-loan 
bank, they have looked at their function mainly from the point of view 
of safeguarding their funds, not realizing that the *y have this, what I 
would call, dynamic function, which they have completely overlooked. 

In view of the great unrequited demand for housing in this country, 
the lack of a dynamic policy on the part of the Federal Home Loan 
Bank System is regrettable. Needless to say, an institution with re- 
sponsibility to the public must plan its operations in such a way that 
it does not conflict with overall public policy. 

In other words, the Home Loan ae Board is part of the whole 
government machinery. I suppose I should put a footnote in here. 
There are two very distinguished members on that Board whom I have 
very high regard for, and this is not intended as a criticism of them. 

During inflationary periods, when credit is generally tightened, the 
Federal Home Loan Bank System must also apply some brakes. The 
record of the System indicates that it was in reverse as far as any con- 
structive policy in respect to mortgage credit expansion was concerned. 
In a country in which the supply of luxuries is as abundant as it is in 
the United States, and in which housing is still considerably below 
minimum requirements for decent living, such a policy is not de- 
fensible. 

Senator Crark. Mr. McMurray, I think one of the conventional 
answers to what you say, as I recall the testimony, has been that the 
volume of mortgage credit, that is, mortgages outstanding, is at an all- 
time high; that “dow npayments have been drastic: ally cut; and that we 
have perhaps an almost dangerous amount of mortgage credit out- 
standing now in comparison with past standards. 

What would you care to comment on that ? 

Mr. McMurray. Well, in 1 or 2 sentences you have eloquently stated 
their arguments. 

Senator Ciark. I am trying to find some answers to them. 

Mr. McMurray. We pointed out this morning, in our discussion, the 
great need. We pointed out, I believe, that there were 15 million hous- 
ing units needed in the United States today. We pointed out that in 
New York State, depending on varying assumptions as to what kind 
of houses you should replace, the need right now is from over 300,000 
to1.2 million. We pointed out that during the depression there was 
very little housing built. We pointed out that during the war period 
agam there was very little housing built. 

Now incomes have increased. Standards of living have increased. 

We also recall that during the same period of the forties, capital 
goods industries expanded tremendously, and they continued to expand 
after the war. 

In other words, the one segment of our whole economy that did not 
really get going was the housing industry. It sort of got going in 
about 1947, and then it had a little spurt up until 1950. And lo and 
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behold, then came the Korean war, when we again had to cut back 
And then it took time—because housing is not like any other industry, 
It takes time to get going. And therefore, we have Jost a Jot of time. 

At the same time, the post-World War I babies had created a great 
demand for housing. We also know that the number of larger fam- 
ilies has increased tremendously. 

Looking at 1951—and you have one of the housing experts of the 
Census Bureau, Carl Coan, now on your staff—the number of three. 
children families increased from 1940 to 1951 by over 110 percent, if 
I recall correctly. And the number of four-children families increased 
by something a little above that. 

So that not only did the demand increase, but also the composition 
of that demand. So that people who had 2-bedroom houses new 
needed 3- and 4-bedroom houses. 

Then you had on top of this the shift from the city to the suburbs 
and from the country to the cities and to the suburbs. 

So this was truly a dynamic America. And to talk about an over- 
building in this situation just does not make very much sense. It cer- 
tainly does not make very much social sense. 

Senator CrarK. All right. I agree with you on that. But then 
they will come back at you and say that when you and I were younger, 
the conventional financing of a mortgage was maybe 60 percent—you 
might get a little, if you are lucky, on a second mortgage, but you had 
to make a substantial downpayment. Now they say you have got 
the situation where the maturity of the mortgage is stretched out far 
longer than it used to be before World War II; the downpayments 
have been cut drastically; you may have even a slight recession, and if 
a number of these people lose their jobs, vou are going to have a great 
flood of foreclosures on the market, and the Home Loan Bank is going 
to need every nickel it has of Government bonds in order to maintain 
its liquidity. 

How are we going to answer that ? 

Mr. McMorray. I would say if we would have a recession, we 
would have some difficulties. But I think that the best insurance 
against that thing happening, a recession or depression, is to continue 
to build up for the average person a propensity to consume, and to 
maintain a high standard of living. And once you get people into 
better housing, you do the most important thing you can for raising 
the standard of living, because other demands start to increase and 
the propensity to consume increases. ail 

And I would say aside from the fact that we have many built-in 
cushions in our economy today—social] security, unemployment in- 
surance, the safeguards of the FDIC, the Federal Savings and Loan 
Insurance—all these things are cushions—the possibility of a depres- 
sion coming is very remote indeed. And not only that, but if we look 
at. the prices, or the average price that an FHA house was bought 
for.’and see how much it is worth today, and then remembering ™ 
the backeround what the national debt is, and so on, IT would say that 
we have little to worry about. od : 

In fact. T think if you sat here, Senator Clark, when T did, in 1941 
and 1948. you would have heard these arguments about what things 
would come if they reduced downpayments. Then it was a 20-percent 
downpayment. T know you would be forced off the stand by the 
storm some members of this committee would have created if you 
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advocated 5 percent downpayment at that time, because this would, 
they would claim, bring about the very things that the argument you 
quoted hypothesizes. 

As a matter of fact, the best argument is that we have reduced 
downpayments and stretched out the mortgage term, and we have 
done it successfully. And we have created a higher standard of living 
in America that way and a greater potential demand for housing than 
by approaching it from a conservative policy, taking a narrow view 
of it, saying we should not build so much now because we want to 
sustain the demand. The best way of increasing the demand for houses 
isto produce more houses, it seems our history teaches. 

Senator Ciark. And while we may be in the late twenties politically 
and socially, we are not there economically, in your judgment, 

Mr. Mc Mur RAY. Correct, sir. 

The Federal National Mor tyage Association was originally con- 
ceived as an institution for making a market for FHA-insured loans 
and to bring confidence to that market. It entered the market as a 
buyer when the private demand was reluctant and sold mortgages 
at a premium when the demand for mortgages by private institutions 
became active. Strictly speaking, however, its functions as a sec- 
ondary market are greatly limited since it can only deal in mortgages 
of a very restricted type and can only purchase mortgages held by 
original lenders. Mortgages insured before 1951 are no longer eligible, 
and eligible mortgages include such conditions as minimum size— 
$5, 000—and minimum unexpired terms—10 years. These qualifica- 
tions and others greatly restrict the ability of FNMA to provide 
liquidity for the mortgage market. 

I have already referred to this lack of liquidity and have indicated 
how it leads to higher mortgage rates than would be the case if an 
effective secondary “market existed. This in turn has made the below 
market rates of VA and FHA guaranteed mortgages unattractive to 
potential investors in mortgages, resulting in FNMA’s inability to 
sel] the mortgages it has pure hased. 

In the followi ing table I indicate the purchase and sale over several 
years. 

FNMA: Home-financing activity, 1950-56—Amount of totals 
{In millions of dollars] 


| 
Amount of Amount of 
purchases sales 


195]... 677.3 | 111.0 
1962... 537. 55.9 
tiie & én ‘ ech ‘ $a66s 542. 5 | 213. 
Se bes<s00 as , = 614. 515. 
1955... dita baa , 411. 60. 
1956. . . ; 3 secintncatedsl ‘ 1 499, 114.6 


| 
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11st 11 months. 
Source: Federal National Mortgage Association, HH FA. 


Senator Crark. How much of that, in your judgment, is due to the 
interest rate ? 

Mr, McMurray. Well, the point I am making is that the unor- 
ganized mortgage market restricts the market and, therefore, reduces 
the flow of funds into the mor teage market, and, restr icting the funds, 
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the interest rates go up. So that what I am saying is, to answer your 
question, sir, it is all because of the interest rate. 

But I say—and I will develop that—as you get a good organization, 
you start to bring funds in that are not there now, and that will 
have a tendency to bring your mortgage interest rates down. And 
the point I am making is that, if you really want to solve the problem, 
and really get the mortgage market working in some way, and not 
every year have to pull this string and make this kind of a legislative 
effort, then you have to get down to it and really get the central 
mortgage organization operating. And I think it is about time that 
Congress faces up to this—and I will develop what I think the Con- 
gress should do. 

Senator Crark. Let me see if I understand you. You think we 
have got to create a new pool of credit for mortgages. 

Mr. McMurray. I would say an enlarged pool. 

Senator Crark. You are going to tell us how you think we can do it, 

Mr. McMurray. I will indicate. It is not as easily done as said. 

Asa result, FNMA’s power to operate depends to a large extent on 
0 resources made available to it by the Congress and the obligations 

san float in consequence. Although even such limited functions have 
ven of great help in recent months, they are not a substitute for a true 
secondary market capable of making mortgages relatively liquid, 
which is a prerequisite for making them attractive to the nonbanking 
investor. 

A secondary market, to operate properly, must of necessity be a 
free market. The Federal Reserve System provides such a mar ‘ket for 
commercial-bank credit. In fact, an effective secondary market for 
mortgage credit resembling the Federal Reserve System could be 
created by joint use of the powers of the FHLBS and FNMA. Be- 
fore this is possible, however, FNMA would have to be reorganized as 
a permanent institution, with some of its present cumbersome restric- 
tions removed. 

Together the FHLB and FNMA could buy and sell mortgage loans 
and make advances secured by mortgage paper. I might say right 
there one of the things this committee could do that would be most 
worthwhile in the interim—I know the committee is busy and the staff 
is busy—but the lack of unifor mity in mortgage paper, and the dif- 
ferent requirements under the various State laws on foreclosure, and 
so forth, should be reduced. I think that every State would cooperate 
with the committee in doing something about it. Certainly, I can 
speak for the State of New York. We would be very happy, and I 
am sure that most of the banks and institutions would be very happy, 
to cooperate with the committee in sitting down together and work- 
ing out some recommendation for uniformity. This is another thing 
that would greatly facilitate the mortgage c redit system, and I think 
it needs to be done if we are going to do the rest of the things I 
suggest. 

Properly organized, such an operation could provide for the hous- 
ing industry what the Federal Reserve System provides for commer- 
cial banks. FNMA would thus bring uniformity to the mortgage mat- 
ket and, operating under true market conditions, it would bring to the 
housing market funds from many sources, including pension funds, 
State and local government retirement funds, and union welfare funds. 
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While I think of it, we find there is a great deal of talk about this 
free-money market. Yet examine almost any of the various Govern- 
ment reserve funds and inbuilt in them there are requirements to in- 
vest in Governments. For example, the unemployment insurance fund 
has all its money invested in Governments. Now, why should it all be 
invested in Governments! ‘The insurance companies do not. The 
other banks do not. If our money system is free, why should the var- 
jous Government funds not have the freedom to invest where it is best 
for them to invest, with proper safeguards. 

But the point I am making is that there are built into our system 
certain restrictions that hurt the housing credit system.. I think that 
if you want to make those restrictions, “all right. But do not let us 


kid ourselves that there is this free market. “That is a favored mar- 
ket for Treasury bonds, in some cases, and also for other kinds of 
paper. 


One other thing. The public-housing agency has a regulation—you 
know authorities have to build up reserves for improvement, repair, 
and replacement, and I find that the Federal Government requires 
that they invest in Treasury notes and commercial paper. Some of 
the reserves for repairs—changing a roof, for example—are as much 
as 30 years. In looking at the program I recommended to our legis- 
lature—it passed the assembly in New York State the other day, al- 
though it did not, unfortunately, pass the house—I recommended al- 
lowing the commissioner of housing to pool these funds so as to invest 
them in mortgages. 

It seems to me if we could take some percentage of the combined 
reserves of housing authorities and invest them in mortgages, we 
would greatly fae ‘ilitate the flow of housing credit. 

These are the things that the committee might very well look at: 
Some of the huge Government reserves and how they are invested. 

Senator Ciark. I personally could not agree with you more, but I 
think we will be met with the : argument from the administration that 
all that will do will be to require the Treasury to go out and dispose 
of its bonds in the open market, through the banks, rather than with 
these special funds and home-loan bank and national service life in- 
surance, and that that is just going to result in a very large additional 
volume of Federal credit hitting the market, and will defeat the very 
anti-inflationary purpose whic h the present tight-money policy is in- 
tended to achieve. 

Mr. McMurray. It might be the case. The only point I am making 
is that they wave the flag of freedom for this free market of Treas- 
uries, and I just say it is not free—that is all. Then I say—then 
what do you want todo. Imean does the Congress want to make some 
decisions on this or not. That is all. I am just calling it to your 
attention that this exists. Maybe you want to let it go that way. 
And I say there might very well be some good arguments for it. But 
do not kid the American people that there is a free money market. 
There isn’t. 

Senator Ciark. I would like to make this observation for the record 
right here. Director Martin of the Federal Reserve System told this 
committee that there was no free money market, that it is a managed 
money market, and he manages it. And I thought that was a very 
important statement of position. And he also said that if the Congress 











876 HOUSING AMENDMENTS OF 1957 


gave him some directive as to how they would like it managed, he 
would be glad to comply. And I think you are leading us now in "the 
direction where perhaps we could persuade the Congress to give him 
that kind of directive without completely unbalancing all of his other 
regulatory procedures. 

Mr. McMurray. In addition to providing greater liquidity for nor. 

mal expansion purposes and during periods of crises, such an organiza- 
tion would help prevent serious fluctuations in the mortgage market 
and lead to a better geographic distribution of mortgage funds. The 
broader the market, the less fluctuation there is. That goes back, 
in part, to answer your previous question about the possibility of a 
recession. 

As one of the cosponsors of the bill to set up the Home Loan Bank 
Board, along with the late Senator Vandenberg, and the author of the 
National Housing Act under which the FHA insurance program was 
initiated, the late Senator Wagner of New York—who it was my honor 
to serve as administrative assistant—who was a member of this com- 
mittee and at one time its chairman, introduced a bill attempting to 
organize a central mortgage bank in 1939. The bill provided a capital 
of $1 billion in the form of stock sold to the Treasur y, member banks 
of the Federal Reserve System, States and political subdivisions, in- 
dividuals and firms. The bank was to be empowered to function asa 
lender of last resort by buying mortgages from individuals, firms, 
funds, and banking institutions. The bank would have been author- 
ized to issue its own obligations up to 12 times the value of its capital 
and surplus—in other words $12 billion. 

I would recommend that it would be most worthwhile for the com- 
mittee during the recess of Congress to give careful and comprehensive 
study to setting up an adequate secondary mortgage organization to 
increase the effectiveness of the residential mortgage market. This 
would undoubtedly include improvement of the HLBS and FNMA, 
and possibly use some adaptation of the proposals of Senator Wagner 
and Senator Sparkman. Incidentally, I believe, Mr. Chairman, that 
the roundtable held on the private secondary mortgage bill was the 
first roundtable-type conference by a congressional committee, back in 
1950. It has been widely adopted since that time. 

Senator Ciarx. Mr. McMurray, are you familiar with S, 1694, in- 
troduced by myself and eight cosponsors, which provides for housing 
for moderate-income families and elderly people, and calls for the 
creation of a National Mortgage Corporation ? 

Mr. McMorray. I know about it. I do not want to use the word 
“familiar.” I am acquainted with it, and I know some of its pro- 
visions. 

Senator CrarK. I realize that does not go as far as you have just in- 
dicated, but is that legislation along the general lines you are speaking 
of now ? 

Mr. McMvrray. I would say, Senator, what you have done is some- 
thing that is an interim measure. I would like to see where we get 
our system so organized that it can function rather freely for the same 
purpose. What you have done, as I recall it, is provide that loans 
ean be made at the rate of 4 percent, and that would be financed by 
FNMA. Isthat it? 

Senator Crark. That is the Sparkman bill. 
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Mr. McMorray. Isee. I’m sorry. 

Senator Ciark. Mine goes further and calls for a new and separate 
corporation with a lending authority of a billion dollars. 

Mr. McMurray. Oh, I know. 

Senator Ciark. It is like the Lehman bill. 

Mr. McMorray. It is like the bill Senator Sparkman introduced in 
1950. I would say that this is a specific way of getting at a specific 
problem of taking care of middle-income families. And I think that 
since I am indicati ing to this committee to study the organization of a 
central mortgage facility—because it is a very complicated problem, 
and you just cannot set it up just like this—it requires a lot of study, 
something akin to the study that Senator Robertson made on the 
banking laws. It requires a lot of careful study and work. 

But I say in the interim there is such a tremendous need for help 
at different levels—I would say that measure you refer to is an ex- 
cellent means of doing this. 

I would like to see us solve it in a more basic way, in a freer way, 
if it can be done. 

Senator CuarK. I would like to point out for the record that this 
bill of mine is nothing new. It has been presented to the Congress for 
a number of years. It has some new features. But it is not as if we 
were throwing something brandnew into the pot which has not been 
studied before. 

Mr. McMurray. This committee reported that bill or a similar 
bill out in 1951, and as I recall, had the votes of some 38 United States 
Senators. So that it is one that has been subject to a severe test al- 
ready. Senator, there is nothing new, I have found. 

I might say that the first roundtable conference, I think, that any 
congressional committee ever underteok was on this secondary mort- 
gage bill, which this committee considered under Senator Sparkman, 
and that, plus Senator Wagner’s, I say, deserves some study in connec- 
tion with this whole solution to the problem. 

I think it would be well worth while to consider how to encourage 
the savings banks that exist in my State and 16 other States—I believe 
in your own State, Senator Clark—to take advantage of the home- 
loan bank system or to amend the home-loan bank law or reor ganize it 
in such a way that its use would be made more attractive to them. 
Perhaps then the committee would come out with a reorganized and 
expanded home-loan bank organization, including the functions of a 
less restrictive and expanded FNMA, possibly the functions and ob- 
jectives of the Wagner and Sparkman proposals, with provision for 
greater use by all the mortgage lending institutions. 

Senator Ciark. In effect, are you suggesting that we try to put 
FNMA and the home-loan bank system together ? 

Mr. McMvrray. At this point ‘I am not saying that they should or 
should not be. I am saying that the committee should look at the 
functions of each, in terms of what the problem is, and determine that 
that is one possible solution. Or it might be better to keep them 
separate. But I do not think you should consider the change of one 
without considering the change of the other, because they are both 
designed to a large extent for the same purpose. And I think it is 
about time that the committee looked at it from a long-range objective 
and with this purpose in mind—and I think that the resultant organ- 
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ization would have a tendency to attract a lot more funds into the 
mortgage market, promote much greater liquidity, and you would have 
a full-fledged mortgage credit system operating in competition, to 
some extent, with the other sectors of our American economy. 

Senator CiarK. I know you are about to go to another subject, which 
is why I want to ask you this question now. 

As I understand it, you do not think there is a satisfactory secondary 
mortgage market in the United States today. 

Mr. McMurray. That is correct, sir. 

Senator Crark. Despite the fact that we have two agencies, the 
Federal home-loan bank and FNMA, which are supposed to be giving 
us that secondary mortgage market. 

Mr. McMurray. That is right. 

Senator CrarKk. Do you think those failures are primarily due to 
inadequate legislative authority, or do you think it is the administra- 
tive policies which are causing the difficulty, or do you think it is 
both ? 

Mr. McMurray. I would say that like everything else we do not 
realize what a problem is sometimes until it hits us in the face. And 
we are sort of being hit in the face with the housing mortgage credit 
problem now, especially in the last couple of years, more than we have 
been. 

For example, when the Federal Reserve was set up in 1913, as I 
pointed out, and no one thought of including mortgage credit into 
the system. The rich man in town made a loan to the poorer fellow 
and that is how the mortgage system pretty much operated. But now 
it is a big matter, and it should be treated that way. I would say that 
there is a great potential power in the Federal home-loan bank to do 
a great deal which it has not done, without changing a single comma 
in the legislation. 

I would say that on FNMA it has always been a shot-in-the-arm 
proposition. The Congress has never looked at it as—except possibly 
in the Housing Act of 1954, with the idea that this was something 
permanent. In 1954 they changed it from the governmentally oper- 
ated system to a quasi-public, or, if you will, ultimately a private-oper- 
ation system. And frankly I do not think that has worked out too 
well. 

Senator Crark. In my judgment it has been a pretty bad failure, 
because the end result was to lead the administrators of FNMA to 
believe their primary object in life was to make a profit, and they have 
not served the secondary mortgage market. 

Mr. McMorray. It has followed the market, rather than led the 
market. So I think an Administrator can do a great deal. But I 
would not say the Administrator—after all, the administrators are 
people who work together as a team, the whole administration, and this 
administration’s approach to the subject, I would say, is different than 
the approach another administration might have taken to it. 

Senator Crark. Mr. McMurray, there is some sentiment in this com- 
mittee—I do not know how much—for turning the clock back on 
FNMA and requiring it to make purchases at par, and low interest, 
and to eliminate this moneymaking feature. How do you react to 
that? 

Mr. McMurray. There is some money being held by it that now—— 
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Senator Ciark. Would it be drastic or would it just go back to 
where we were before 1954? 

Mr. McMurray. There is some money being held by it that now 
belongs to private people and so on. You would have to go back to 
that—plus actually the direct-loan feature—the advance commitment 
feature of the F NMA was never ver y large, and it would be pretty 
jarge right now if you intended to do some of the things I understand 
you are ti ulking about. 

I would say that there is much to be said for going back. Actually, 
I would like to see the committee—I hesitate sometimes to say wnat 
you should do, because it is so complicated—but I would say that this 
whole subject, we know enough now about it that if we really would 
make a thorough study of this whole business, I think that you would 
come out with something much better. 

In other words, if you resort to more shots in the arm now, you in- 
build certain situations that you have to unbuild. I am interested in 
the future, and not simply w hat happens next year. And I know that 
that is true of all the Members of the Congress. And I think that it 
would be wise to take care of some of the immedi ite needs in the next 
year, and then undertake a thorough study within the year. And 
I think it can be done, and I think you can come out with some very 
excellent organization for a secondary mortgage market. And I think 
that you would have to make some interim provision for some direct 
lending program. But Pg e up to it honestly, and do not say that this 
is private enterprise. Say frankly “We, the Congress, feel that this 
program needs to be carried on, and we are going to do something 
about it.” 

That has been the history of all legislation. Congress has acted in 
every field by direct means and has freque ntly used credit to do it. So 
I do not see what is so unusual about it in this field. 

Senator Ciark. You say a direct kind of program. You mean 
direct Federal lending; do you not? 

Mr. McMurray. Well, I would say, for example, if you want to 
promote rental housing in the city of Phil: adelphia, I fr ankly do not 
understand how you can get rents down to $20 per room per month 
without some direct mechanism. Now, if you do not want to do that, 
that is all right. But if you say there is a need for rental housing at 
$20 per month per room, knowing what the costs are, then you have 
toresort to a more direct means of doing it. 

I think to the extent that you m: ake use of private enterprise, and 
private-enterprise techniques, to that extent it is less expensive for 
the Government. I think it is not wise for the Government to get 
itself too much involved in these things, and that they should utilize 
the existing system to the maximum extent. 

And I would say, therefore, a system of making loans—for example, 
I would not think that the FNMA would have to even service the 
loan. FNMA might say “We will allocate so much”—in effect, they 
would not do it exactly this way—“so many million dollars to this 
area, and banks can make the loans,” and they will make the loans 
at 4 percent if they meet these criteria for rental, and so on. And 
let the banks do it. Because why build up another organization in 
the Government to do that very thing? 

And incidentally, as long as you can do that, you take advantage 
of the know-how of American industry to supervise the operation 
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of it, and it is a lot less expensive to draw on other persons’ experi- 
ence than to try to develop new civil servants who can do the same 
job. 

Senator Ciark. I would like to have the record indicate as clearly 
and with as little confusion as possible just what your recommenda- 
tion along these lines is. We were talking about something direct a 
minute ago, and I asked you if you meant direct Federal loans, and 
I am not sure whether I understand whether you did or not, 

Mr. McMurray. I meant direct Government loans; yes, sir. But 
I simply said because it is a direct Government loan, it does not have 
to be made, and you do not have to make application to the Govern- 
ment. You can use existing facilities to do it. 

Senator Cuark. I understand. But those existing facilities would 
look to a Government guaranty. 

Mr. McMurray. They might look to the Government directly for 
the money. In other words, and I will mention this in connection 
with the Johnson bill— 

Senator CrarKk. So we will be perfectly clear, when you say direet 
Federal loan, you are not speaking in any sense of a subsidy, are you?! 
That is the Federal Government would get its money back, would it 
not ? 

Mr. McMovrray. That is right. What you are doing is giving them 
wholesale rates. 

Senator Ciark. That is right. 

Mr. McMurray. The Government can even make money on it, be- 
cause it gets its money less expensively than at the interest rate you 
would make the loans available. 

Senator Ciark. So this is not taking money away from Peter to 
give it to Paul. 

Mr. McMurray. No, sir. 


AN EVALUATION OF THE JOHNSON BILL 


As I have said, before mortgage credit can achieve the mature | 
level enjoyed by many other types of investments, an effective second- | 
ary market must be established. In the meantime, there is a danger, | 
however, that ground already gained in the field of housing might be 


lost, especially’ through the deterioration or disuse of Government 
guaranteed mortgages, which have enabled many Americans of modest 
means to improve their living conditions, and which should continue \ 
to doso for many more whose needs are still not satisfied. 
The remedies suggested or implied in my testimony can, unfortu- ( 
nately, not be achieved at once. In the meantime, the Government 
cannot afford to overlook the present mortgage market and ignore the Q 
serious blows suffered by its FHA and V A mortgage programs. To 
do this would be to retrogress to an earlier stage of economic develop- t 
ment. We would not approve of this elsewhere in the world, and we s 
cannot tolerate it at home. : 
Until the necessary changes which would provide an effective sec- a 
ondary market for housing can be executed, I believe the Congress 
would be well advised to enact legislation for the purpose of increasing t 
the availability of residential mortgage funds at least temporarily. ¢ 
I regard the bill before this committee—S. 726—in that light. | t 
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Your distinguished majority leader, the senior Senator from Texas, 
Lyndon Johnson, and the chairman of this subcommittee, the junior 
Senator from Alabama, John Sparkman, together with a number of 
other Senators, including the two able Senators from New York, 
Senators Ives and Javits, believe they have found an answer to this 
problem in the form of a bill now before this committee, S. 726. It 
proposes that 25 percent of the veterans’ insurance fund, or at this 
time an estimated $1.4 billion, be made available for direct mortgages 
to veterans. I suggest that the idea upon which the proposal is based 
js a good one for the reasons I have already suggested. 

The late and very beloved Senator from South Carolina, Burnet 
Maybank, under w hom I had the privilege to work when he was chair- 
man of this great committee, introduced a bill similar to that of 
Senator Johnson's in 1951, at a time when we were also experiencing a 
very difficult mortgage market situation. To divert additional funds 
to housing is justified in the light of present housing conditions, by the 
absence of a well- organized mortgage market and by the rapid ‘decline 
in the volume of FHA and VA mortgages. 

Governor Harriman, as you know, has expressed in numerous oc- 
casions his alarm at the serious cutback in the number of housing 
starts, not only in New York State, but throughout the Nation. W hile 
I have not submitted this testimony to Governor Harriman, I am 
testifying at his suggestion and he did ask me to express to this com- 
mittee his support of the Johnson bill. 

Because of the mortgage market conditions, it has been extremely 
difficult to obtain Veterans’ Administration mortgages, with the result 
that veterans who were entitled by law to benefit from the advantages 
of VA-insured mortgages could generally not obtain them. A veteran 
who waited too long, even though the law still entitled him to a VA 
mortgage, was simply out of luck. 

There are other factors, however, which must be examined in evalu- 
ating this bill. What is its effect on inflation? There are several 
possibilities, not forgetting my previous remarks on the degree of in- 
flation caused by directing credit to the housing industry as compared 
with directing it to some other segment of the economy. 

Suppose a ‘slight recession is anticipated in 1958 or 1959, for ex- 
ample. Then the passage of this bill now, while market rates are still 
high, will have a desirable contracyclical effect. There is a good reason 
why contracyclical funds should not all go into roads when housing 
needs are still very great. This is based on the assumption that the 
Government will try ‘to sell the $1. 4 billion in Government obligations, 
no longer held by the insurance fund under the bill, to other investors, 
and that the Federal Reserve System will make the necessary funds 
available for this purpose. Otherwise the Government can achieve 
the same thing by raising the yield on bonds which would cause a re- 
shifting of investment portfolios. This would mean that a double 
reallocation takes place. Government funds are shifted to housing, 
and consumer or producer funds or both are shifted to the Government. 

If this is done, then the effects of the bill would not be inflationary 
to any significant degree even if no recession is in sight. It 1s, of 
course, doubtful that the Federal Reserve System will force the Treas- 
ury to sell at higher yields, and therefore it may be concluded that 
in the absence of a very slight recession next year, the bill might have 
an inflationary effect. 
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Senator Cuark. We have had sMeetmeny from the Federal Reserve 
Board, the Comptroller General, and the HHF A, all opposing the 
Johnson bill. I am quoting from the testimony of Canby Balderson, 
of the Federal Reserve System, in which he says, 

The most likely result of the bill, therefore, would be to reduce the Supply of 
funds available to the private capital market and force interest rates to a higher 
level than would otherwise prevail. Even anticipation of a smaller amount of 
retirement of publicly held debt than is now budgeted, as a result of consideration 
of S. 726 and other bills of similar character, may produce some of this effect, 

He says that if the bill were enacted— 
the amount of additional funds available to veterans for home purchase would 
probably be less than the $1.4 billion of direct loans provided for in the bill, 
since the available amount to nongovernmental lenders would be reduced. 

What I cannot see is why it would be such an awful thing for them 
to have to go out and raise the rate and the yield on Government se- 
curities, thus increasing the “pool of savings,” which I think js so 
essential, and loosening ‘the market for housing needs, where the social 
need is very great. Do you see any objection to that shift ? 

Mr. McMurray. I certainly do not. And I do not think that if 
you look at it in a sti atic way, as they do, what they say is correct, 
But looking at it ina dynamic way, and realizing th: at when you di- 
rect credit to less effectively used resources and unused ¢ capacity— 
first of all, you do not get as much inflation—and also, let me give you 
an example. Supposing you allow veterans to buy homes at 414 per- 
cent interest. The administration assumes that that means that that 
takes away some business from some of the savings and loan asso- 
clations that are making loans at 514 percent. As a matter of fact, 
because of the price situation these people are out of the market, so 
they are not in the market and there is no competition. So actually, 
you are adding to the supply of mortgage credit. 

Now, to be sure, mortgage c ‘redit is in ¢ ompetit ion with Governmen 
eredit. And they are all competing for the same dollar. But tre 
they can say that this would reduce the supply of VA loans I am per 
fec tly unable to understand. 

Mr. Carrer. It says it would be less than the $1.4 billion. It would 
not be a simple transfer, a simple addition of $1.4 billion, because by 
accumulating the $1.4 billion, you would reduce some other portion 
which might go to private. 

Mr. McMurray. Well, you might reduce in part some of the funds 
that are going to the motor industry, for example, in terms of credit. 
You might reduce some going to—I won’t say the lipstick manufae- 
turers, but let me say the ale ohol manufacturers. 

Senator CLark. You might even say color television. 

Mr. McMurray. Yes, ths at is right. 

Senator Ciark. And, let’s whisper it—automobiles. 

Mr. McMurray. Yes. <A change that might make no difference in 
the speed or comfort with which you drive. So that these are all 
competing. And I am saying that there are some inbuilt preferences 
in our system directing funds to one industry rather than some other. 
And you, the Congress, look at the need and you look at the veteran, 
and you say “W hat can I do to help him that won’t hurt the economy 
very much?” And then you make this decision. I am saying it is a 
social decision that you are making. 
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Senator Crark. In other words, there is no reason why the Con- 
ress has to look at this thing from a completely amoral attitude. 

Mr. McMurray. If you look at it from a free market point of view, 
then you are necessar ily required to look at some of these other funds 
and say why should they be invested in Governments. What the ad- 
ministration does is make its case all one way—the wrong way. 

Senator Crark. Mr. Cole in opposing this bill has suggested that 
the problem could be pretty well solved if we just run the interest rate 
up on VA and FHA to 5 percent. How do you feel about that? 

Mr. McMurray. That would solve part of the problem. It would 
have a tendency to increase prices to some extent. You ration out 
people. To that extent you are not solving the problem for the fellow 
that needs a house. You seemingly solve it, because if he can afford 
to pay 5 percent plus a half point premium then that is all right, but 
you ration some people out of the market when you do that. And do 
not forget that FHA and VA interest rates are in competition with 
the Governments, and some of these people that are in Governments, 
that have invested in AAA corporates and others, might shift to the 
FHA and VA, which would increase the supply to some extent. Then 
the yields on Treasuries might go up a little bit because there would 
not be as much demand. And there would be some shift back to Gov- 
ermments. And as a result the whole level of interest rates might ge 
up further, and relatively, FHA and VA mortagages would be no 
better off. In other words, what I am trying to get across to the com- 
mittee is that you cannot talk of any one piece of the market. Every- 
thing you do to one part of it affects the other, and we have a pool of 
funds. That is what we are talking about. 

There are social decisions constantly being made with respect to 
this, because we do not have a free market, and I will refer to the 
Chairman of the Reserve Board’s testimony, because apparently he 
agrees with this from what you said. 

Senator Ciark. I agree with everything you say, but I would like 
to get back to Mr. ¢ ‘ole’s reasoning for a moment and see if we can tie 
itdown a little more closely. Would you agree with the statement that 
at the present time the price of a new house to a buyer in New York 
State is so high that a substantial segment of moderate-income fam- 
ilies are unable to acquire a new house / 

Mr. McMurray. Very definitely. 

Senator Crark. Would not the increase in interest r: ites, as recom- 
mended by Mr. Cole, merely price even more moderate-income fam- 
ilies out of the market ? 

Mr. McMurray. That is correct. I once estimated that a half per- 
cent is equivalent, for example, to an extra bedroom. 

Senator Crark. And would not the Johnson bill if enacted bring 
back into the market a number of moderate-income families who are 
hot now able to afford a house in New York State? 

Mr. McMurray. Very definitely. 

Senator Crank. Thank you, sir. 

Mr. McMurray. A third factor involved is the effect of this bill, tf 
enacted, on private mortgage sellers. There are several reasons a 
the effect would not be great. That is on the saving and loan institu- 
tions, the saving banks, ‘and some of the commerce ial banks. There are 
many areas in the country where veterans cannot obtain funds except 
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at a price too high for them. Therefore, many, perhaps most of these 
Government loans will not be in competition with private institutions, 
Private funds for housing are scarce today. Therefore, funds under 
the bill would be more of an addition to private funds than a substitute 
for them. 

The bill has other features which are also desirable in addition to 
enabling veterans to obtain housing, otherwise very likely denied to 
them, at present, out of their own fund. By increasing the present 
mortgage limit of VA loans from $10,000 to $14,000, the bill brings 
greater “realism to a housing market which has long been subject to 
rising costs of construction. 

Senator Criark. Is $14,000 high enough for New York State? 

Mr. McMvrray. I would say there are a lot of ver y deserving wpper 
middle income people who would not be able to benefit: if ‘it were 
$14,000, but in all these things I think you have to try and be practical 
about it. I would say that nationally $14.000 is a pretty good average 
figure, but the Administrator should have the power to set higher lin- 
its up to say $16,000 or $18,000 or whatever figure the committee may 
decide on and within which the Administrator would set different 
limits for different areas, ees on the cost of construction and 
average income of the veteran in the area. You cannot solve the whole 
problem. If we can solve a piece of ie problem, I would be happy. 

Senator CrarK. Do you subscribe to the rule of thumb that gener- 
ally speaking a family can afford a house which costs 214 times its 
annual income ? 

Mr. McMurray. I think that is a pretty good rule. It used to be 
two times. 

Senator Criark. So that a $5,000 a year family could afford a 
$12,500 house ? 

Mr. McMorray. That is right. I might say that I think that there 
are many cities in our land—New York C ity for one—-where a lot of 
people are not willing to spend as much of their income on housing as 
they should. I would say that if we are going to solve the problem 
we ought to do something about waking them up to what good housing 

can mean for them, and I think the Federal] Government and HHFA 
should carry out some kind of a campaign to educate people to what 
good housing will do for them and have them learn it is a good idea to 
spend something like one-fifth of their income for housing. If they 
did, we would solve a lot of other problems. It is not by any means 
all one sided. A lot of our consumers are guilty for their own plight 
as well as the people who usually get the blame. 

Senator Crark. Perhaps the reenactment of regulation W would 
help? 

Mr. McMorray. Well, after the report of the Federal Reserve— 

Senator Ciark. If you read it you are the only citizen in the United 
States of America outside the Board that did. 

Mr. McMurray. Insofar as its inflationary effects will for all prac- 
tical and realistic purposes not be of any signific: ‘ance, and since pri- 

vate housing cannot supply enough capital at present to improve this 
country’s dilapidated housing conditions, the passage of the bill is an 
important and necessary step in the right direction. I would say that 
the bill that you refer ‘to is in line with this same point of view. I 
could not study all the bills, so Governor Harriman particularly 
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wanted me to testify on this bill. That is why I have devoted my 
attention to this bill. 

Having given the committee my views on the economic and social 
implications of the bill, I should like to make a suggestion in respect 
to the operations of the mortgage part of the NSLI fund, should the 
bill be enacted into law. I believe that it would be wiser and in con- 
formity with the traditions of private enterprise under which we 
operate in this country to carry this program through and with the 
aid of existing private institutions, insofar as they will cooperate, 
which I take for granted. 

Since it would be less economical to organize new machinery for 
administering this program than to make use of existing facilities, I 
think the committee might want to investigate the merit of permitting 
mortgage institutions to carry out such functions as appraising, clos- 
ing, and servicing mortgages under the provisions of the fund. For 
this service they should be paid the prevailing fee of one half of 1 

reent. 

The bill provides for reverting to the Treasury any net earnings of 
the mortgage part of the fund, after due allowances for costs and loss 
reserves, which exceed the earnings of the remainder of the fund—3 
percent invested in Treasury notes. Simultaneously, the Treasury is 
to cover losses incurred as a result of mortgage defaults on related 
causes. Although the provisions seem fair to me, I should like to 
point out that the fund is currently subsidizing the Treasury, since 
the 3 percent earned by the fund presently is much less than the earn- 
ings of private insurance companies from assets invested in long-term 
Government obligations and private bonds. The committee may wish 
to consider the merit of freeing the fund, or at least that part used 
for mortgages, from its current responsibility of subsidizing the 
Treasury. 

Senator Crark. I am sure the Secretary of the Treasury will be 
shocked to know that he is being subsidized in a socialistic way like 
this. 

Mr. McMvrray. I wish to emphasize, however, that these are minor 
points and that they do not reduce the value of the general proposal, 
which in my opinion would fill a very important, and I hope tempo- 
rary, vacuum in the field of home financing. 

If I just may suggest one other thing, I wrote a letter to the chair- 
man of this committee last year, and to the Senators from New York, 
and pointed out that the housing notes put out by New York State 
can only be underwritten by the investment bankers, unlike the hous- 
ing notes of the Federal Government, and this limits the market for 
them. And we pay a higher rate by about 2 to 3 points for our New 
York State notes than the notes under the Federal program. In the 
Housing Act of 1949 they amended the Banking Act to take care of 
that. I would like to send a letter to the chairman of the committee 
and incorporate it at this point in the record, making some detailed 
statement on that point, because I do not think that the State of New 
York, which is trying very hard to do something on its own to take 
care of the low-rent housing needs of its people, should be discrimi- 
tated against in terms of paying higher rates than it would have to 
with a freer market, in terms of better underwriting facilities. 

(The following was received for the record :) 
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STATE OF NEW YorK, EXECUTIVE DEPARTMENT, 
DIVISION OF HOUSING, 
April 3, 1957. 
Hon. JOHN SPARKMAN, 
Chairman, Subcommittee on Housing, 
United States Senate Comunvittee on 
Banking and Currency, Washington, D.C. 

Dear SENATOR SPARKMAN: Referring to my testimony of yesterday before your 
subcommittee, I wish to clarify my statements regarding the competitive anq 
inequitable disadvantage the temporary financing of New York State-aided pup. 
lic-housing projects labor under as compared to federally-aided projects, 

The temporary financing (prior to the issuance of definitive bonds) of both 
types of projects is accomplished by the sale (by the local housing authorities 
building the projects) of short-term temporary loan notes. These temporary loan 
notes are direct obligations of the local housing authorities. Hach temporary 
loan note issued is secured by a written commitment (known as a requisition 
agreement) between the local housing authorities and the respective agencies 
(the New York State Division of Housing for State-aided projects and the Fed. 
eral Public Housing Administration for federally aided projects) wherein the 
agency agrees to lend the Authority a stipulated amount sufficient to pay the 
principal and interest on the authority’s temporary loan note issue prior to the 
maturity thereof. With respect to State-aided projects, these requisition agree. 
ment commitments pledge the full faith and credit of the State of New York 
and represent an unconditional obligation of the State, without recourse. 

The competitive, and inequitable disadvantage occurs in the marketing of 
the local housing authority temporary loan notes issued under the above plan, 
National banks are specifically authorized by law (par. Seventh of sec. 5136 of 
the Revised Statutes of the United States, 12 U. 8S. C. 24) to deal in temporary 
loan notes secured by requisition agreements entered into with the Federal Publie 
Housing Administration. This authorization does not, however, extend to tem. 
porary loan notes secured by requisition agreements entered into with States, 
National banks are thereby barred from bidding on temporary loan notes issued 
for State-aided projects. The bidding base for a temporary loan note issue fora 
State-aided project is therefore much narrower than that for a federally aided 
project. It is limited essentially to dealers in securities, whereas, for a federally 
aided project, the base is broadened to include national banks, as well as dealers 
in securities. 

The competitive, and inequitable, disadvantage because of the relatively narrow 
bidding base is reflected in the higher interest rates borne by the temporary loan 
note issues of State-aided projects, as documented by our files. It should be borne 
in mind, in this connection, that the interest rates on direct obligations of the 
State of New York compare very favorably with the rate on direct obligations 
of the Federal Government, with the edge clearly in favor of the State, because 
of the tax-exempt (State and Federal) features of the latter’s obligations. This 
feature is incidentally shared by the temporary loan notes issued by an authority 
for a State-aided project. 

I urge that you and your subcommittee consider favorably and include in the 
bill that you report to the Senate, an amendment to the National Banking Act 
which will rectify this inequity. I am attaching a suggested draft of the proposed 
amendment. 

Cordially yours, 
JOSEPH P. MCMURRAY, 
Commissioner of Housing. 


PROPOSED AMENDMENT TO NATIONAL BANKING ACT 


The fifth sentence of paragraph Seventh of section 5136 of the Revised Statutes 
of the United States, as amended (12 U. S. C. 24), is hereby amended by striking 
out the colon preceding the word “Provided” and inserting the following: | 
“or (3) by an agreement between the public housing agency and the state in 
which such public housing agency is situated, in which agreement the publi¢ 
housing agency agrees to borrow from the state, and the state agrees to lend 
to the public housing agency, prior to the maturity of such obligations (which 
obligations shall have a maturity of not more than eighteen months), moneys 
an amount which (together with any other moneys irrevocably committed to the 
payment of interest on such obligations) will suffice to pay the principal of such 
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obligations with interest to maturity thereon, which moneys under the terms 
of said agreement are required to be used for the purpose of paying the principal 
of and the interest on such obligations at their maturity :” 


(The following was subsequently received for the record :) 


STATE OF NEw YORK, 
EXECUTIVE DEPARTMENT, 
DIVISION OF HOUSING, 
New York, N. Y., April 15, 1957. 
The Honorable JOHN SPARKMAN, 
Chairman, Subcommittee on Housing, United States Senate Committee on 
Banking and Currency, Washington, D. C. 

DeaR SENATOR SPARKMAN: This will supplement my letter to you of April 
3, 1957, in which I referred to the documentation in our files of the higher 
interest rates paid on temporary loan notes issued by local housing authorities 
in the financing of New York State-aided low-rent subsidized projects, as com- 
pared to the rates paid on the notes of federally aided projects. 

I attach hereto a tabulation of bids received for New York City and upstate 
projects. This tabulation shows that on 7 offerings of New York City Housing 
Authority State-aided temporary loan note issues the average interest rate 
was 2.3406 percent and the average number of bids received was 3.4. The 
average interest rate on 5 issues of temporary loan notes for federally aided 
projects, sold at about the same times as the State-aided notes, was 1.73097 
percent and the average number of bids received for each issue was 5.8. 

The spread of 0.61 percent in the average interest rates for the State-aided 
and federally aided issues for the same authority is, in our opinion, attributable 
to the fact that the national banks cannot deal in the State-aided notes whereas 
they can in the federally aided notes. This opinion is further supported by 
the following tabulation of the rates paid on recent bond issues sold for 
permanent financing of State-aided and federally aided projects: 


| | 
| Average Amount 
Date bids | Amount of | interest | allocated to 
opened | Description of issue issue | cost New York 
| | (percent)| City proj- 
ects 


Feb. 6, 1957 


Feb. 14, 1957 
Apr. 10, 1957 


| 
40-year serial bonds secured by FPHA annual | 

| contributions contract..._.....--- -------| $28,615,000 | 2.7709 $16, 800, 000 

| New York State housing (50-year serial) bond_-- 40,425,000 | 2.6673 34, 490, 000 
40-year serial bonds secured by FPHA annual | 

contributions contract.............-......-.----.| 36,135,000 2. 8847 0 
| 


The tabulation shows that the average interest rate on the State housing 
bond issue (a direct obligation of the State which can be underwritten by 
tational banks) was significantly lower than the rate on either PHA-backed 
issues, despite the 50-year maturity of the State bonds, as compared with the 
4-year maturity of the PHA-backed bonds. 

The temporary loan notes issued for State-aided projects, while not direct 
dbligations of the State, nevertheless have the full faith and credit of the 
State behind them. National banks cannot, however, deal in them because 
they are not direct obligations of the State, as are the bonds. We feel certain 
that if national banks could deal in these temporary loan notes, as they can in 
PHA~backed temporary loan notes, the interest cost on such State-aided notes 
would, similarly, be lower than that on the PHA-aided notes, just as the interest 
m the State housing bonds issued for permanent financing is lower than that 
on the bonds for the PHA-aided projects. 

Sincerely, 


JosEepH P. McMurray, 
Commissioner of Housing. 
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Comparison of interest costs on temporary loan note issues, New York State 
aided projects and federally aided (Public Housing Administration) 


STATE AIDED 





i | | ie 
Number Amount | Effective 
Date bids opened of bids Name of authority of issue interest 

| received rate 
psec se ceeaciet | path nla ss Le 
rs ; “ . , ag Percent 
Nov. 7, 1956....-- aanereal 3 | New York City Housing Authority- .-| $1,680,000} 2 45773 
aks Pe Bee iccnmeone on 3 . | +s , 448,000 | 2. 4779 
Oct. 16, 1956.........._--._| 4 ues. .. 3 22, 575,000 | 2 39541 
ees 3 apt sven bcbhedéunaésatt 10, 300,000 | 2. 01739 
Mar. 7, 1956... Sa PER = PRS 18, 860,000 | 1. 77058 
Jan. 31, 1956_.________ dt Siw ichis ; 8, 010, 000 1, 79769 
Sept. 14, 1955... .....-.----.} ih dk ee du abst de wpe ents ods .-----| 26,214,000 | 1, 49899 

FEDERALLY AIDED (FHA) 
- . a | Percent 
Oct. 30, 1956___. a 4 | New York City Housing Authority $15,150,000 | 2. 04518 
Oct. 9, 1956............ | ti. cctlosi J 22, 389, 000 1. 97146 
Aug. 7, 1956._....- ‘ J 4 cee —_ 7, 910, 000 1. 71850 
Feb. 15, 1956... - gy A. «ee a | 62, 829, 000 1, C0381 
Aug. 16, 1955__- | 6 | do 7 


, 366, 000 | 1.31589 


Tabulation of bids received on State aided projects upstate 





| Number Amount Effective 
Date bids opened of bids Name of authority of issue interest 
received } rate 

Percent 

Nov. 13, 1956_._.-- ‘ : 2 | Buffalo_. z ott . $17, 075, 000 | 2. 55 

Ss Ee Beans toe ndccdecaaal 2 | Oswego aie ‘ .---| 1,640,000 | 238 

eee ee al 1 | North Hempstead_..........-.- tet aiae 660, 000 | 2.62 

le Oe Be echacotacucecs | 2} Middletown. . MUSE he eh .| 1,082,000 | 2. 468 

Aug. 24, 1956. ............ a 2 | Schenectady.-.-.-- pqamiiind 173, 000 | 2.04 

Ss | See ee | }. | RE SOUR vancconen sa na 1, 505, 000 2.0 
I I rccnudestinisiciantnaipindiahies | 1 


RR iicicincvicndndencensmniemamines 1, 400, 000 | 216 


Senator Crarkx. Are you suggesting that it would help if the com- 
mercial banks would be pe rmitted to underwrite these securities? 

Mr. McMurray. Yes, sir. 

Senator Crark. At the request of the American Municipal Associ- 
ation, I am putting a bill to that effect in next week. I hope it will 
have your support. 

Mr. McMorray. Good. It certainly will. 

Again I would like to say and urge very strongly that this com- 
mittee ought to set up a technical advisory committee to work with 
its staff, to try and bring about some uniformity in mortgage paper, 
which I think is long overdue. If you do nothing else but that, you 
will doa great deal. 

As I listened to the testimony this morning it was hard to refrain 
from commenting on a great number of other points that came to my 
mind, but I would be here for a couple of —" ays. 

Senator Crark. Thank you very much, Mr. McMurray. We are de- 
lighted to have you down here, and I know Senator Sparkman would 
want me to express to you his dee ‘sp apprec lation for your very im- 
portant testimony, and the other members of the committee would, 
too. 
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I wonder if I would be pressing you too far if I asked you a couple 
more questions. If you do not want to answer them, feel free not to. 

Mr. McMovrray. I won't take the fifth amendment. 

Senator Ciark. I assume that in New York State you probably 
have as much interest in the urban renewal program as any other 
State in the country. 

Mr. McMurray. Yes, sir. 

Senator Ciark. Have you been following, first, the recommenda- 
tion of the President that $250 million should be authorized for ad- 
ditional urban renewal projects, and then the action of Mr. Cole in 
cutting that down to $175 million, and finally his testimony this morn- 
ing in support of the lower figure? I ask you also to bear in mind 
that the mayors who were here last week representing the American 
Municipal Association and United States Conference of Mayors, seven 
of them from all parts of the country, testified that the cutback to 
$175 million of urban renewal authorization, plus the issuance of 
letter 91, had practically killed urban renewal as far as their cities 
are concerned. I am wondering what in your judgment this new 
policy is going to do to urban renewal in New York State. 

Mr. McMurray. To comment generally, if I may, first I would say 
it is hard for me to understand why housing, the clearance of slums, 
these basic necessities of a decent standard of living and an oppor- 
tunity for people to build themselves up—why this part of the economy 
should be made the whipping boy for the whole fiscal program of 
the Government. You were mayor of a great city, and you know 
that when they start to talk about a program it takes a lot of talk anda 
lot. of doing and a lot of educating. You cannot simply go out and 
make a title I program unless you can look a few years ahead, I 
would think it would be most discouraging if I were a mayor of a 
reat city or official in a city and tried to get a title I program and 
if I could not see the possibility of realizing a rather full and effec- 
tive program, Listening to the questions and the answers this morn- 
ing, 1t seems to me that there is an unawareness of how this program 
operates at the grassroots. It is not so much how much was commit- 
ted in a given period but the knowledge that a sufficient amount is 
going to be committed. That is important. 

Therefore, I would say this cut has been a body blow to the whole 
program of urban renewal which was just getting under way. It 
really has been a long time coming, and it only started to really get 
going. Suddenly it gets a solar plexus blow, and I think it is a most 
unfortunate event. I think it is no wonder that the mayors have is- 
sued a statement. The moment our cities have had faith and started 
to be creative, a cut and God knows what future cuts, knocks the very 
ground out from under them. It seems to me that they would have 
taken a more direct means of manifesting their indignation. 

Senator Ciark. I think they have in mind some more direct means. 
Unfortunately, Mayor Wagner of New York City could not be down 
here when the other mayors were here. Mayor Meade of Syracuse was 
here. 

I wonder if you are sufficiently familiar with the urban renewal 
title I program in New York City to be able to tell us what this cut- 
back will mean there. 

Mr. McMorray. I am not sufficiently familiar to tell you in detail, 
but I would say that while under Commissioner Moses we have made 
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great strides such a cut back will greatly hamper him. If I recal] 
correctly, in addition to $130 million to $140 million which is being 
authorized under the title I program for New York City, the slim. 
clearance committee has under study projects that would probably 
total in the neighborhood of $150 million in addition to the $130 million 
to $140 million to which I just referred, and for which no authoriza- 
tion of any kind, even the $250 million additional which the Admin. 
istrator originally requested, makes provision. I might say that in 
the State program we try to encourage the urban renewal, particular] 
upstate. In New York City they have enough know-how and enough 
experts, and so on, and are familiar with it so that they can get along 
on their own, but upstate we find a lot of smaller cities that do not 
have the money to pay experts and do not realize what this program 
can mean for them. We sell the program as a good financial invest. 
ment. 

Take the Coliseum, in New York City, which was built under title 
I. In 1 year it collected for the city of New York over $2 million in 
city sales tax. I do not know the amount of corporation taxes that 
were collected on the business that was done there. I do not know 
the income tax collected because of the income that was generated, but 
I would be willing to guess that within a few years probably the Fed- 
eral Government will have paid off its cost by the increased income 
taxes, corporate taxes, and amusement taxes. The value of all the 
property in the surrounding area has increased. The whole city has 
benefited. 

(The following was received for the record :) 

APRIL 2, 1957. 
ALBERT M. COLE, 


Housing and Home Finance Agency Administrator, 
Washington, D.0.: 


Walter Fried has officially informed us through William Lebwohl presumably 
authoritatively and with your approval that it has been decided in Washington 
to cut the New York City slum clearance program to ribbons. More specifically 
he has stated that the following projects must be abandoned because of the lack 
of Federal write down money: 

Riverside-Amsterdam 
Mid-Harlem 

Battery Park 
Gramercy Park 
Bellevue South 
Cooper Square 
Cadman Plaza 
Soundview 

Mr. Fried also stated that the Federal grant at Lincoln Square would have to 
be arbitrarily limited to $25 million despite the fact that our plans which are 
now in your hands may require Federal grant which may be approximately $40 
million or $42 million. This would mean destroying the integrity of the project 
and in effect its abandonment. Mr. Fried indicated that it was your wish that 
this-matter be discussed in our slum clearance committee. May I ask you to let 
me know in writing and in detail whether or not this is your program and 
whether or not Mr. Fried spoke authoritatively for you. I must know this,in 
advance of the committee meeting and in order to inform all those involved 
including the mayor, the governing body of the city, other officials and the press. 

ROBERT MOSES, 
Chairman, Slum Clearance Committee. 


I have seen in the city of Pittsburgh the Golden Triangle, and I 
saw the new development planned up on the hill. It is so obvious that 
the economics of it make financial sense. This is the way government 





HOUSING AMENDMENTS OF 1957 891 


should operate. It should look at itself as a private corporation saying, 
«What is good investment?” And I think the title I program, if you 
look at it that w ay, makes a great deal of economic sense. As a matter 
of fact, it will bring revenue into the cities and into the States and 
into the Federal Government. And more than that, and most im- 
portant, it will make it possible for human beings to live like dignified 
human beings rather than like animals, as some of them have to live. 
To take this one program and to say, “You are the one that is going 
to bear the burden of deflationary efforts,” I think is rank unfairness. 

Senator Ciark. One last question. Mr. Cole attempted to persuade 
the committee this morning that this would not happen if he cut back 

to $175 million and continued his Regulation 91 in effect the balance 
of this fiscal year. I undertook to differ with him. I wonder if you 
would agree with me that the amount for the entire country of $175 
million and the restrictions on further grants for the balance of this 
fiscal year come pretty close to bringing the whole program that was 
just about off the ground back to dead center. 

Mr. McMurray. Exactly right, and I want to say this: During the 
year 1944 we were spending for war at that time at the rate of almost 
$2 billion a week, and as I remember the testimony we have not even 
spent a quarter of this amount on the whole program to date. 

Senator Ciark. Thank you very much for your patience and your 
courtesy. We do apprec iate having you with us. 

Mr. McMorray. Thank you very much. 

(The appendix to Mr. McMurray’s statement follows :) 


APPENDIX 
HovusiInG NEED ESTIMATES 


Table I below shows how the need for housing in New York State is estimated. 
Table II shows how the estimate of need will vary depending upon assumptions 
of replacement. Such replacement data are provided by the census of 1950, and 
théir relative significance is indicated by the definition of terms and exposition 
which follows. 

The Census Bureau considers a dwelling unit dilapidated if it suffers from any 
critical deficiency, a combination of minor deficiencies so great as to give inade- 
quate protection from the elements, or if the unit was inadequately constructed 
in the first place. 

Critical deficiencies include such things as open cracks, rotted, loose or miss- 
ing materials over a considerable area of the foundation, outside walls, roof, 
inside walls, floors, ceilings, ete. Substantial sagging of floors, walls or roof, 
and extensive damage by storm, flood, or fire are included in the definition. 

Minor deficiencies include holes, open cracks, unsafe stairs or railings, broken 
or loose window frames, ete. 

The term inadequate original construction covers buildings with makeshift 
walls, without foundations, or with dirt floors, as well as inadequately converted 
cellars, barns and garages. 

There are, at present, 215,000 dilapidated units in New York, excluding those 
units which also lack some of the other elemental decencies of life. 

Some of these other elemental decencies are running water, toilet and bath, 
and hot water. There are 95,000 units without running water, 305,000 without 
toilet or bath, and 115,000 without hot water. 

In estimating housing need, it is also necessary to consider the number of good 
units demolished in clearing areas of substandard units. Thirty-three and one- 
half percent is a conservative estimate. The percentage frequently runs much 
higher. 

Table II gives New York’s minimum housing needs under a variety of assump- 
tions: 

1. That only dilapidated dwellings need to be replaced. 
2. That, in addition, those without running water ought to be replaced 
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3. That, in addition, those without toilet or bath need to be replaced, 
4. That, in addition, those without hot water need to be replaced. 

For the United States, the census of 1950 revealed that 10 million nonfapp, 
dwelling units were dilapidated or lacked running water. Another 1.9 million 
units, although not substandard, were located in blocks containing more than fp 
percent substandard dwelling units, and would be demolished in slum clearanee, 

If urban standards were applied to rural housing, 4.9 million units would he 
considered substandard. However, in order to keep the estimates conservative, 
Department of Agriculture standards, which are lower, can be applied to rura] 
housing. If this is done, 3.4 million dwelling units were, in 1950, substandard, 

Together, this gives a total of 15.3 million substandard housing units in the 
United States as of 1950. Not all of these need to be replaced. The best estimate 
is that 10.2 need replacement, 4.6 can be rehabilitated, and 0.5 million abandoned: 

Table III shows the rate at which construction, including rehabilitation of 
substandard units, should take place if progress is to be made in improving the 
housing inventory. 


Table I—New York State housing need estimates, before considering replace- 
ment of substandard dwelling units 


1950 households? k niki Ein lee iain ._._... 4, 330, 000 
Reduction of doubling up ?___--___ Len eles rah ety, eviugain aipuesenengaietieteg ST 








Maniiy: formation 1960-00" obo a, ae 
Vacancy reserve (3 percent) *_..._..-.____.....__.____ sansirinlimenist a aan | 
PE circ codec la aa EE 5, 070, 000 
—_————sieee 

Rn paTpemmeth ets Sh to i eo ee ek a 
Se ER Ae nih idol i pia hd i led tidadiicens 610, 000 
DUO PI ta ied th eeiccl ie mien tellaretndlscnig Alii pecticcigs ogni ienmele 
—_—————in 

Need before replacement of substandard units______- 7 60, 000 


11950 Census Bulletin P—B32, table 22 (4,329,699). 

2 Approximately 4% of married couples without own household reported in 1950. Census 
Bulletin P—B32, table 22 (281,805). 

3 Average of 70,000 per year, on the basis of 1950 to 1955 population estimates. This 
figure contains adjustments for family formation by immigrants during the period, but not 
for migration itself. 

The 3-percent figure is the minimum necessary to assure some mobility. 


Source: From data made available by the Bureau of Research and Statistics, New York 
State Housing Division. 


TABLE II.—New York State housing need estimates under varying assumptions 
of replacement, Jan. 1, 1957 


- | oa 


Need before replacement !_._.__. 5 aia ale 60, 000 60, 000 | 60, 000 | 60, 000 
Dilapidation. lei carpe ti aekdetl 215, 000 215, 000 | 215, 000 | 215, 000 
Without running water. --.. he Cee ‘ 95, 000 95, 000 | 95, 000 
Without toilet or bath... ---. “ bi ‘ ee | 305, 000 305, 000 
Without hot water...__---- . a hx | | 115, 000 
Demolition of good units in clearance ?_ -._- 100, 000 | 150, 000 300, 000 | 350, 000 
| 
Housing need - - ; eae ; 375, 000 520, 000 975, 000 | 1, 140, 000 


1 See table I. 

2 In clearing substandard units, it is necessary cr desirable to demolish other units which are not sub- 
standard by the established criteria. These rarely represent less than one-third of the units on a given 
clearance site, and often are a greater portion. 


Source: From data made available by the Bureau of Research and Statistics, New York State Division 
of Housing. 
ee 

1 William L. C. Wheaton. American Housing Needs, 1955-70, Housing Yearbook, Na- 
tional Housing Conference (Washington, 1954), table 2. 
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Taste I11.—Projections of substandard dwellings remaining in use at various 
levels of construction and rehabilitation, 1955-70 


— — ~ — 





Substandard dwellings remaining in use 
Annual construction and rehabilitation volumes | 


: hans 
1955 | 1960 | 1965 | 1970 


New construction: Millions | Millions | Millions | Millions 
1,200,000 units, 1955- 60 | 
1,400,000 units, 1960-70 
Rehabilitation: 
400,000 units, 1955-7( ‘ ae! 
New construction: 
1,400,000 units, 1955-60 











15 15 17 


- 


1,600,000 units, 1960-70 15 13 | 13 14 
Rehabilitation: 

400,000 units, 1955-70_- | 

1,800,000 units, 1960-70 ~ 
Rehabilitation: 15 12 10 9 


400,000 units, 1955-60_ 

600,000 units, 1960-70 
New construction: 

2,000,000 units, 1955-65 _ - 

2,400,000 units, 1965-70 
Rehabilitation: 

400,000 units, 1955-60_ - 

600,000 units, 1960-70. 


| 
New construction: 
1,600,000 units, 1955-60 . | | 


Source: Wheaton, op. cit, p. 2. 


Senator Crarkx. Mr. Bernard Weitzer. May I express to you, Mr. 
Weitzer, my humble and sincere apologies for having kept you wait- 
ing so long. I do hope we have not seriously inconvenienced you. 
Mr. McMurray’s statement was so full of me: it I felt, at least from 
the point of view of this member of this commitee, that I would like 
alittle more help from him on the record. 

Mr. Werrzer. I agree with you, Senator Clark. I have known him 
now for about 10 years, and I have always found him very helpful 
tome. 

Senator CLark. Mr. Weitzer, we will put your testimony in the 
record without your reading it, or if you would like to read it go ahead. 


STATEMENT OF BERNARD WEITZER, NATIONAL LEGISLATIVE 
DIRECTOR, JEWISH WAR VETERANS OF THE UNITED STATES 
OF AMERICA 


Mr. Werrzer. On behalf of the Jewish War Veterans of the United 
States of America, I am happy to express appreciation for this oppor- 
tunity to present the views of our organization on the legislation whieh 
you are considering to stimulate greater activity in the housing field. 
Itisa personal pleasure, as well, to appear before the members of your 
committee with whom I have worked during some 10 years now on 
the housing legislation which has originated in your committee and 
which has been responsible for an era of housing production previously 
unequaled in our country. 

Tam also pleased that you are considering bills which will imple- 
ment the efforts of the House Veterans Affairs Committee and thereby 
help to fulfill the promise of housing for veterans, intrinsic in the well- 
known GI bill of rights. That promise included the ability to pur- 
chase a home with a minimum downpay ment, a low interest rate, and 
‘low monthly payment for amortization and interest. 
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As you know from my regular appearances before your committee 
during the past 10 years, the membership of the Jewish War Veter. 
ans of the United States of America are keenly interested in housing 
At our 61st annual national convention in Milwaukee in Augnst 
1956, five resolutions were passed dealing with housing. They are 
titled as follows: “Housing” (dealing with the need for an up-to. 
date general housing act), “Investment of VA Insurance Funds ip 
VA-Guaranteed Mortgages,” “VA Direct Loans for Home Mort. 
gages,” “Reduction of the Interest Rate on VA-Guaranteed Home 
Loans,” and “Housing for Our Armed Forces.” I shall not read these 
resolutions in full, but I ask that the resolutions be printed in your 
hearing record at the end of my testimony. 

Our general housing resolution really included support for the bill 
that was in the Senate in the 84th Congress. I think it was Senator 
Lehman’s bill. As you know, that covered practically the whole 
gamut of the housing field. 7 

We feel that unless this committee does something by way of im- 
mediate legislation the goal of the Housing Act of 1949 will be fore- 
closed. The execution of this goal calls for additional legislation 
which will aid in surmounting the roadblocks that have been created 
by talk about antiinflation, actual imposition of higher interest rates, 
and opposition to the use of adequate Government credits for mortgage 
financing, through a debenture corporation to be established, as well 
as through the special-assistance program of FNMA for cooperative 
housing. Unless this is done, we will continue in a situation where the 
average head of a family earning from $70 to $100 a week cannot buy 
a home with a moderate downpayment and a low monthly cost of 
amortization and interest payments. 

Senator Crark. May I interrupt you, Mr. Weitzer? Is it not true 
that in many sections of the country you cannot do it now ¢ 

Mr. Wrerrzer. I say that it will continue what is true today. It 
will become increasingly true if you listen to the implorations of the 
people that have been here asking you to jack up the interest rate on 
VA loans, because every half percent increase in the interest rate 
means about a $1,000 increase in the cost of the home ultimately over 
a period of a 20- or 25-year mortgage. This is particularly true of 
veterans who have an implied promise from the Government in the GI 
bill of rights that they would certainly enjoy this privilege, especially 
as to a minimum downpayment. 

You can see that our views are quite at variance with many of those 
set forth by the administration as well as those set forth by the many 
organizations which have been opposed to, or at least lukewarm, on 
Government-aid housing unless a toll was paid at each wicket of the 
traditional organized groups engaged in promoting financing, buying, 
and selling housing. Many of those organized groups have forgotten 
the dire straits in which they found themselves after the smashup of 
1929. I want you to remember that practically all of those groups 
have been against housing aids in general. They accepted the ald 
when it suited them, and now that they seem to be in a relatively com- 
fortable position they want to get back to the collection of all of the 
fees and the higher interest rate. Some of them are almost at the 
point where they are ready to say, “Let’s be done with Government 
aids.” Of course, many of these people have forgotten the fix they 
were in when these aids were started back in the thirties. I happene 
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to be in the field in the middle thirties and the late thirties studying 
this situation from the standpoint of the big building material manu- 
facturers. 1 was an adviser to them on marketing, and I was surprised 
to find that even as late as 1939 practically no banks anywhere in the 
country were willing to accept these FHA guaranteed mortgages for 
home improvements. Companies like Johns Manville and Weyer- 
haeuser set up their own finance companies to handle that paper. So 
you can get an idea of how long it takes a banker to take hold of a 
new program. 

I think one of the basic things that this program did, or was in- 
tended to do, at any rate, and did for a while, was to make Govern- 
ment aid for housing mortgages acceptable all over the country, really 
sort of a liquid investment. In recent years that idea has been de- 
graded, and Fannie May, which is a Government-sponsored opera- 
tion, is helping in that degradation right now by the discounts at 
which they are taking mortgages. 

One thing about these guaranties that the Government has given 
inthese aids of FHA and the VA guaranty. It really was in a sense, 
if you look at it as a businessman, what is done by a banker’s accept- 
ance in the banking field. The Government stamped an endorsement 
on the loan, and presumably that should have made it sell at par value 
all over the United States. Today that is no longer true, and the ex- 
cuse is that credit is too tight to sell them at par at the Government 
inerest rates. They do have this guaranty, and yet they are unwilling 
to pay even the slightest fraction of a percent for the guaranty. To- 
day 1 think bankers’ acceptances, which of course is short-term money 
and not to be compared to mortgages from that standpoint, but from 
the standpoint of security-—they certainly are no better if as good as 
a Government guaranty—are selling around 3 percent or 27%. 

Senator CLarK. What are we going to do about that ? 

Mr. Weirzer. I have some things down here that I think might 
be done. I do not know just how this can be done, but there has been 
a question of whether there is a sitdown strike by investors or those 
who advise investors against paying any premium for the Government 
guaranty. I do not know how you are going to get over that road- 
block. It is not a matter of education, because these men, as I said 
before, are sitting at their wickets and are determined to collect what- 
ever toll it is usual to collect. Of course, as money gets tighther the 
more they collect. 

So far as the Federal Reserve System is concerned, their present 
opposition is nothing new. Four years ago or five years ago Mr. 
Riefler sat in conference with a number of the veterans organizations 
and told us then that the veteran was getting money for too little, and 
anyhow too much money or credit was going into housing. 

Senator Crark. Mr. Weitzer, I do not want to cut you short, we 
want to give you all the time you want, but—— 

Mr. Werrzrer. I just want to say that all of this advice you have 
been getting from the opponents to the kind of legislation that you 
want to consider is directed by self-interest, because they twist eco- 
nomic principles around I think to suit their purpose. I cannot see 
any more inflation in credit that is used for housing than credit that 
used for anything else. I will not go any further than that, because 
Mr. McMurray developed that completely. 
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Senator Crank. I think what we would like to have from you, sir, 
are your concrete suggestions as to what legislation we should sponsor, 

Mr. Werrzer. That is on page 3, and it is based on the same thing 
that Mr. MeMurray talked about, and that is to make the mortgage 
into something that is liquid. I have suggested a debenture corpora. 
tion, because in that manner by this corporation taking mortgages:and 
selling the debentures which are secured by those mortgages, you have 
a security that nearly everybody is acquainted with and a security that 
even with a 414-percent interest rate could be sold to yield the general 
public I think somewhere around 334 or 3.6, which is a little better 
than they are getting now. 

They would have something that would remove the awkwardness of 
the mortgage as a security and give them a piece of paper that they 
could cash if they neded it. Something where they would not have 
to worry about service. That would apply equally to the small saver 
who had only a few hundred dollars or a few thousand dollars. It 
would apply equally to the big funds that there are in the labor unions 
and other organizations in their welfare funds and in their mortgage 
funds. Actually S. 1694 which you introduced along with a number 
of other cosponsors I think comes pretty close to meeting what I had 
in mind. 

Senator Crark. We are very happy to have your support for that 
bill. 

Mr. Werrzer. The other thing that I think is necessary is the use 
of the funds in the NSLI and USGLI insured funds. You have heard 
talk here—I know I have been here and heard people testify to the fact 
that this was a sacred contract and that the funds in that reserve 
had to be invested in only the best investments, and so on, that it 
would be a breach of a sacred trust to put them in anything else. That 
to my mind is just poppycock. 

Senator Crark. What is a better investment than a Government- 
guaranteed loan? 

Mr. Wrerrzer. That is precisely it, and the best proof of it is that in- 
surance companies all over the country—I happen to know, because I 
have policies in five different private insurance companies, and I look 
at their statements once in a while and find that everyone of them have 
from 35 to 40 percent in mortgages, some of them FHA and VA 
guaranteed, and others simply conventional mortgages. I donot know 
whether the people that have testified here are implying that those 
companies are not safeguarding their policyholders. ' 

The last thing I would like to come to is the bill S. 1787, which is 
intended to put the public housing program on the road toward the 
goal that was originally assigned to it. I think it is just shocking 
that this public-housing program is about to be clobbered to death, and 
one question that you raised this morning seemed to me particularly 
significant. I am wondering if the same process is on the road with 
regard to the urban-renewal program, because the thing that knocked 
the public-housing program to pieces, in my estimation anyway, was 
the uncertainty from the Congress. The Housing Administration, ex- 
cept by recommendation, did not have so much to do with it. They 
were willing to go along with authorizations or appropriations for 
35,000 units, or 25,000 units, a year at a time. I do not see how the 
housing authorities in the various municipalities that were interested 
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could continue to function with that degree of uncertainty. Unless 
you halt the process that it seems to me has been started on urban re- 
newal, I think you will come to the same end there. 

Senator Ciark. In other words, they are killing public housing by 
attrition, and now they are starting to do the same thing with urban 
renewal ¢ 

Mr. Werrzrer. They have only 14,000 units actually contracted for 
so far this year, against 70,000 that were authorized for 2 years. The 
urban renewal program has been very slow getting underway. Ap- 
parently it has gotten underway. They have actually paid over $90 
million. ‘They have $156 million that was appropriated, and appar- 
ently there is about $250 million that has been committed and about 
$865 million that has been sort of half committed for planning. 

Senator Crark. Earmarked. 

Mr. Weirzer. If they give the cities the idea that there is any un- 
certainty about it—I think you know how difficult it was to get this 
thing underway in your own city, to get people to understand it or set 
up the machinery to get it going. What is going to happen in the 
smaller communities that do not have the means or the facilities to get 
the people educated to it, to set up a staff to do the job and everything 
ese? You are going to have that die on the vine too. 

Thank you very much. 

Senator Ciark. Thank you very much, Mr. Weitzer. We certainly 
appreciate having you with us. Your testimony has been very helpful 
tothe committee. 

(Mr. Weitzer’s complete prepared statement follows :) 


STATEMENT BY BERNARD WEITZER, NATIONAL LEGILATIVE DrtRectror, JEWISTI 
WAR VETERANS OF THE UNITED STATES OF AMERICA 


On behalf of the Jewish War Veterans of the United States of America, I am 
happy to express appreciation for this opportunity to present the views of our 
organization on the legislation which you are considering to stimulate greater 
activity in the housing field. It is a personal pleasure, as well, to appear before 
the members of your committee with whom I have worked during some 10 years, 
now, on the housing legislation which has originated in your committee and which 
has been responsible for an era of housing production previously unequaled in 
our country. 

Iam also pleased that you are considering bills which will implement the efforts 
of the House Veterans’ Affairs Committee and thereby help to fulfill the promise 
of housing for veterans, intrinsic in the well-known GI bill of rights. That prom- 
ise included the ability to purchase a home with a minimum downpayment, 
a low interest rate, and a low monthly payment for amortization and interest. 

As you know from my regular appearance before your committee during the 
past 10 years, the membership of the Jewish War Veterans of the United States 
of America is keenly interested in housing. At our 61st annual national conven- 
tion in Milwaukee, August 1956, five resolutions were passed dealing with housing. 
They are titled as follows: Housing (dealing with the need for an up-to-date 
general housing act), investment of VA insurance funds in VA guaranteed mort- 
gages, VA direct loans for home mortgages, reduction of the interest rate on VA- 
guaranteed home loans and housing for our Armed Forces. I shall not read 
these resolutions in full but I ask that the resolutions be printed in your hear- 
ings record at the end of my testimony. 

Our general housing resolution reaffirms our long-time support for the de- 
daration of policy in the Housing Act of 1949 providing “the goal of a decent home 
and a suitable living environment for every American family.” We believe that 
the achievement of this goal is essential to the development and the redevelop- 
ment of communities and to the advancement, the growth, wealth and security 
of the Nation. Therefore, the execution of this goal calls for additional legisla- 
tion in this session which will aid in surmounting the road blocks that have been 
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created by talk about anti-inflation, actual imposition of higher interest rates 
and opposition to the use of adequate Government credits for mortgage finane 
ing, through a debenture corporation to be established, as well as through the 
special assistance program of FNMA for cooperative housing. 

Unless this is done, we will continue in a situation where the average heaq 
of a family earning from $70 to $100 a week, cannot buy a home with a moderate 
downpayment and a low monthly cost of amortization and interest payments, 
This is particularly true of veterans who have an implied promise from the Goy. 
ernment in the GI bill of rights that they would certainly enjoy this privilege— 
especially as to a minimum down payment. 

You can see that our views are quite at variance with many of those set forth 
by the Administration as well as those set forth by the many organizations which 
have been opposed to, or at least lukewarm, on Government aid to housing unlegg 
a toll was paid at each wicket of the traditional organized groups engaged in pro- 
moting, financing, buying, and selling housing. Many of those organized groups 
have forgotten the dire straits in which they found themselves after the smashup 
of 1929. 

In the middle thirties, lending institutions were skeptical about the value of 
yovernment guaranties. Even as late as 1939, there were scarcely any institn- 
tions which were willing to make any loans for home improvement that were 
Government guaranteed. Producers of building material like Johns-Manyille 
Corp., the Weyerhaeuser Co., and a few others organized finance corporations to 
purchase such loans although their own materials represented only a small pro- 
portion of the amounts involved. Financial institutions are traditionally slow 
to change. 

As I understand it, one of the basic purposes of Government aids for housing 
loans is to make such loans on the order of a Government bond so far as security 
is concerned and therefore enjoy par value the country over. Until a few years 
ago, that purpose was, by and large achieved. In recent years, there has been 
continued and increasing degradation of this equal value concept. Today, a 
Government sponsored and financed agency, FNMA, is participating, with gusto, 
it may be said, in this process of degradation. As a consequence, discounts are 
running riot. The guaranty of the FHA and to a somewhat lesser extent, the 
VA guaranty has many of the fundamental characteristics of a banker's ae- 
ceptance except, of course, that a banker’s acceptance is on its face, a very short 
term credit instrument. A guaranty based upon the full faith and credit of 
the United States Government is certainly equal to the guaranty of any bank. 
Yet, it seems that whether you think in terms of bankers’ acceptances or in 
terms of Federal Government bonds, those who control the flow of credit are 
unwilling to pay even a small fractional part of 1 percent for this guaranty. 

The question has been raised “Is there a sort of sit-down strike by investors 
or those who advise investors against paying any premium for the Government 
guaranty?” Frankly, I cannot answer that question. However, I am certain 
that pulling Government aid, FHA or VA, out entirely will cut down, markedly, 
the number of housing starts, to the great detriment of veterans and others and 
to the Nation’s economic welfare. 

The Federal Reserve System has, for some years, turned a glassy eye on the 
high activity in the housing field. If the press has reported, accurately, the 
vice chairman of the Federal Reserve Board of Governors has said concretely, 
“Housing is postponable.” 

These attitudes of our top financial authorities and of the advisors of our 
investing public mean: (1) That housing represents an overpowering inflation- 
ary force in its requirements of materials and manpower which can be more 
useful in other activities: and (2) that the credit requirements of housing are 
an equally strong inflationary force, in the field of credit. The only remedy 
they prescribe is higher bids for money in the form of increased interest rates 
by prospective home buyers. The ordinary home buyer must absorb the id- 
terest’ cost, himself, as a general rule. By and large, he is competing in his 
bid for the use of credit against cornorations which charge their interest costs 
against income and thereby save 52 percent of the cost on the interest they 
pay, under our income-tnx laws. I note that many of your witnesses presumably 
as good economists, have testified in favor of higher rates on VA-guaranteed 
loans and implied the possible need for even higher rates than 5 percent.  Like- 
wise, the same witnesses, again as good economists and as protectors of a sacred 
trust, have testified against direct mortgage loans by the Government and ‘against 
the use of any part of USGLI and NSLI funds for the purchase of VA-guarat- 
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teed mortgages. Yet they have had no hesitancy in recommending that the 
Treasury buy preferred stock of FNMA and of course, inferentially, they approve 
the issuance and sale of $10 worth of FNMA debentures for every dollar of 
such preferred stock. This use of the credit market and treasury funds represents 
one of the wickets to which I referred earlier where the organized groups in the 
housing and banking fields will collect a good toll for their “work.” 

Is there not an inconsistency directed by self-interest, in the interpretation 
of economic principles in such testimony? Certainly, our organization does not 
want to ask the Congress to act in a fashion which will push our economy beyond 
the “brink” of inflation. Yet we feel that what we have requested in our resolu- 
tions for the use of the NSLI and USGLI funds to purchase VA guaranteed 
mortgages, is a minimum. When I purchased my USGLI policy, I did not look at 
the fine print of the policy to determine the sacred contract that the reserve 
funds would be invested, exclusively, in United States Government obligations. 
Let me add that I likewise did not look at the fine print in the many insurance 
policies for which I am paying premiums to several of the most prominent life 
jnsurance companies in the country. I would venture that scarcely a veteran 
will be foolish enough to be scared into getting rid of his NSLI or USGLI policy 
should the Cougress authorize that 20 or 25 percent of the reserve funds be 
invested in a VA-guaranteed mortgages. Are the opponents to such investments 
implying that any substantial number of private insurance companies are skimp- 
ing in making sure that the policyholders will get what is promised in the poli- 
cies issued by them? 

Speaking as an individual, I would suggest that real estate mortgages are au 
awkward and unattractive form of investment for most people who are not ex- 
perts or semi-experts in that field. Such evidence of debt has to be serviced 
regularly in order to make sure that interest and amortization payments are 
made on the due date, that taxes are paid and that adequate fire insurance is 
maintained. The small investor with only a few hundred dollars or perhaps a 
few thousand te invest, is not qualified to undertake these tasks and besides, it 
it would not be wise, perhaps, for such an investor to put all of his money in one 
mortgage. The labor unions and other organizations which handle pension, re- 
tirement and benefit funds have kept away from mortgnge investments because 
they are loath to set up the machinery to render the necessary services. 

To attract these sums from the small funds of the individual and also the bil- 
lions of dollars in the hands of these organizations, it would be desirable to set 
up, under the aegis of the Government, at least at the outset, a debenture cor- 
poration which would hold FHA- and VA-guaranteed mortgages in escrow as 
security for debentures that would be issued by the corporation with face values 
of say, $500, $1,000, $5,000, $10,000 and perhaps even larger amounts. Such a 
debenture corporation could arrange for the necessary servicing of mortgages 
just as the insurance companies, saving banks, and other big mortgage buyers do. 
FNMA is doing a job on the mortgages which it buys and according to the figures 
submitted to you in testimony by its president, is performing all of its functions 
at a cost af about 0.55 percent. The debentures corporation will, of course, have 
additional expenses in issuing the debentures and paying interest thereon. I 
have no means of determining what such additional costs would be but it should 
fall within the limits of about 0.25 percent. 

Under such an arrangement as I have described, the investor would have a 
security which would be as easy for him to sell or buy and collect his income 
as readily as on any other investment he might own. It would be an investment 
with essentially the full security of the Federal Government back of it. This 
would attract both the small investor and the large investor who are currently 
hot now putting their funds where such funds become readily available for hous- 
ing mortgages. On the basis of the costs I have indicated, it should be possible 
to have the debentures pay an interest rate of 3% to 334 percent if only VA- 
guaranteed 414 percent mortgages are in the portfolio. 

That return should draw into mortgage investments much capital which is 
certainly not in investment channels as well as a substantial amount of capital 
which is now invested in other types of securities. The organization of such a 
corporation would, no doubt, take some time even after legislation is enacted. It 
might be possible to make this a particularlized activity of FNMA just as special 
assistance and liquidation of the old FNMA portfolio are particularized functions. 

S. 1694 introduced last week, would serve admirably, I believe, to carry out 
what I have termed a “debenture corporation.” 
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In any event, if your committee decides that housing, during the coming yégy 
is not postponable, you should heip the veterans by making VA-guaranteed mort. 
gages an eligible investment for the insurance fund. It will also help to pags 
legislation to lower the down payments on FHA loans. FNMA should be given 
additional capital in order to perform its functions to a greater degree. FNMA 
should be directed to go even further than it has in the past with special aggjgt. 
ance for cooperative housing. Such housing affords lower monthly payments 
and better value for those who participate and from the standpoint of mortgages 
the amounts are large enough to justify a moderate interest rate. 

In closing, I would urge you to give favorable consideration to 8. 1787 which 
will, once more, put the public housing program on the road toward the goal that 
was originally assigned to it. In spite of our general economic advances, there js 
still a large segment of our population which does not command the earning 
power to pay an economic rent cost. Those who are now living in slum aregs 
and in substandard dwellings, are being displaced in large numbers and will ¢on- 
tinue to be displaced in increasing numbers as slum demolition, urban renewal 
programs, the huge national highway program and thruways in cities are pro- 
gressively accomplished. Our national self-respect cannot be maintained unless 
we grant to these substandard earners, adequate public housing facilities whieh 
will lift them from the miserable condition under which they live. 


HovusING RESOLUTIONS PASSED AT 61ST ANNUAL NATIONAL CONVENTION OF THE 
JEWISH WAR VETERANS OF THE UNITED STATES OF AMERICA IN MILWAUKEE 
AvueusT 1956 

HOUSING 


Whereas the declaration of policy in the Housing Act of 1949 provided “the 
goal of a decent home and a suitable living environment for every American 
family,’ and this contributes to the development and redevelopment of communi- 
ties and to the advancement and the growth, wealth, and security of the Nation, 
and 

Whereas the wholehearted execution of this goal would mean a dynamic pro- 
gram of home construction geared to the housing needs of the American people; 
and 

Whereas, 8S. 3158, a bill introduced by Senator Lehman of New York during the 
84th Congress would have brought about such a dynamic program which would 
have helped to decrease the housing shortage, particularly in rental housing for 
the middle income groups and in a more adequate number of public housing units 
for those who are unable to pay a full economic rental ; and 

Whereas the housing bill enacted in the 2d session of the 84th Congress fails 
to meet the requirements of the goal set forth in the Housing Act of 1949: Now, 
therefore, be it 

Resolved, That the Jewish War Veterans of the United States of America in 
61st Annual National Convention in Milwaukee, Wis., August 7-12, 1956, urge 
the 85th Congress to enact additional legislation substantially along the lines of 
S. 3158 based on real housing needs to promote proper homes for families of low 
and middle incomes, elderly persons and farm families, a program for slum 
clearance and redevelopment which will expediate the rehabilitation of our cities 
while protecting the rights and needs of persons displaced through these public 
improvements; and be it further 

Resolved, That adequate housing for the Armed Forces be provided so that our 
men in uniform are not forced to pay exorbitant rents for poor housing which fs 
the case in so many of our Armed Forces installations in all parts of the country. 
This problem is one of the major factors in retarding the development of a 
career force of officers and the key enlisted men. 


EMPOWER INVESTMENT OF VA INSURANCE FUNDS IN VA-GUARANTEED MORTGAGES 


Whereas there has been and continues to be discrimination against the pur- 
chase by mortgage bankers of VA-guaranteed mortgage loans; and 

Whereas this discrimination has been manifested in some areas by forcing the 
sale of such VA-guaranteed mortgages at discounts ranging up to 8 or 10 percent, 
and 

Whereas the purported reason for this situation is a shortage of funds available 
for mortgage loans, generally ; and 

Whereas private insurance companies in the aggregate invest approximately 
one-third of their investment funds in real estate mortgages of all types including 
VA-guaranteed mortgages; and 
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Whereas the United States Government life insurance and the national service 
life insurance held more than $614 billion on December 31, 1955, a small pro- 
portion of which would help greatly to increase the market for VA-guaranteed 
mortgages : Now, therefore, be it 

Resolved by the Jewish War Veterans of the United States of America in 61st 
Annual National Convention assembled in Milwaukee, Wis., August 7-12, 1956, 
That the Veterans’ Administration be directed to purchase as they may be avail- 
able, VA-guaranteed mortgages to the extent of 20 percent of the investable funds 
of United States Government life insurance and national service life insurance 
which are presently invested, exclusively, in United States Government obliga- 
tions. 

VA DIRECT LOANS FOR HOME MORTGAGES 


Whereas there continue to be many areas of the country where the veterans 
cannot find a lender willing to buy a VA guaranteed mortgage; and 

Whereas the voluntary home mortgage credit program, despite the fact that 
it was authorized in the 83d Congress as a means of putting an end to direct 
Government loans for home-buying veterans has generally slowed up purchases 
of homes by veterans and indeed many times caused veterans to lose their op- 
portunity to buy homes : Now, therefore, be it 

Resolved, That the Jewish War Veterans of the United States of America in 
élst Annual National Convention assembled in Milwaukee, Wis., August 7-12, 
1956, urge the Veterans’ Administration to maintain as a minimum, the present 
level of $150 million funds, annually, for direct VA loans as originally planned ; 
and be it further 

Resolved, That the Veterans’ Administration observe, closely, the operations 
of the voluntary home mortgage credit program and be ready to modify its regu- 
lations to shorten the time in which the VHMCP shall find a lender on the VA 
guaranteed home mortgage. 


REDUCTION OF THE INTEREST RATE ON VA GUARANTEED HOME LOANS 


Whereas JWV has requested a rollback of interest rates on VA guaranteed 
home loan mortgages to 4+ percent ; and 

Whereas the Veterans’ Administration continues to authorize an interest rate 
of 444 percent on such loans : Now, therefore, be it 

Resolved by the Jewish War Veterans of the United States of America in 
Gist Annual National Convention assembled in Milwaukee, Wis., August 7-12, 
1956, That— 

1. We urge the Administrator of the Veterans’ Administration to use his dis- 
cretionary power to fix the interest rate on such mortgage loans at a maximum 
of 4 percent. 

2. We petition the Congress to limit the interest rate on such loans at 4 percent. 

3: We urge the passage of legislation which will exempt from taxation the in- 
terest received from loans guaranteed under title IIT of the Servicemen’s Read- 
justment Act of 1944 provided such loans carry an interest rate not exceeding 
8% percent per annum. 


HOUSING FOR OUR ARMED FORCES 


Whereas adequate family housing at or close to Armed Forces installations 
is one of the prime essentials in maintaining career manpower in our Armed 
Forces through building up the percentage of reenlistments ; and 

Whereas the shortage of such housing is especially keen at Air Force instal- 
lations which have no backlog of any housing prior to the setting up of an inde- 
pendent Air Force in the Defense Department; and 

Whereas it is particularly important to have members of the Air Force close 
at hand to put planes into the aid in case of a defense emergency ; and 

Whereas the Capehart Military Housing Act fixes a 4 percent interest rate for 
the Government to pay on military housing mortgages instead of the current rate 
of slightly under 3 percent which the Government pays on its obligations thus 
involving an added cost for interest of $214 billion on 100,000 units of military 
housing : Now, therefore, be it 

Resolved, That the Jewish War Veterans of the United States of America 
the 61st Annual National Convention assembled in Milwaukee, Wis., August 7- 
12, 1956, urge the Congress to appropriate the necessary funds for the 1957- 
58 fiscal year to build a minimum of 100,000 housing units as a start toward 
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helping to correct the present grave situation in the low reenlistment rate of nop- 
commissioned officers, and to decrease the far too high rate of resignations by 
commissioned officers, both of which weaken our defense potential and greatly 
increase the cost of maintaining our Defense Department manpower at the level 
authorized by the Congress. 

Senator CrarK. Miss Childers, you certainly are most patient, | 
do appreciate your waiting so long. I hope we have not inconveni- 
enced you. We are very happy to have you here, and I know Senator 
Sparkman is disappointed that he cannot be here to hear you testify, 
but he will read what you say. 


STATEMENT OF MISS FRANKIE CHILDERS, NATIONAL INSTITUTE 
OF SOCIAL WELFARE 


Miss Cutipers. Thank you, Senator Clark, and I want to preface 
my statement by saying that if in order to get your bill passed it be- 
comes necessary to give up lipstick, I will make the supreme sacrifice, 

Senator Crark. That is far beyond the call of duty. 

Miss Curepers. Mr. Chairman and members of the committee, my 
name is Frankie Childers, and I represent the National Institute of 
Social Welfare, whose Washington address is 300 New Jersey Avenue 
SE., Washington 3, D. C., and whose main he: adquarters are located 
at 1031 South Grand Avenue, Los Angeles 15, Calif. 

I appear before you today to speak specifically on that part of our 
national housing problem having to do with our elderly citizens. 

May I say at “this point that it is truly a pleasure to have the op- 
portunity again this year to appear and give the views of the people I 
represent. What makes this occasion particularly momentous for 
me is the fact that when I spoke in this room last year I was here to 
urge that you gentlemen do something, anything, to alleviate the tre- 
mendous shortage in suitable housing for the elderly, while this year 
I am able to return and report that now we are doing something con- 
crete to help remedy this situation. Our changed position in this field 
is due primarily to the housing amendments sponsored and passed by 
your committee last year. 

By way of explanation, let me say that for several years we have had 
a nonprofit corporation set up specifically for the purpose of building 
housing units for our elderly citizens. This corporation is known as 
Housing for the Elderly, Inc. But we were unable to make even the 
initial moves toward this objective until your committe changed the 
law last year to make FHA insured loans available to nonprolit cor- 
porations for this purpose. 

Late last fall we mailed out several thousand questionnaires to eld- 
erly people all over the State of California and told them of our hopes 
to get a building program underway. The response to our question- 
naire was, to say the least, overwhelming even to us. As a result of 
that 1 inquiry, we now have on file 3,575 applications for housing 
units. And we have only just scratched the surface of the need in 
California alone. 

3efore I get into the technicalities and difficulties we have run into, 
[ would like to tell you briefly what we propose to do in this housing 
for the elderly program. First, we propose to build apartment-type 
dwellings, the style of which would depend on location and availability 
of land. In each development we aitlie ipate approximately 200 units, 


‘on- 


vel 


HOUSING AMENDMENTS OF 1957 903 


so that it is big enough to encourage thrifty management and yet small 
enough so that the occupants do not feel that they are isolated in a sea 
of aged. ; 

According to data compiled from answers to our questionnaire, 
approximately two-thirds of the applicants seeking accommodations 
are single people, with the other third, of course, being married couples. 

These facts, naturally, will be taken into consideration when planning 
the size of our living units. 

As we see it, many purposes can be served by building adequate 
housing for these elderly people. First, by operating these low-rent 
units on a nonprofit basis, we will be able to supply them at a much 
lower cost than is possible under the profit-motive plan, thereby taking 
these people out of substandard and oftentimes slum areas and offering 
them decent living quarters at no higher rate than they now pay. 

Senator Ciark. Let me interrupt a second, Miss Childers, to ask 
you whether this is rental housing or sales housing. 

Miss Cuivpers. It is rental housing. 

Senator CLarK. Do you have in your statement somewhere the ap- 
proximate range in price of rentals? 

Miss Cuimpers. I am not an expert on this fiscal policy. In fact, 
Ihave enough trouble balancing my own budget, but we anticipate 
that we can build these to rent for around $30 or possibly $35 for a 
single unit. Let me say here that further on you will find our people 
in California are paying an average of $37 a month for very substand- 
ard single apartments and $47 for double, and we anticipate that we 
ean,do it for below that cost and provide them with many facilities 
that are not now available to them. 

Senator Ciark. Generally speaking, what would the single apart- 
ment consist of ? 

Miss Cuinprrs. It would consist of probably one of the more mod- 
ern type sitting room-bedroom combination, with ample closet space, a 
utility kitchen, and bathroom. This is you understand for a single 
rson. Our double apartments would naturally have a bedroom and 
e larger. 

Secondly, it is our theory that senility, extreme depression, and the 
complete feeling of being worthless and unwanted which now per- 
vades our elderly population is due to the fact that they seemingly 
belong no place. They are alone in a society geared to the young. 
They cannot work, due either to physical disabilities brought on by 
advancing age or by the reluctance on the part of employers toward 
hiring elderly people. A vast majority have little or no social life, few 
interests that they can pursue due to low income, lack of companions 
or just plain physical immobility. And yet, working with these people 
day in and day out as I do, I find a vast supply of energy and desire 
to still be useful in society as a whole. I find that they are willing, 
indeed eager, for the opportunity to pool their remaining physical, 
mental, and emotional resources to help themselves and their com- 
munities. I*or this reason, I think the sociological advantages to be 
gained by housing developments such as we envision are almost as 

important to the community as a whole as to the old people indi- 
vidually. 

In connection with these housing units, we want to build clubrooms 
and promote workshop facilities, as well as provide small cafeterias 
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for the inhabitants. Needless to say, such facilities would provide the 
elderly occupants with a chance not only to enjoy wholesome reereg. 
tion among people of their own interest and circumstances, but would 
provide much-needed outlets for their energies and, in the bargain, 
rehabilitation services for an otherwise near-stagnant group. 

We do not intend that these developments shall become an “old folks’ 
home” as presently constituted. We plan them as an integral part of 
the communities in which they are located, serving not only the tenants 
but, in the long run, servmg the community as a whole. In other 
words, these old people can become a service group unto themselves, 
Just as an example, they can make and repair toys at Christmastime 
for needy and underprivileged children who otherwise face a barren 
Christmas tree and empty stockings. 

They can help each other in time of sickness or emergency and 
they can offer oldsters throughout the community the opportunity to 
“belong” and to enjoy a definite, more honorable place in our society, 
As far as the maintenance of the developments, such as yard work, 
cafeteria upkeep, and the dozen and one other necessary services, we 
plan that the old people themselves, if they choose to do so, will take 
care of this with a minimum of outside supervision. Incidentally, 
this would naturally cut down on the cost of maintenance and what 
not and give them a chance to do a little work. 

We intend to give them the maximum amount of freedom and 
independence, unlike the usual old-folks’ home or hotel, and at the 
same time we will afford them ample opportunity to express them- 
selves in recreation and useful occupation. Incidentally, Senator, I 
would like to point out that in the few months that we have been ae- 
tively interested in this subject we have found that great numbers of 
people in the community are very eager to participate, such as real- 
estate men. We have had offers from real-estate men to donate their 
services in this, and we have had offers from builders to help us get 
it underway, They cannot do it individually, but under a combined 
effort they are eager to see that something is done about it, and we 
have found a great deal of community interest in projects of this type. 

Senator CrarK. Are you speaking specifically of Los Angeles? 

Miss Cuinpers. Specifically, yes, sir, but we have had inquiries from 
all over the country, from several States, including Louisiana, Illinois, 
and several other States, from people who are interested in starting 4 
similar-type development. 

Senator Ciark. I am anticipating you a little by looking at your 
testimony, but have you gotten to the point where you actually have 
a site in mind and plans prepared ¢ 

Miss Cuitpers. No. We have been sort of waiting for FHA ap- 
proval of our corporation, and I just received a letter over the week- 
end that tentatively we are in the running, so to speak, and they now 
ask for more technical explanation. But we are looking for sites at 
the very present time. 

Senator Crark. Do you expect to start in Los Angeles? 

Miss Cuinpers. Yes, sir. 

Senator CirarK. Do you know whether you are going to go up m 
the air with these apartments ? 

Miss Cuinpers. It depends. For instance, in and around Los An- 


geles the general type of apartments and what not are the open-air 
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type with private entrances. In that area you can do that, and it is 
very preferable to the aging people, because you can give them ground 
on Which to walk and exercise and what not. So we hope to keep it 
down to not more than two stories. 

Senator Ciark. Stay away from elevators? 

Miss Cumpers. Yes, sir. 

Now that I have told you of the brighter side of our plans, now 
that I have outlined what ‘T consider to be a most worthy undertaking, 
we arrive inevitably at the point where all such worthy projects must 
begin—the bare financial facts. 

I am not going to take up a lot of your time today to tell you what 
you must already have heard day in and day out for many months— 
that today’s money market is so tight as to even defy description when 
it comes to a project of this type. We have already approached a 
number of lending institutions and, without exception, they look at us 
as though we had just tried to sell them the Brooklyn Bridge. I dare 
not attempt in my own words to explain the situation to you, but 
rather I would quote from a memorandum sent to me by the head of 
our housing department, who was for many years connected with the 
FHA office in Los Angeles. Mr. Brown writes me: 

The actual working out of the details of a housing project is involved and 
technical. The most important item is financing: the equity of the sponsoring 
organization and the mortgage money. At this time the only source of mortgage 
funds is FNMA. Lending institutions express interest in and sympathy for 
our project. However, their first requirement is a firm commitment from FNMA 
to take the guaranteed mortgage at a fixed price, 98 or 97 points; then the de- 
mand for interim financing is so great and the “available supply of money so 
short” cost or going rates are about 5 points plus an average of 6% percent 
interest for the use of the funds. 

Senator Crark. Is that construction loans? 

Miss Cuimpers. Yes. [Continuing:] 

This all adds up to 10 points discount off the top of the FHA-insured mortgage. 
Assuming $6,000 per living unit for 200 units, a total of $1,200,000 with 90 per- 
cent insured mortgage above financing charges will total about $110,000. This 
increases the equity requirements of the sponsor to 20 percent. 

Then Mr. Brown goes on to say: 


That would not be so unreasonable. The tragedy is the discounts and interest 
thereon add nothing to the project, but are simply chiseled off the top for no 
consideration or value. Equity of sponsor has no bearing on these “discounts.” 
If the insured mortgage was for 50 percent of the value, the outlined discounts 
still apply. Further, as presently operated, it is practically impossible to secure 
advance commitment from FNMA. From the financial aspect, housing for the 
elderly is blocked at this point. 

I think I covered before that we have had considerable interest 
shown throughout the country, so I will not go into that. 

In his memo to me, our housing expert pointed out that the 3,57! 
oldsters who have applied to us for rental housing pay_an average 
rental of $37 per month for a single apartments and $47 per month 
for couples. This does not include utilities. And, as indicated by 
the letters and by our personal research, rentals at this price are 
(a) definitely substandard in quality and loc ation, and (6) in keener 
demand and scarcer, for nothing is being done in this aoth4 ular phase 
of the housing industr y. The situation can be summed up as a mount- 
ing demand and decreasing supply. 
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I would also like to say at this point that most of these people who 
replied to our questionnaire are in that category of public-assistaneg 
and social-security recipients. I think our maximum grant in Cali- 
fornia is $89, and so when you take out that big chunk for rental, vou 
can imagine what happens to the other necessities of life. me 

Senator Crark. Before you get off that discount-and-fee portion 
of your testimony, Miss Childers, are you going to go ahead with this 
project in spite of the fact that you are paying a 10-point discount by 
the time you get through ? ‘ 

Miss Curipers. We may conceivably get one such project underway, 
but it does not appear that we are going to be able to do anywhere 
near what we would like to be able to do, due to that and the fact that, 
for instance, for 200 units it would require a $120,000 downpayment. 
You are not going to find many nonprofit corporations with that kind 
of money to put into it. 

Senator Ciark. They just do not have it. These discounts that you 
speak of are partly Fannie May discounts and partly FHA discounts, 
I guess. Doesthis gothrough FHA ? 

Miss Cuimpers. Yes, sir. 

Senator Ciark. But a substantial part of the discounts is for the 
construction loan, is it not ? 

Miss Cuipers. I imagine that is true. I cannot answer that, be- 
cause J am not really familiar enough with it. 

Senator Ciark. But you do have to get your construction loan from 
private sources, do you not? 

Miss Cuixpers. That is true. 

Senator Cirark. And if we were able to persuade the committee to 
recommend legislation which would make a construction loan avail- 
able for FHA and Fannie May handling, we would at least alleviate 
that point? 

Miss Cumpers. Yes. I intended to get to that. 

I would point out here that our primary desire is not in building 
housing for oldsters who can financially compete in the present high 
rental market. We want to see decent housing built for the old people 
who are now scraping by on old-age and survivors insurance benefits, 
old-age assistance, or small World War I veterans’ pensions. While 
on the surface, due to their low income, these might seem to be a 
rather unstable crew, I would further point out that while their in- 
come is small, it is steady and reliable. The people involved have 
these small fixed incomes and are in a position to pay a rental that 
guarantees the soundness and amortization of the housing projects, 
provided the basic cost is not excessive. 

An interesting and rather disgusting condition was brought to light 
when answers to our questionnaires began pouring in. On October 1 
of last year California’s old-age-assistance recipients received a $4-a- 
month increase in their basic grant, thanks to the social-security 
amendments approved by Congress. A great preponderance—in fact, 
the majority, if you please—of the people who wrote in to us said that 
on October 1 their rent had been raised several dollars, usually the 
exact amount of $4 and sometimes $5 or more per month. I bring this 
fact to your attention to further emphasize the squeeze these people 
are in because of the mounting demand and decreasing supply of 
rentals within their income. 
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To get down to the meat of the subject, that is, what we hope that 
you gentlemen will do about the situation. First and foremost, we 
come back to the ever-haunting money question. As conditions now 
stand, it appears that the desire upon the part of Congress to see 
housing built for our elderly citizens, as demonstrated in last year’s 
amendments, will remain on the statute books as merely a hope, with- 
out: ever truly becoming a reality, unless steps are taken to provide 
money for the undertaking. 

If housing for the elderly is truly to become a reality, then I feel 
the only answer to the lack of private capital is for Congress to in- 
crease the funds in the Federal National Mortgage Association, or to 
set up a national mortgage corporation to enable them to purchase 
FHA mortgages. I would further urge that a reasonable amount of 
these funds be specifically earmarked for use under section 207 as it 
applies to the elderly housing program. ; 

Senator Cuark. Miss Childers, I know you are not purporting to be 
an economist, and goodness knows I am not either, but 1 am wonder- 
ing if, with these discounts in existence, it is going to be possible, even 
if you have the mortgage money, to build the kind of a project you have 
inmind to rent for $37 a month in a high-cost area like Los Angeles. 

Miss Curtpers. That is where the difficulty comes in, because, with 
the high discounts and what not added to the initial cost, it defeats 
the purpose that was originally intended, that of providing low-cost 
housing for the elderly people. 

Senator Clark. So would you not think it would be necessary, in 
addition to getting the initial authorization from Fannie May, to re- 
quire that these mortgages be bought at par and without discounts? 

Miss Cuirtpers. I would agree with you 100 percent. 

Senator Crark. And also that Government credit through Fannie 
May and FHA be taade available for construction loans, so you will 
not have to pay thuse heavy discounts and high interest rates during 
the course of construction ? 

Miss Curtpers. Yes, sir. I was most delighted to see that Senator 
Sparkman and a number of his colleagues have introduced legisla- 
tion along these lines and that these funds would be made available 
at—was it 414 percent ? 

Senator Ciuark. As I understand it, and the staff will correct me, 
Senator Sparkman’s bill was for 4 percent, and my bill would have 
one-half of 1 percent in excess of the cost of money to the Government, 
which might be lower. 

Miss Cuitpers. As a second request, I would strongly urge that 
the amount of equity a nonprofit organization is required to furnish 
be considerably less than the present 10 percent. In fact, taking into 
consideration that these are nonprofit organizations and therefore 
have nothing monetarily to gain by a program of this type, not to men- 
tion the fact that they are willing to assume the rather large task of 
building, supervising, and providing administrative experience and 
personnel in order to run the projects, I would suggest that the Federal 
Government could only gain by providing 100 percent financing for 
the developments. 

_Isay that the Federal Government will gain, because I firmly be- 
heve that unless some incentive is given to private groups to provide 
this housing for the elderly, Congress is going to be faced each year 
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with progressively stronger demands for sharply increased public 
housing to meet this problem. And in such an event the Federal Goy- 
ernment would then not only be required to pay for the projects, but 
subsidize them to some extent and also provide the expensive admin. 
istrative personnel required to supervise them. 

Now, don’t get me wrong. IT am not suggesting that a program to 
help nonprofit. corporations is going to solve the problem of public 
housing for our oldsters. I firmly believe that a concentrated pro- 
gram in this direction must also be maintained. But I do feel that 
under a program similar to the one we advocate a great deal of the 
present burden and the even greater burden to come could be takey 
over by groups such as ours who are willing to assume it. 

As a further spur to getting a building program underway, I would 
suggest that the loans be amortized over a period of 50 years, rather 
than the present 39-year limit. This would help considerably in keep- 
ing down the cost of rentals within the ability of the ten: ints to pay, 

Senator CiarK. Do you think the buildings would be around after 
50 years? 

Miss Criepers. Yes; we anticipate that they would. We are plan- 
ning it that way. 

I really cannot see that there should be a great deal of opposition 
to such a program in Congress, since this money would not be in the 
form of a grant, but rather as an investment by the Federal Govern- 
ment at an interest rate which would yield a profit through the years, 
I understand that such interest rates are now available for military 
and college housing, and I would venture to say that the problem of 
housing our elderly is fast becoming one of the most urgent in our 
country. 

Senator CrarK. Do you have any idea how many of these 3,575 ap- 
plications which you received are from elderly people who are pres- 
ently doubled up with their children ? 

Miss Cuiipers. No; I donot. 

Senator CrarK. In other words, you do not know how many new 
family units would be created as a ee of this? 

Miss Critpers. No, sir; I do not. I do not have the figures on that. 

Senator CLrark. Would the questionnaire reveal that? 

Miss Cuiipers. It probably would. I could get that information 
for you. 

Senator Crark. If you have it, I would be interested to get it. 

Miss Cuiipers. Very good. I will ask to have it sent up. 

As an illustration of why I do not feel that the present terms avail- 
able to nonprofit corporations are going to yield the results you gentle- 
men doubtless hope for, IT chee ‘ked with the statistics bureau at the 
FHA office here in Washington to find out how many organizations 
have availed themselves of the present program. Frankly, the answer 
was a little startling. I was informed that only 2 organizations had 
assume that 1 of those was ours—and that to date 
neither had been approved and, naturally, that no building has been 
started. 

I read very carefully your committee’s staff report entitled “Income 
and Housing,” issued in January of this year, and I noticed, as you 
must have, that a great preponderance of mayors who answered your 
questionnaire listed the elderly housing situation as critical in their 














lic 


lie 
ro- 
hat 
the 


cen 


1ew 


hat, 


ail- 
tle- 

the 
ons 
wer 
had 
late 
een 


ome 


you 
our 
heir 








HOUSING AMENDMENTS OF 1957 909 


communities. Here I would like to point out that recent studies have 
shown that two-thirds of the 14 million people over 65 years of age 
in this country have less than $1,000 a year income. 

We and many groups like us throughout the country want to help 
golvethis problem. But you first must make this possible. 

Senator Cuark. What makes you think there are other groups like 
yours ! 

Miss Cuitpers. We have a number of affiliates throughout the 
country interested in old-age problems, and we have had queries from 
sich fraternal organizations as the Eagles on this housing for the 
elderly problem. The Eagles have been for many years interested in 
the'elderly people, and I think under the proper terms would be inter- 
ested in building for them. 

Senator CLark. The thing that concerns me a bit is that as far a 
Tknow you are the only witness who has appeared in support of more 
housing for the elderly, except the mayors. I am interested in your 
statement that you are quite confident there are a number of other 
organizations of a nonprofit nature similar to yours who would be 
interested in such a program if it could be made economically feasible. 
You are ‘om sure about that, are you 4 

Miss Curipers. Yes, sir, I am. We have had ze iny queries. I can- 
not vouch for their stability or anything, but I do know that when 
we first ran a story in our paper on this—and our paper is circulated 
nationwide—we received queries from all over the country regarding 
how they could apply and how they could qualify and whatnot on it. 
So I do know there is a vast amount of interest. We held a national 
conference in Chicago in November. We had groups from all over 
the country there, and one of the most talked about subjects at the con- 
ference was the housing situation. 

Senator Crark. Is your organization prepared to invest any equity 
money in this project at all, or do you feel you have to have 100 percent 
governmental financing ¢ 

Miss Cui~pers. No, we are prepared to invest a reasonable amount 
of equity, but we would rather see a greater percentage of financin 
so that we can spread our equity money over more units than woul 
be possible under the present terms. 

Senator Crark. I can understand that, and I do not want to pry 
into the financial secrets of your organization, but are you free to tell 
us how much equity money you have available? If you are not, just 
say SO. 

Miss Cuitpers. I do not know quite how to answer your question, 
other than to say that in the information we submitted to FHA our 
capital assets run something close to half a million dollars, and that 
We are prepared to put some money in and that we have people who 
are interested, when we are approved by FHA, people who have money 
that they wish to give away to worthy projects, who are interested in 
investing in a projec t of this type. 

nator CLARK. This would not be giving it away, would it, presum- 
ing they get it back? 

Miss Critpers. No, these people are interested not in investing but 
In—— 

Senator Ctark. Making a contribution ? 

Miss Crimpers. Yes, sir. 
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Senator Ciark. A charitable contribution ? 

Miss Cumipers. Yes, sir, because they feel that the problem is that 
great. 

In closing, I should like to leave one thing with this committee, 
Rather, I would like to share it with the committee. This gift ig jn 
the form of a ghost which has haunted me continuously since a few 
months back when a letter came to my desk from an old lady in Log 
Angeles who gave her age as 76 and who w as pleading for help. She 
told of being "ll with old age and of living in one small room with 
broken window and ver y little or no heat. In order to keep warm, she 
slept in her clothes. She was paying $30 a month for the bare room, 
Naturally, being interested in her problems, I wrote a letter back to 
her and it was returned to me marked “Deceased.” I then called her 
landlady to inquire after her affairs and asked what had been the cause 
of her death. ‘The coroner’s report said that she had died of exposure. 
Gentlemen, in Los Angeles that is rather odd. I know the chamber of 
commerce Will not like me, but this happens. 

[ thank you for this opportunity to speak, and I sincerely hope that 
I have been able to aucle 1 some small bit in your quest for information 
regarding our Nation’s housing problems. ‘Th: ink you. 

Senator Crark. Thank you, Miss Childers, for some very helpful 
and interesting testimony. I want to again thank you for being so 
patient and giving up your entire day to us. 

The committee will recess until 10 o’clock tomorrow morning. 

(Whereupon, at 4: 22 p. m., the hearings were recessed until 10 a, m. 
Posed April 2, 1957.) 
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TUESDAY, APRIL 2, 1957 


Untrep States SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
SUBCOMMITTEE ON Houstne, 
Washington, D.C. 

The subcommittee met, pursuant to recess, in room 301, Senate Office 
Building, at 10 a. m., Senator Paul Douglas presiding. 

Present: Senators Sparkman, Douglas, Clark, and Capehart. 

Senator Dovucias. The subcommittee will come to order. The 
chairman of the committee has conferred upon me the honor of presid- 
ing temporarily in order to introduce the distinguished witness who 
is going to testify this morning. It is a source of personal pleasure 
and civic pride to introduce the mayor of Chicago, the Honorable 
Richard J. Daley. I may say for the benefit of the record and for 
those in the room that the mayor has made a most distinguished record 
as a city oflicial, county official, a State senator, and now as mayor of 
the greatest city in the United States. Senator Clark, take notice. 

Mayor Daley, we would be delighted to have you come forward, and 
if you wish to have any of your assistants with you, they should, of 
course, come forward, too. When the Secretaries testify here, they 
generally have a battery of assistants, ranging from 7 to 20. So you 
should feel no reluctance. 

It isa great pleasure to have you here. 

I may say for the record that among the others who are here is my 
friend and former colleague of the Chicago City Council, the Hon- 
orable William Murphy. I may say that after you have served in 
the Chicago City Council, the United States Senate is an anticlimax. 


STATEMENT OF RICHARD J. DALEY, MAYOR, CHICAGO, ILL., AC- 
COMPANIED BY ALDERMAN WILLIAM MURPHY, GEN. RICHARD 
SMYKAL, IRA BACH, PHIL DOYLE, AND JAMES C. DOWNS, JR. 


Mayor Darry. Thank you very much, Senator Douglas, Senator 
Sparkman, and Senator Clark. I appreciate very much the oppor- 
tunity of apearing before this subcommittee on a subject that is very 
close to the hearts of the people of Chicago. 

Sometimes the term “urban renewal” is robbed of its real signifi- 
cance, because we talk about planning and projects and building and 
housing, and we overlook, unfortunately, one of the real purposes be- 
hind the program, and that is the people. I am here to talk for the 
people of Chicago, who are vitally interested in rebuilding our city. 

I understand, of course, and I appreciate the problem that con- 
fronts this committee and the members of the Senate due to economy 
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in the National Government. We recognize also the fact that all of 
you men are trained to do the best job you can, using your best judg. 
ment on the facts and on the problems that confront you. 

Chicago has been a pioneer in the urban renewal program. Going 
back to 1945, the people of Chicago voted bond issues, payable from 
real-estate taxes, in order to carry out programs of rebuilding our city, 

We in Chicago recognize the problem of rebuilding the older neigh. 
borhoods. The fact that we have joined with the Federal Government, 
if you will, in a cooperative program over the last period of years js 
indicative of the recognition of the problem that confronts us. We 
need the help of all governmental units, Federal, State and local, to 
do the job of rebuilding.. We can no longer delay this problem, be. 
cause it is connected very directly with expenditures in other avenues 
of Federal, State, and local government. 

The question of better neighborhoods and better communities is tied 
up very closely with the question of crime, with the question of health, 
with the.question of our youth and juvenile delinquency. So we feel 
that the diminution or cutting back of a program so closely conneeted 
with the people of the large cities would be in our opinion a step back- 
ward. 

We recognize that the problem of rebuilding in a large city takes 
long years of planning. Overnight you do not take a neighborhood or 
a community and demolish it or remove it, because you have first to 
get the interest of the people. We in Chicago at the present time have 
22 communities and neighborhoods in which the people have organized 
themselves to conserve and rebuild their neighborhoods. We have 
talked to them, and other public officials. They have recognized 
through the various means of communication from the Federal Gov- 
ernment the suggestion of how you proceed with urban renewal, what 
you do to conserve your neighborhood, what you do to rebuild your 
neighborhood. All of which is directly connected with our program in 
Chicago. 

We have Chicago University, which is one of the pioneers in the 
idea of conservation in neighborhoods. The interest of the people has 
been most inspiring and encouraging. Urban renewal is one program 
that I have never had any opponents to. There has never been anyone 
opposed to urban renewal, whether it be the laborer or the banker, 
whether it be the housewife or whether it be the professional man. All 
the people seem to feel that a healthy city is a necessary part of our 
American way of life, that the slums have been a challenge to our 
Republic and democracy for too long, and that we, in a very pros- 
perous system of economy, surely can no longer continue to disregard 
our obligations on the removal of the slums and the blight. 

The people that are in the particular community or neighborhood. 
the children that are there, are the leaders of tomorrow, and I feel 
that all of us recognize our responsibility to them. 

We in Chicago also recognize our local responsibility. We know 
that many people come to Washington with their local problems and 
try to just turn them over to you. We in Chicago have recognized 
that. bn June 3 of this year we are presenting to the people a bond 
issue for $213 million, which means more schools, more playgrounds, 
more parks, more lighting, and all the facilities that go to make up 
urban renewal, to rebuild our neighborhoods, to rebuild the various 
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gctions of old Chicago, in order that we might have what the suburbs 
have, a healthy neighborhood with grass and with parks, with modern 
_gchools, and with the facilities that we think are so necessary for the 
young people of tomorrow. 

I know that you have heard time and time again the repetition of 
statistics. I would not care to burden you any further with that. 

I want to say that I think the most essential part of an urban re- 
newal program is continuity, to have the people in the cities know that 
the Federal Government is interested in our city problem, to have the 

ple in the neighborhoods that are organizing and, if you will, using 
thelr own resources : and money, hiring their own staffs, doing the thing 
that is necessary to build confidence ‘and pride in their neighborhood, 
know about the interest of the Government. 

Those are the things that we think would be seriously hampered and 
griously hurt if there was any cutback of this program of urban 
renewal and conserv ation. 

Again, I am appreciative of this opportunity of appe: ring before 
this distinguished group and to talk for the people of Chicago, who 
would ask you, with all the sincerity they could, to please continue 
this program for the youngsters of Chicago, in order that we might 
give tthe m decent housing, decent neighborhoods, better schools, bet- 
ter parks, and fulfill the hopes and the objectives and the vision of the 
men and women who are interested in making this a better America. 

We have our staff, as you mentioned, Senator. We have Jim 
Downs, who is the consultant to the mayor and an expert on housing. 
We have Ira Bach, who is our commissioner of planning; Phil Doyle, 
head of the land clearance; General Smykal, our commissioner of 
conservation; and we have Alderman Bill Murphy, who is chairman 
of the city planning. 

Again, thank you for the opportunity of letting us present Chi- 
cago’s interest in this very vital problem. 

Senator Doveras. We thank you, Mayor Daley, for your testimony, 
and your formal statement will be made a part of the record following 
your informal remarks. 

I think the committee would be much interested if you would 
describe briefly and informally the steps that have been taken to 
rebuild the South Side and the Near West Side, and then pass on to 
the plans for the Near North Side, the so-called Fort Dearborn project, 
or if you prefer to have someone else discuss these plans, that would 
be fine. 

Mayor Darr. I can say this, Senator. As you know, the first proj- 
ect was Lake Meadows, extending from 35th to 31st and from South 
Park to the Illinois Central tracks. 

Senator Dove as. One of the worst slums in the United States 
probably. 

Mayor Datry. That is right. The crime situation and all the fac- 
tors of health and juvenile delinquency and youth problems that we 
mentioned a while ago are at their peak in that particular section of 
Chicago. Then this project came along, and now we see multiple 
buildings rising on the same property, we see fine grass growing, we 
contemplate building a new park, we have one of the finest high 
schools in the Nation, Dunbar High School, that recently opened, a 
vocational high school. It is being utilized, one of the schools, with 
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day and night classes, in an attempt to bring together adults ang 
give them the necessary education and training. 

We have had the Illinois School of Technology program immediate. 
ly to the west, which goes from 35th to 30th, and from the Roek 
Island tracks over to Michigan. There private individuals haye 
come out with vision and determination, and some 8 or 10 years 
ago, with the help of the city, some of the worst slums in Chicago 
were removed. Now we find university buildings and various hous. 
ing yosemite arising on that land, and the grass and the trees and 
the flowers are coming back to the city—which proves to us that we 
can, with the necessary determination, bring back the things to a city 
to make the neighborhoods and communities just as attractive as the 
suburbs. 

I have overlooked one point, Senator, and that is the fact of the 
anticipated tremendous expansion in the Chicago land area that js 
projected in the next 10 years. All of us feel that with the opening of 
the St. Lawrence seaway and the geographical position of Chicago 
that we will have a tremendous expansion. Our industrial might and 
manufacturing has expanded tremendously. We hope that keeping 
abreast of that will be the expansion of housing and accommodations 
for our people. 

Senator Doveias. Do you wish to add anything, Mr. Downs? 

Mr. Downs. With respect to the development of the South Side 
to which you referred, Senator, we started there with the Lake Mea- 
dows project, which was a 100-acre clearance project, and which is now 
completely cleared. There are several hundred public housing proj- 
ects which were all slum-clearance projects that are also located there. 

The great institution of the Michael Reese Hospital, which is one 
of the greatest charity hospitals in the world, faced up to a decision 
as to whether or not to abandon this area, as did Illinois Tech. The 
activities that the city stimulated there caused them to say they were 
going to stay and face it out, and they have done themselves a tremen- 
dous redevelopment project. 

In the urban renewal portion of the program, the University of Chi- 
cago has led in its own community. On the West Side we have a nu- 
cleus of our medical center, and again Jarge numbers of slum clear- 
ance units of public housing that are reanimating that whole area. 
And there, also, we have one of our industrial redevelopment projects. 

I think perhaps one thing that we might emphasize is the fact that 
when the urban renewal program came into being, we went all out to 
encourage our people to believe in it. I think we have unprecedented 
local organization. There are 18 community groups that have gone 
out and hired staffs, engaged offices, hired planning personnel, and are 
putting up of their resources to aid this thing. To go back to them 
with a reduction of the program at this point in its momentum would 
be to dispirit them greatly. 

I think this is the thing that is of great concern to the mayor. Here 
we have given these people this promise. And now if we withdraw 
it from them, it just is no good for the country in its new urban manl- 
festation. 

Senator Doveras. In the Lake Meadows project, is it no true that 
one of the big New York life insurance companies has made a very 
large investment in a series of beautiful apartment buildings for 
middle-income groups? 
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Mr. Downs. ‘That is true, Senator. They will have invested, when 
they are finished there, virtually 3100 million in a gigantic housing 
development, which is one of the prides of Chicago at ‘the moment. 

Senator SparKMAN. What company was that ? 

Mr. Downs. New York Life Insurance Co. 

Senator Doucuas. is it not probably true that when the develop- 
ment is through, that the city will get more in taxes than it did orig- 
inally from the slum dwellings ? 

Mr. Downs. I think that is quite true, not just probable. 

Senator Dovuauas. So that ultimately there will be a gain in revenue 
tothe city. 

Mr. Downs. More than that. The development will greatly add 
tothe value of the peripheral holdings and to the whole near South 
Side. 

Senator Dovenas. Have you noticed what has happened to the 
crime rate and juvenile delinquenc: vy rate in the area since the new 
buildings have gone up and old buildings have gone down? 

Mr. Downs. Our studies on that area which was cleared indicate 
that it has virtually disappeared. 

Senator Doucias. That is juvenile - rye vy and crime has vir- 
tually disappeared—and this used to be an area where both were 
probably higher than in any part of the city. 

Mr. Downs. That is right. It must be stated fairly, however, that 
the same people did not come back. 

Senator Doueias. The people who are displaced—have you any- 
thing to say about where they have gone and what happened to them ? 

Mr. Downs. Gene rally speaking, the displ: coment process of slum 
clearance results in upgrading. First, there is the influence of the 
Federal Government and interest of the Federal] Government and the 
insistence of the Federa] Government. that these people be relocated 
in housing which is decent, safe, and sanitary. In addition to that, 
the occupancy by the minority groups of new territories tends to bring 
an upgrading of their housing facilities. While we still have terrific 
overcrowding as a result of the in-migration of thousands of people, 
rural people, to our city, the fact is that our average status of minority 
group housing is the best in my opinion at this moment. 

Senator Dovuenias. Mayor Dale y, 1 wonder if you or any of your 
staff would wish to summarize the efforts of the city in this direction. 
You have already referred to the fact that there was a bond issue of 
$10 million, was there not, in 1945 7 

Mayor Darr. Yes, sir. 

Senator Doveras. And since then the city has constructed streets 
and put in sewer accommodations and constructed parks and so on. 

Mayor Datey. And we have also passed our housing code, which is 
our enforcement side of it. 

Senator Dovetas. It is somewhat difficult in most cities to pass a 
hew housing code; is it not / 

Mayor Darry. Yes; it is. One of the men that played a major role 
in that is your very good friend, Alderman Murphy. 

Senator Doverss. I wonder if you would be willing to speak on 
that. 

Mr. Murruy. Well, Mr. Chairman, I believe you cannot have urban 
renewal unless you have true enforcement. I feel that it goes step in 
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step. I feel that we have one of the finest housing codes in the United 
States. Many cities are beginning to copy our code. I also feel that 
the thing I am worried about in relation to any cutback is the conger. 
vation program which is a major part of your urban renewal program, 

Just last week the city council passed an ordinance for application 
for funds from the Federal Government for planning and surveys for 
the Inglewood area and the Lincoln Park area. 

Senator Dovetas. The Inglewood area is the area which you repre. 
sent with great distinction in the city council. 

Mr. Mureuy. Thank you, sir. But I am very fearful with theg 
cutbacks that we will not be able to progress with any conservation 
whatsoever for these two areas. These are very large areas. Qne js 
1,000 acres and the other about 1,300 acres. I feel that the urban 
renewal program, coupled with true enforcement and with conserya- 
tion will give us a real program. But if any one of these factors 
fails, the entire program will fail. 

Senator Sparkman. Mayor, I appreciate greatly the statements 
that you and your associates have made. I was particularly inter- 
ested in your reference to the pioneering efforts of Chicago. I may 
remind you that that had considerable influence on the writing of 
title I in the act of 1949. 

By the way, you may be interested also in being reminded that 
I was serving as chairman of the subcommittee at that time, when we 
handled that bill on the floor, and I asked Senator Douglas to handle 
title I, and he did, and he did it very well. The program that we 
have today is an outgrowth of the beginning that we made in the 
title I slum clearance in the 1949 housing program. 

Senator Dovetas. That was my baptism of fire. 

Senator Sparkman. And he withstood it well. I do feel that after 
all of these years of trial and error and experimentation the program 
now is really moving; don’t you think so ? 

Mayor Datry. Yes; it is, Senator. 

Senator Sparkman. That is true in your own city. 

Mayor Datry. Yes; it is. 

Senator SparRKMAN. By the way, I certainly do not belittle the fre- 
mendous importance of this to the big cities, but I do not want the 
record to indicate that it is exclusively for the big cities. Coming 
from a State of small cities, I can testify that it is a very fine ane 
for the smaller cities and larger towns, too, practically every one 0 
which has its own slums problems. 

Mayor Datey. I think you are right, Senator. I think that some- 
times overemphasis is given to the needs of the large city. This prob- 
lem is just as important to a smaller city, which has the same prob- 
lems, I find, after my short experience of 2 years. I have found that 
many problems of conducting a city are just sort of in mathematical 
proportions. When we meet with the mayors of the cities of America, 
we find the problems pretty much the same, whether it is a small city 
or whether it is a large city. 

Senator SparkMaAn. There is a difference in degree, principally. 

Mayor Datry. That is right. But they are still basic problems, as 
you point out. The small cities of America have the question of 
rebuilding their areas just as much as the large cities. 
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Senator SparKMAN. I know in my own hometown, which is a small 
city, a very fine a has been developed and is in progress now. 

it takes considerable time to develop one of these programs. 

Mayor Datey. Yes. And, Senator, some people have said, and 
rightly so, that many of the suburbs have this problem and have not 
recognized it as readily as they should. We think this program of 
the Federal Government participation with State and local govern- 
nent units also will meet with the problem of blight and slum in the 
suburbs of America, which all of us have seen evidence of in riding 
yound the country, due to the lack of zoning laws, the lack of build- 
ing codes, and unincorporated areas. All of us are interested in 
providing adequate and decent housing for those sections of our 
ountry. 

Senator SparKMAN. You know, of course, that President Ejisen- 
jower, in his budget message, recommended $250 million additional 
ythorization. But Administrator Cole has recommended that that 
ig cut back to $175 million. Do you feel that a cutback would 
inpair the program ¢ ; 

Mayor Datey. I am told by our men working actively day to day 
inthe field that cutback of that amount would virtually nullify any 
programs in Chicago going ahead, the different areas that have been 
nentioned—that we would probably be restricted to the completion 
of our present projects, which would be Hyde Park, Kenwood, and 
perhaps the West Side. But that any of the additional 18 that Mr. 
Downs talked about would virtually be at a standsstill. 

But in addition to that, I think the most significant result from 
sich an act would be the discouragement of the people back home who 
we determined to do something about this question. 

For instance, in this bond issue we have $20 million, $10 million for 
nd clearance and $10 million for community conservation. We are 
sing to the people and point out under the Federal program the city 
if Chicago feels that we should vote additional bond issues for this 
purpose, that we should continue to encourage the people in the com- 
munities and in the neighborhoods to help themselves in rebuilding on 
the programs of conservation, of which General Smykal is the Com- 
missioner. 

Senator SpaRKMAN. Let me ask this question. From the moment 
you start planning a slum clearance, urban renewal program, until 
you start laying brick, how much time usually elapses? 

Mayor Datry. It is projected to be 4 or 5 years. I would like to 
lave Mr. Doyle answer that. 

Mr. Dorie. Senator, I think that in general you would say a mini- 
mum of 3 years. I think more significant is the fact that from the 
ime a project is a gleam in someone’s eye, until you actually start 
ying land, which is one of the critical periods, that a year is re- 
quired. 

Senator SparkmMAN. From the time you start planning until you 
weable to start buying land. 

Mr. Dorie. That is right, sir. Because by the time you do the 
pening work and get all the local approvals and satisfy the Federal 

vernment that you have met the requirements of the Housing and 
Home Finance Agency, a year would be very good time. 

Senator SparKMAN. It is a long, drawn-out program. 
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Mr. Dorie. That is right, sir. 

Senator Sparkman. Necessarily so. 

Mr. Doytx. That is right. That is the reason we feel that 1 year’s 
appropriation does not give us sufficient lead time to plan projects 
properly and program our funds properly. 

Senator Sparkman. I want to ask one other question that is aggo- 
ciated with this. I suppose in a city the size of Chicago you do not 
run into this problem that a great many of the cities do run into, and 
that is finding personnel adequately trained to assist in this planning, 
carrying forward these projects. Do you have any trouble? 

Mayor Datry. I think one of the great problems confronting goy- 
ernment at all levels—local, State, and National—is the recruitment of 
young men and women, and old men and women, who will do the job 
of governmental service. I find that true in every field of city goy- 
ernment. 

Senator SparkMAN. I was concerned particularly about this, be- 
cause I have had officials in many cities and towns, smaller cities and 
towns, ask me where they could find somebody whom they would be 
able to employ to come in to do their planning. I have found it most 
difficult to locate people. Upon making of a survey, I understand that 
there are a few schools in this country that give courses, but that the 
number that will graduate each year is less than half of what is needed 
and needed badly. 

Mayor Datey. We are fortunate indeed to have the very warm 
interest of our great universities in our area—Chicago University, 
Northwestern, De Paul, Loyola, Roosevelt College—all of which 
have pitched in at the urging of the city officials and have been will- 
ing to devote their time and effort and their great professors and stu- 
dents to many of these projects. 

We have even discussed with Mr. Bach, our commissioner of plan- 
ning, an in-training program for our own personnel, taken from the 
clerical level. 

Senator Sparkman. Of course, you can do that, because your es- 
tablishment is big enough. 

I have offered a bill here seeking to set up a program whereby the 
Federal Government would give a limited number, relatively small 
number, of scholarships, just as they do in many other different 
undertakings. Do you believe that kind of a program would be 
helpful ? 

Mayor Datery. I think it would. I think it is very necessary, be- 
‘ause no matter where we turn and what we do today we are con- 
fronted with plans and programs. What is your plan—what is your 
program—what are you trying to accomplish? On every phase of 
the governmental level we have the same question. Therefore, if we 
are going to answer those questions, we are going to have to en- 
courage and develop young men and women who will have the neces- 
sary technical know-how to give us the answer to some of these very 
difficult questions. 

Senator SparkMAN. Thank you, Mayor Daley. 

Senator Dovetas. Senator Capehart. 

Senator Capenart. Unfortunately, Mr. Mayor, I was not here 
when you read your statement—or did you read it? 

Senator Sparkman. He submitted his statement. 
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Senator Caprnarr. But I did go through it rather briefly and hur- 
riedly. I gather that the only suggestion that you are making is 
that the amount be retained at $250 million. oils 

Mayor Datey. I was suggesting the fact that the continuity of the 
program was necessary, Senator, to the people of the community. 

Senator Carrnart. I notice you say that, generally speaking, the 
program has been working well. 

ayor Datry. That is right. 

Senator Carenart. You have no criticism of the law we passed in 
1954 at all. 

Mayor Datry. No. On the contrary, I think it was very fine. 

Senator Carrenarr. I notice you recommend the amount remain at 
$250 million which was recommended by President Eisenhower. 

Mayor Datry. That is right. 

Senator Capruarr. And that, of course, was cut to $175 million. 
You haven’t heard anything out in Chicago about the economy drive ? 
There has been nothing in the newspapers about it at all? 

Mayor Datry. Yes, Senator. I said before you entered the room 
that 1 was very cognizant of the atmosphere in which I was appearing 
being charged with the word “economy” and I recognize the fact that. 
great problems confront you. 

Senator Capenart. You don’t call this pork barrel—this $250 mil- 
lion ¢ 

Mayor Datry. Well, I never use that term, because I do not think 
it adequately describes the various appropriations. 

Senator CareHart. We do have an economy drive on here. 

Mayor Datry. I recognize in a legislative body you do the best job 
you can, and necessarily there must be priorities in economy, and an 
evaluation of what is economy is very important. Sometimes we have 
had some very sad experiences with economy in our great city. We 
had an efficiency organization study the city government 2 years be- 
fore I became mayor and they recommended that the officers dealing 
with juveniles at the police stations be reduced from 1 to a station to 
1 to every 2 or 3 stations. Senator, in my opinion that was typically 
an example of economy working in the wrong direction. 

Senator Capenart. I have been one of the most loud advocates of 
this economy. I rather have been going along with the President. 
But I just wondered if there has been anything in the newspapers 
out there about the economy drive. 

Mayor Datry. Yes; there has been quite a bit of publicity. There 
have been delegations down to see you and to impress upon you the 
question of economy. 

I would like to cite one other example. In our city, after a study 
made back in 1930 a citizens’ group recommended it was no longer 
necessary to station a fire tug in a certain area of the Chicago River, 
so the fire tug was discontinued. Three months later we had a fire 
destroying that entire area, where the fire apparatus could not get in 
to fight the fire. It was estimated that the total damage in that fire 
was $10 million to $15 million. In my opinion, that was false econ- 
omy. The fire tug was returned after the fire. 

So I know quite well that you sitting here, as you do, and receiving 
the delegations, like we do at budget time—everyone wants economy, 
but also everyone wants service and wants the things to be done to: 
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make your State and my State and our country a better country. We 
try to put the two of them together. I know you will give us every 
consideration, because we are neighbors, and we visit you and you 
visit us, and we appreciate it. 

Senator Carenart. That is all I have. 

Senator Doverias. Mr. Mayor, is it not true that while there are 
some things that are postponable, human needs are not postponable, 
juvenile delinquency and crime and bad health will continue—so that 
an urban renewal program which reduces and in some cases removes 
this will eliminate evils that otherwise would go on and in the long run 
be true economy ? 

Mayor Datry. I think you are right, Senator. And it is not only 
economy, but the true values, the human values, as you pointed out— 
the necessity of us fronting up to the human values. If we have peo- 
ple living in those conditions in any place in America, that should be 
our challenge—to remove them and to give them better neighborhoods 
and better living accommodations. 

Senator Doveras. Mr. Mayor, I too have been on the receiving end 
of this economy drive, and I have received 2,500 letters stirred up by 
one of the Chicago metropolitan papers—and I will not say which one, 
because I do not wish to advertise it at the moment. Answering those 
letters is going to cost the taxpayers some $4,000 in added clerical help 
that I have been compelled to hire. 

Let me ask you this question, Mr. Mayor. Is it not true that virtu- 
ally all the papers, regardless of their political tendencies, support 
full urban renewal in Chicago? 

Mayor Datey. There has been no dissenion, Senator, or no disagree- 
ment on urban renewal. I have never heard anyone in the newspaper 
fraternity or in any medium of communication or any phase of our 
society oppose urban renewal. Everyone says it is a good thing, 
everyone says we should do it. Everyone says we should have done 
it years ago. 

Senator Doveias. But you can only carry this through with Federal 
appropriations to help State and local appropriations. 

Mayor Datey. That is right. 

Senator Dovetas. Therefore, the pewapapers are not really attack- 
ing this feature of the program; are they ? 

Mayor Datry. No, they are not. 

Senator Dovetas. It is simply somebody else’s expenditures that 
they wish to have reduced; is that right? 

Mayor Datery. That is right. 

Senator Doveias. Thank you very much, Mr. Mayor. I am going 
to call on the distinguished member of our committee who formerly 
occupied the great distinction of a parallel office to yours, Mr. Mayor, 
Senator Clark, of Pennsylvania, whom you know has been mayor of 
Philadelphia, the second greatest city in the United States. 

Senator Cuark. Mr. Chairman, I would certainly like to commend 
Mayor Daley, not only for his very temperate and most persuasive 
statement of Chicago’s case, but for the splendid urban renewal pro- 
gram which, I know personally from having visited it, is in midstream 
in Chicago right now. 

I have here, Mr. Mayor, and I would like an opportunity to read it 
into the record, and then to ask Mayor Daley about it, a telegram 
which was sent on March 27 to Hon. Dwight D. Eisenhower, Presi- 
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dent of the United States, and signed by 39 or 40 mayors, including 
the mayor, I think, of every large city in the country, except Los 
Angeles, and a number of smaller cities, emphasizing what Senator 
Sparkman mentioned a moment ago. 

This telegram resulted, Mr. Chairman, from the hearing before 
this subcommittee last week, which, unfortunately, Senator Sparkman 
and I were the only members of the committee able to attend. Six 
of the leading mayors of the country, headed by representatives of 
the American Municipal Association and the United States Confer- 
ence of Mayors, testified that the cutback in urban renewal was in 
effect killing the Federal program. 

After those mayors left here, through the good offices of Representa- 
tive Hugh Scott, of Philadelphia, Pa., they had an audience with Mr. 
Cole, and then they went to the White House and saw Mr. Pyle, who 
is the liaison there for the urban community requirements. 

They were discouraged by those interviews, and they sent this tele- 
gram to the President, which I would like to read into the record. 


As mayors charged with the responsibility of ridding our cities of slums and 
blight we are genuinely alarmed at the sudden and totally unexpected cutback 
order by Housing and Home Finance Agency and Urban Renewal Administra- 
tion and to the equally drastic reduction in budget requests proposed recently. 

The cut from $250 million to $175 million and the new administrative policy 
established by LPA Letter 91 threaten to stop completely slum clearance in the 
Nation's cities. Together they can result only in a complete breakdown of the 
fight against urban blight. Severe reduction of the urban renewal program will 
seriously weaken the economy and the whole fabric of our cities. Tens of 
thousands of American families will be condemned to live in squalid surroundings 
and our cities will suffer irreparable harm. The drastic reduction in Federal 
National Mortgage Association assistance to private enterprise under sections 
220 and 221 will have a disastrous effect on these important programs. 

Your HHFA Administrator recently warned us: 

“Any city that does not set in motion by 1960 a comprehensive program to halt 
blight will be flirting with municipal ruin by 1965.” 

We agree with Mr. Cole. We are prepared to do our part if the executive 
branch will give us the help called for by the Housing Act of 1954, one of the 
landmarks of your administration. 

Urban renewal aid to cities is less than one-half of 1 percent of the Federal 
budget. Economy at the expense of municipal ruin is not the answer to the 
Federal-budget problem. 

One-third of the cost of each urban-renewal project is borne entirely by local 
funds. The willingness of our citizens to finance the local share of this program 
is the best evidence of their support for urban renewal. 

Knowing your support for this program and your faith in local government, 
and with our own grave concern for our millions of constituents in 40 cities, leads 
us to respectfully request a meeting at your earliest convenience to review this 
policy and to urge that you order LPA Letter 91 rescinded and the go-ahead sig- 
nal given to communities that want to do a real job of eliminating slums and 
blight from the American way of life. 

Thank you for your courtesy. 


It is signed by 40 mayors. 

Mayor Daley, in response to a question from Senator Capehart a 
minute or two ago I understood you to say that you were advocating 
a return to the $250 million authorization for urban renewal which 
President Eisenhower had initially recommended. But as I read your 
testimony on page 5, I come to the conclusion that you are urging a 
$750 million authorization for a 3-year period at the rate of $250 mil- 
lion a year, on the theory that you need a 3-year authorization in order 
to do adequate planning. Is that correct ? 
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Mayor Datry. Senator, you are absolutely right. We would like 
the continuity of the program to continue, and the more continuity 
we can have in urban renewal, the more planning we can do in Chicago 
and the more we can get done in the neighborhoods and the communi- 
ties. At the present time I feel that your committee is addressin 
itself to the immediate question of whether or not it will be cut back 
from $250 million to $175 million. 

eer Crark. The initial authorization was for a billion; was it 
not? 

Mayor Datery. That is right. 

Senator Crark. And it was because you had that large sum and were 
able to pay it over a number of years that you were able to get urban 
renewal off the ground in Chicago. 

Mayor Datey. That is right. 

Senator Ciark. Would you not think it would be wiser economy in 
the long run and better administrative procedure to give another large 
authorization over a period of years, rather than dishing it out in 
driblets every year? 

Mayor Datry. Definitely; because as has been pointed out we could 
then have our continuity of action, and we could plan and know and 
be assured that this would be the amount of revenue that we would 
receive from the Federal Government in this cooperative project. 

Senator Crark. Thank you, sir. Is one of the gentlemen with you 
involved in your public-housing projects? 

Mayor Datery. Mr. Bach, our commissioner of planning, and Mr, 
Downs, our consultant, both of whom have had to do with that, and 
also Mr. Doyle and Alderman Murphy. 

Senator CiarKk. I would like to ask you this question. I have a 
bill, S. 1727, before this committee which would reinstate public- 
housing authorizations at 200,000 a year as was originally set up in 
the Taft-Ellender-Wagner Act of 1949. There has been some testi- 
mony before this committee that public housing was no longer desired 
by some cities to the same extent that it was before. On the other 
hand, yesterday, at a hearing at which unfortunately I was the only 
member of the committee here, the housing administrator for New 
York State, Mr. McMurray, testified that New York State needed 
25,000 units of additional public housing a year for the next 10 years, 
25,000 each year. 

When Mayor Dilworth was here, he testified that Philadelphia still 
needed 70,000 units of public housing and could take them, if we 
could get rid of the redtape which now surrounds the grant of funds 
for that, at the rate of 10,000 units a year. 

I wonder if you have the view that perhaps Chicago does not need 
any more public housing, or whether it does, and if so, how much. 

Mayor Datey. I believe that there is a necessary part in this overall 
picture for public housing. We in Chicago need more public housing. 

Senator eee Have you any rough idea as to how much you could 
absorb? I am making the basic assumption that we could get rid of 
some of the present restrictions which make it so difficult, both with 
respect to income and cost, selection of sites, and the like. 

Mayor Datry. There are many projections made as to what we 
need and what we do not need. At the present time we have approxi- 
mately 24,000 or 25,000 units. This year they project we will build 
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between 3,500 and 5,000 additional units. The need of the city is 
coupled directly with not only the present need but the projected and 
estimated need. Some people have estimated that we have need at 
the present time for 75,000 additional housing units. 

Senator CrarK. At what rate per annum could you absorb them 
with proper administration ? 

Mayor Datey. I think probably Mr. Downs would be able to answer 
that. 

Mr. Downs. We have usually taken all of the public-housing units 
which we could get under the limitations for the State of Illinois. 

Senator CiarKk. Has it been difficult for you to do adequate planni 
and to get these units by reason of the relatively small amount which 
has been authorized each year ? 

Mr. Downs. I think that the Chicago capacity to absorb public- 
housing units in view of the present law, which we would like to see 
some amendment of, has been in the area of 5,000 units per annum. 
This is due to a host of factors with which you are very familiar. 
But we could carry forward with a continuation of that amount and 
meet the needs of relocation and other factors that enter into our 
picture. 

While I am speaking, I would like to make an observation on a 
program of urban renewal at $175 million. 

In the metropolitan area slum clearance today it costs $150,000 an 
acre to do a redevelopment job. That means that it costs $96 million 
asquare mile. That means that $175 million will do less than 2 square 
miles of urban area in the United States. The magnitude of this 

rogram is overwhelming. As a consequence, we have all had to 
eal in a palliative. When we are talking about $175 million or even 
$250 million we are spreading it mighty thin, and we are operating 
with mighty economy in order to do the jobat all. 

Senator SpARKMAN. May I ask a question there? You do not mean 
that the Federal Government’s part amounts to the figures that you 
gave / 

Mr. Downs. The Federal Government’s part would be two-thirds. 
It would cost the Federal Government $100,000 an acre. 

Senator Ciark. Mayor Daley, there has been testimony before this 
committee from the mayors that we were being urged to raise the 
Federal contribution to urban renewal from two-thirds to four-fifths, 
that is to say, to go up to 80 percent. Do you have any feeling about 
that / 

Mayor Datry. I recognize the desirability of it, Senator, and surely 
if that could be achieved and accomplished, it would also aid and 
assist us in our problems. 

I also recognize the problem that you are confronted with in putting 
together the budget, and recognize full well the importance of trying 
to put. your expenditures alongside of your revenue. 

Senator Crark. Mayor Daley, is there much new housing being 
built within the city limits of Chicago by private builders today ? 

Mayor Datry. I would say yes. We have developed in many areas, 
because of this urban renewal, the great incentive of neighborhoods 
and communities themselves, such as my own, in putting up individual 
homes that may be small in number but important, 10 and 15 at a time. 
We have had Mr. Meegan in the back-of-the-yards district making a 
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search of the entire back-of-the-yards area that is available for home 
construction, and surprisingly enough we are seeing new homes being 
erected in the old neighborhoods. 

Senator CLarK. Can you give us a rough idea of the price at which 
those new houses are being sold ? 

Mayor Datey. I think ‘Mr. Downs could give it to you more ade. 
quately. I would say $12,000 to $14,000. 

Mr. Downs. Well, I think they run from a minimum of about 
$12,600 to $16,100, thereabouts. 

Senator Ciark. Would you agree, Mr. Downs, that roughly speak- 
ing, as a rule of thumb, a f; amily can afford to buy a house which costs 
21% times its annual income? 

Mr. Downs. I think that is true; yes, sir. 

Senator CiarK. So those $14,000 houses would be available re adily 
for families with incomes of $6,000 a year, but not much less. 

Mr. Downs. That is correct. That is new housing. Our average 
industrial work wage today in the Chicago area is fairly close to $100 
a week, with three-tenths of a secondary worker per family. 

Senator Crark. Isn’t most of this new housing which is being built 
out of his price range? 

Mr. Downs. I would say not to the average industrial worker—that 
the housing in the $12,900 to $15,000 range, with the three-tenths of 
a secondary worker which he usually has in his household—that js 
within his range if the financing is there. 

Senator Crark. Which it is not at present. 

Mr. Downs. That is right. 

Senator Crark. But would you agree that families with a total in- 
come of $5,000 a year or less are un: able, under present circumstances, 
to buy new housing within the city of Chicago. 

Mr. Downs. That is correct. ‘Because when you say fami lies—— 

Senator Ciark. Tam talking about the total family i income. 

Mr. Downs. There is the anomoly of our situation that the more 
the responsibility, the less the rent-paying capacity. 

Senator Criark. Just a couple of more questions and T will be 
through. As individuals are forced out of your public housing units 
because they exceed the income maximum, are they able to find decent 
and sanitary housing to move to asa general rule ? 

Mr. Downs. Not without substanti: ally altering their family budget. 

Senator CrarK. I would appreciate it, Mayor Daley, if you and 
Mr. Downs would have a look at S. 1727, and let us have the benefit 
of your thinking about it, if possible before the end of the week, 
when, as I understand it, Mr. Chairman, we are going to close the 
record. 

That is all I have, Senator Douglas. 

Senator Carenart. I have one question. You do have a lot of 
$8.500 and $10,000 and $11,000 houses being built in Chicago, do you 
not ? 

Mr. Downs. Not within the city limits. 

Senator Caprrart. Outside the city limits. 

Mr. Downs. Not too many there. 

Senator Carrnart. About $12,500 within the city limits? 

Mr. Downs. We do not think there are any $8,500 houses in our 
metropolitan area. 





Sel 


terms 
of FI 
Mr 
q ver 
Sel 
are tl 
Mr 
Sel 
Sel 
Mr 
the | 
thore 
Se! 
abou 
ever. 
Mr 
Se 
Mi 
the s 
Se 
his 
Mi 
Se 
term 
sellir 
no ol 
Mi 
able. 
se 
Se 
tica] 
now 
Mi 
se 
Mi 
must 
in th 
Se 
it? 
Mi 
gage 
mort 
Se 
Mi 
unde 
Se 
M: 
its o 
Se 


M 


pass 


finar 


4 
a 


le 





HOUSING AMENDMENTS OF 1957 925 


Senator Carenart. Is it not a fact that the downpayment and the 
terms today are the most liberal that they have been in the history 
of FHA? 

Mr. Downs. Yes. I think that is correct. Except that the VA was 
avery large portion of our market. 

Senator Carenartr. But the VA terms and the FHA terms today 
are the most liberal in the history of the FHA. 

Mr. Downs. Not the VA, sir. 

Senator Crark. The interest rate has been raised, Senator. 

Senator Caprenart. The interest rate has not been raised yet on VA. 

Mr. Downs. Not on VA. But in terms of practical application of 
the builder, the operation of the private financing market has so 
thoroughly increased the discounts—— 

Senator Capenart. You are talking about money. I am talking 
about the terms. The terms today are more liberal than they have 
ever been under the history of FHA. 

Mr. Downs. But they are not operative. 

Senator Carenart. For what reason ? 

Mr. Downs. Because the builder is unable to get a loan based on 
the stated terms. He must make a discount consideration. 

Senator Carenart. I understand that. The big problem is selling 
his mortgages. 

Mr. Downs. That is right. 

Senator CaprHart. But that still does not alter the fact that the 
terms are there, the liberal terms are there, but his big problem is 
selling the mortgages. The problem is the shortage of money and 
no outlet for mortgages, rather than buyers. 

Mr. Downs. The terms are there, Senator, but they are not avail- 
able. 

Senator CapeHart. Because the mortgage money is not available. 

Senator CirarK. The end result, Mr. Downs, is, that for all prac- 
tical purposes FHA and VA financing is dried up in Chicago right 
now today. 

Mr. Downs. VA is virtually gone, and FHA is seriously curtailed. 

Senator Caprnart. Because of the shortage of money. 

Mr. Downs. It is because of the unique situation wherein the builder 
must absorb the discount and is unable to pass it on. This is not true 
in the economy as a whole. 

Senator Capenart. Because he cannot sell his mortgages, is that 
it? 

Mr. Downs. Thatisright. But it is not because the buyers of mort- 
gages are out of the market. It is because the terms on which the 
mortgages are insured are not competitive in the money markets. 

Senator Crark. That destroys the builder’s profit, isn’t that it ? 

Mr. Downs. Not only destroys the profit, but it means that he has to 

| underwrite the house—— 

Senator CarrHart. How would you suggest we cure that situation ? 

Mr. Downs. I would think that you would let the money market find 
its own level. 

Senator Capenart. That means by increasing the interest rates? 

Mr. Downs. That means by arranging for the builder to be able to 
pass to the consumer, just as GMAC does or anybody else does in the 
financing field, the additional cost of money. 
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Senator Carenart. Oh, you shouldn’t say that, because there are a 
lot of people opposed to that. You said the wrong thing. 


Senator Dovuetas. May I say to my good friend from Indiana, with , 
whom I delight to joust on occasion, that this remark that the terms Ct 
were fine, but we could not build the houses because we could not sel] he 
the mortgages, reminds me of an experience I had here in Washington | 
in 1941. Mie we 

I had to come down here for a brief visit, and I telegraphed in ad- oi 
vance to a hotel that I wanted a reservation for a room, and asked them pe 
to wire me collect as to whether they were reserving a room for me, . 
They wired back that they had reserved a room for me. So I got here P 
and presented the telegram very triumphantly, that they had reserved eb 
aroom. “Yes; we made a reservation for you.” “What room are you 
going to assign tome?” “Qh, there is no room for you. You merely w 
have a reservation.” t, 

The reservation was not of much use unless I had the room. bs 

So the situation is somewhat similar to that described by my dear ts 
friend from Indiana. th 

Senator Carrnarr. Of course, I think one of the brightest spots in ; 
our Nation today is the fact that we have been doing so much business of 
and so many people areemployed. As bad as it is to have a shortage of 7 
mortgage money, it is indicative of prosperity and high employment, ne 
Otherwise you would not have the situation that you are in. i 

Senator Dovexas. The Senator is making a very effective campaign b 
speech. w 

Senator Carrnart. I was just reelected. h 

Mayor Datery. I would like to present to you, Senator, General 
Smykal, who is in charge of our conservation program. 2 

Senator Dovetas. And he has a distinguished war record. 

General SmyxKau. Senator Douglas and gentlemen, the only thing I 
would emphasize, dealing with this thing on a day-to-day basis, is the 
time that it takes in the preparation of these plans. For example, in 
the Hyde Park area, those people have been working literally for 
7 years. In the Inglewood area there has been an organization there 
for 17 years. We have just been able, through the action of the city 
council, to bring that preliminary estimate—not the plan, mind you— in 
up to fruition, to the point that it is presented tothe FHA for consid- | p 
eration. If we do not get this continuity, we do not only stop these j oh 
two latest projects that we are submitting, but we in effect stop the |} , 
planning on other projects that will conceivably take anywhere from - 


a year to 4 or 5 years to get the necessary local support to present them 
ina logical way. That is the point I would like to make. . 

Senator Dovuetas. General, you commanded a division during the p 
war with great ability. You cannot send a division into the field 4 
equipped with rifles immediately, can you? There is a long period | I 
of planning and preparation in outfitting and logistics required. oe 

General Smyxat. Yes, sir. I was Chief of Staff in the China- 


Burma theater for a good part of the war, and under battle condi- | 
tions we were projecting our requirements for 2 years, and doingit | + 
well. So that under this program, projecting them for as muchas | 
5 or 10 years is a thing that we should all strive for. | 

Senator Doueras. Thank you. zz 
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Senator Carenart. I have to go now, but I want to say my informa- 
tion is that you are doing a good job on slum clearance in Chicago. 
I want to say we in Indiana are very happy, because Illinois and 
Chicago are in the backyard of Indiana. We are delighted to see it 
being cleaned up now. 

Senator Doueias. May I say to my good friend from Indiana that 
we are delighted, as he is delighted, and whenever he comes to Chicago 
we will try to see that he has a good time and that he gets to see what 
we are going. Wealso are very glad to get any refugees and displaced 
persons from Indiana as citizens of Illinois. 

Mayor Datry. Senator, I would like to present Mr. Bach, our 
commissioner of planning. 

Mr. Bacu. Mr. Chairman and members of the committee, I simply 
want to underscore what Mayor Daley and other members of the staff 
have said. I would like to emphasize alittle bit the fact that in our 
battle against slums, we find that redevelopment and slum clearance 
itself has to be part of the slum-prevention program, which includes 
the many, many square miles of middle-aged neighborhoods that we 
have, where the necessary tools and the planning require a good deal 
of financial assistance and aid from the Federal Government. This 
includes, of course, the upgrading that Mayor Daley mentioned of these 
neighborhoods, where we must plan for schools. We find particularly 
sensitive areas where we have bad schools, bad recreation, bad neigh- 
borhood environment—we find the neighborhood starting to slip, and 
we find the difficulty with young people and all the problems mentioned 
here today. 

I think we need this assistance from the Federal Government and 
we can carry on our program, I am certain, with that additional aid. 

Thank vou. 

Mayor Datry. I would like to thank you very warmly and sincerely. 

Senator SpPArKMAN. Thank you, gentlemen. 

(Mayor Daley’s prepared statement follows :) 


STATEMENT OF RICHARD J. DALEY, Mayor, Curicaao, IL. 


Mr. Chairman and members of the Housing Subcommittee of the Senate Bank- 
ing and Currency Committee, the city of Chicago has been a pioneer in this vital 
program of urban renewal—a program to rebuild and revitalize the neighbor- 
hoods of Chicago. 

Chicago’s program started in 1945 when the first bond issue for slum clearance 
was approved by the voters and the first State aid was made available. Since 
then we have broadened the program from one consisting of individual slum- 
clearance projects to programs which involve clearing and rebuilding of whole 
neighborhoods and conserving our older residential communities. 

There has never been any question about the purpose of our slum-clearance and 
community-conservation program—to eliminate slums, to check the spread of 
blight, to prevent overcrowding, to provide for new parks, schools, playgrounds, 
hospitals, homes and those other facilities that create an environment necessary 
for strong, healthy and thriving communities. 

Because this is the objective of the urban-renewal program, it has received 
the enthusiastic support of all our people—from business, labor, industry, house- 
wife, clergy, and from men and women in public life regardless of their political 
affiliation. 

Congress responded to the urgent need for such a program in our cities with 
the Federal Housing Act of 1954 which introduced a broader concept of urban 
renewal—a concept which gave Federal recognition to the neighborhood con- 
servation program. 

Much of the progress that urban renewal has made has stemmed from the 
active support and guidance given by both Houses of Congress. 
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The spirit of the people to rebuild their city and their neighborhoods has 
never been stronger. It is strong because the people feel that their partners in 
this great effort are their chosen representatives in the city, State, and Federal] 
governments. 

I cannot believe that this Congress would seriously delay the progress of this 
essential program which it has done so much to further, by adopting any 
curtailment of the present program. 

With city and State funds and with Federal aid our land clearance commission 
has now underway 18 projects, of which 7 are approaching completion. The 
other 11 projects are in various stages of planning, 6 are expected to reach the 
active stage within the next 4 months and 5 are expected to be brought to the 
stage of property purchase by the end of the year. 

The commission has under study several additional areas, the building of which 
would greatly improve the city. The benefit of the commission’s program in 
eliminating blighted areas and rebuilding them is demonstrated by the magnif- 
icent Lake Meadows project on Chicago’s South Side, where 101 acres—20 
square blocks of dilapidated, blighted, and unsanitary dwellings were cleared. 
Nearly 80 percent of these buildings were erected before 1895. In the place of 
this decay, there is now one of the most beautiful projects in the country, con- 
taining 2,000 apartments with the most modern living conditions. It is owned 
and operated by private industry. 

Here are parks and playgrounds and new schools and modern shopping areas 
with parking facilities. Where before this community was a worn, blighted 
area, it is now a neighborhood which provides opportunity for every child to 
become a good citizen. 

Certainly, it would be the most shortsighted kind of economy to curtail a pro- 
gram that makes this kind of development possible. 

We are asking substantial progress in the development of our neighborhood 
conservation program. 

Furtherest along in this program is the Hyde Park-Kenwood area in which 
the University of Chicago is located. The preliminary plans for the conserva- 
tion of this area have been approved by the Urban Renewal Administration, the 
final plans to be submitted in the near future. A capital grant reservation has 
already been made. 

Another project of this type is on the near West Side with which our commu- 
nity conservation board is proceeding with the aid of Federal planning advances. 
Only last week, the city council approved the submission of applications for 
Federal planning advances for two additional conservation projects—Engle- 
wood on the southwest side of the city and Lincoln Park on the north side. 

These four projects alone would bring direct benefits to more than 300,000 
people and create new standards and better conditions for hundreds of thou- 
sands more in adjoining areas. 

The program of slum clearance and community conservation is designed to 
eliminate blight and to check the spread of blight from spoiling good neighbor- 
hoods. To postpone the program of urban renewal only invites more blight, for 
it is this program that blocks the path of corrosion and deterioration of our 
neighborhoods. 

The success of the community-conservation program can he measured by the 
determination and the spirit of the residents to participate in the program. In 
Chicago there are 30 community conservation boards financed by property own- 
ers, tenants, and businessmen, whose sole purpose is to conserve the area which 
they serve. 

They are devoted to bringing about improvements necessary to make their 
neighborhoods better places in: which to live and to maintain and raise the 
standards of their communities. 

I wish it were possible for Members of Congress to be present at the meetings 
of our community conservation groups. There can be no better justification for 
the expansion instead of the curtailment of the urban-renewal program. 
These men and women meet regularly, working enthusiastically for the future 
of their families in these neighborhoods. 

At these meetings bankers and workers, housewives and professionals, people 
representing every walk of life work hand in hand toward the single objective of 
making their neighhoods better places in which to live. They are busy encour- 
aging the repair of homes and apartment buildings in their neighborhoods. They 
work against overcrowding. They are organized into individual blocks in 
cleanup campaigns. 
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The city has given these citizens every assistance and encouragement and 
they expect the cooperation of their Federal Government to continue. To close 
the door in their faces now would be to discourage the highest endeavors of 
good citizenship. 

In Chicago, as in many other cities, we recognize that an urban-renewal pro- 
gram cannot succeed unless the city government does its part to make it suc- 
cessful. We have a modern building code and have recently passed a new hous- 
ing code. A new zoning ordinance will be presented shortly to the city council. 
We have improved and expanded our building department and have a vast pro- 
gram of inspection and enforcement. We have a general city plan, worked on 
day by day by a competent staff so that it meets the changing needs of the city. 

The city council is now considering bond issues for $20 million for urban 
renewal—$10 million each for slum clearance and community conservation—to 
be submitted to the voters of our city next June. This amount is part of a $113 
million 3-year program for expanding services and facilities which we believe 
the people of Chicago need and should have to meet present and future needs. 
The services and facilities include—in addition to urban renewal—sewerage, 
street lighting, fire protection, recreation, mass transportation, and garbage 
disposal. 

In addition, our board of education will submit a $50 million bond issue for 
additional school construction—the third since the end of the war. And Cook 
County will request approval for additional capital funds for expansion of its 
hospital program. 

During the last several years, we have increased budgets for city planning, 
for code enforcement, and other activities which are part and parcel of our 
overall program to improve our city. 

We are aware of our problems—we are working on them and we are meeting 
them with success. Ours are not problems of stagnation; ours are problems of 
dynamie growth. Our experts tell me that Chicago and the Chicago area will 
increase in population by another 4 million in the next 20 yeurs. 

We owe it to the families now living in Chicago and the Chicago metropolitan 
area, and to the many who will come to the Chicago area in the years to come, that 
we have a city which provides an environment of high standards for them and 
their children. 

The projects involved in rebuilding neighborhoods are complex and far 
reaching, and require careful and detailed planning based on future needs. 
Detailed plans for projects could not prudently be drawn up in fiscal year 1958 
in the expectation that Congress would authorize additional funds for fiscal 
years 1959 and 1960. 

Therefore, I urge that funds be authorized for a minimum of 3 years, with 
authority granted to the Housing and Home Finance Agency to set funds aside 
as applications for eligible projects are received. It appears to me that the 
authorization should be at least $250 million per year for each of the next 3 
fiscal years, 

Sometimes the constant use of a word robs it of its true meaning. The lan- 
guage of urban renewal—which speaks of projects and development, of conserva- 
tion and building, of planning and capital improvements, tends to make us forget 
that what we are talking about is people. 

The purpose and intent of the urban-renewal program, of community conser- 
vation, is to provide an environment which will permit our children to enjoy the 
opportunities that our way of life can and should give to them. 

Chicago, like many other cities, is a city of neighborhoods. There are no 
isolated communities. Blight is not a threat to only one area or one group of 
people. It is a threat to all of the people. 

As mayor of the city of Chicago, I am not here to represent commissions, 
boards, builders, or planners. I am here representing the people of Chicago. 
We have demonstrated in our city that we will do everything within our power to 
make our neighborhoods better places for our children—better places in which 
our people can live and work. 

It is to meet the genuine and urgent needs of our pople—that is the funda- 
mental reason why city and State governments have undertaken these joint 
programs. That is the basic reason why the Congress of the United States has 
given such active support to the urban-renewal program, That is why our 
daily press has supported the program. 

This has been our basic purpose, and it is worth repeating. This is a program 
for all the people in our country. You cannot separate juvenile delinquency, 
crime, and health from these programs, Certainly we all recognize the need to 
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economize and reduce the Federal budget, but I cannot believe that it ig the 
intent of Congress to economize on human needs. 

I am sure that I speak not only for Chicago’s aspirations, but also those of 
other cities, when I urge that the Federal Government continue to aid on 9 
scale to cope with the problem of urban blight, so that the aroused interest of 
the municipal governments and of the people will not lessen, but rather grow 
as the program of urban improvement goes forward. 

In closing, I should like to emphasize my view that it would be false economy 
to interrupt a program now just well started and essential if the inventory of 
housing is to be protected—if the land in our cities is to be used efficiently and 
productively—and if the present and future generation is to live and grow in 
an environment which promotes good citizenship and a strong Nation. 

Present here today are the operating heads of the city agencies administrating 
the urban-renewal program and a leading member of our city council. They are: 
James Downs, city consultant and former housing and urban-renewal coordina- 
tor; Alderman William Murphy, chairman of the city council planning and hous- 
ing committee; Ira Bach, commissioner of planning; Gen. Richard Smykal, 
commissioner of community conservation board ; and Phil Doyle, executive direc. 
tor of the land clearance commission. They will be happy to answer any ques- 
tions and provide whatever information you desire. 

Thank you for your courtesy in giving me this opportunity to present the 
position of the city of Chicago on this vital issue. 

Our next witness is Monsignor O’Grady. We are glad to have you 
with us again. 


STATEMENT OF MSGR. JOHN 0’GRADY, SECRETARY, NATIONAL 
CONFERENCE OF CATHOLIC CHARITIES 


Monsignor O’Grapy. I am glad to be associated with the Chicago 
group. I have been in the midst of their debate for many years, in the 
midst of it for 5 years steadily. I have observed the progress they 
have made, and I think on the whole they have made real progress 
within the past few years. 

I cannot resist the temptation, at this time, to mention the con- 
tribution that the church that I represent has made in this. It has 
been very much involved in the whole matter of neighborhood plan- 
ning and neighborhood organization in Chicago. 

There has been reference here to the Back of the Yards movement, 
and what they have done in the building of houses through the local 
people with their planning. The local plans have been due in con- 
siderable measure to the leadership of our church, collaborating and 
working closely with all other churches. The principle we have 
adopted in neighborhoods in Chicago is to have all groups work to- 
gether. I think there is no city in the United States that has made 
more progress in the direction of real, honest-to-goodness neighbor- 
hood organization, and not just planned from the top. So many 
times, and even in Chicago, some of the neighborhood organizations 
are planned from the top, planned by Government. In my judgment 
that does not work, because you have to have independent neighbor- 
hood organizations. I think that is one of the very important things 
in the city of Chicago. 

I thought that I should mention that at this time and have it made a 
part of the record. I have been in this thing, and the leaders of our 
church, including the head of our church, in that area, Cardinal 
Stritch, have been very active in this whole program and have done 
much for its advancement. 

I might say, Mr. Chairman, that I have with me Mr. Doyle, of the 
legal department of the National Catholic Welfare Conference. I 
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wanted him to join with me, as an evidence of the interest of all the 
welfare agencies of our church throughout the United States in this 
whole program. 

When this was introduced in 1949, at first there was a great deal 
of enthusiasm. I remember very well, having participated in most 
of these programs through the years, how overjoyed we were at this 
broad program to which Senator Douglas and Senator Sparkman 
have made such a vast contribution. I think the Nation knows both 
of these Senators, and also the others that have our gratitude for 
what they have done. 

After 8 years of pulling and hauling, the vast program of slum 
clearance is moving ahead, somewhat slowly, if you will, and it is not 
moving at an even pace. 

One of the tragedies about this program is that some sections move 
ahead and other sections are left behind, and then we have the whole 
question of relocation. 

It was said and believed by many that we had in the new amend- 
ment. under the FHA all the implements that were needed for middle- 
income housing. That is a big question these days, middle-income 
housing—where are we going in that? 

The Housing Act of 1949 directed that we should have 135,000 
units a year for the next 6 years. We had assumed that that would 
roll along and would help us in this low- and middle-income group 
problem. 

Those who contributed to the writing of the 1949 Housing Act 
were none too clear about the projects that were to be developed under 
this redevelopment program. Many of us who were more limited in 
our approach to it, having thought of it first in connection with the 
Housing Act of 1937, thought that maybe small projects with a lot of 
rehabilitation going on side by side would be the idea. We did not 
think of these huge clearances, clearing out whole areas, because I 
think we were somewhat afraid of the implications of these huge 
programs. I think some of our fears, I am sorry to say, have been 
realized. 

But as the program began to roll, after a period of 2 years we soon 
found that the city planners were interested in clearing out whole 
areas, and that concept did not enter into our minds too clearly, clear- 
ing out a whole section of a city, as they have done in Pittsburgh and 
in some areas in Chicago, too. 

Then came the huge struggle for city land. We had a big debate 
as to what land we were going to use. In the project in the near 
South Side of Chicago—what are we going to use as land? Then we 
had the pulling and hauling of the different interests as to who should 
use the land. I think we finally did get some housing, but an inade- 
quate supply. 

We had a struggle between university campuses and medical centers 
and all these elements. Maybe it was desirable that we should have 
had that. But generally speaking, those that were removed from 
the housing units got lost in the shuffle somehow. I asked in different 
parts of these cities where they were relocated, and very few people 
can tell me what has happened to them. 

The 1949 act I think very wisely provided for the relocation of 
those that were displaced by urban renewal and urban development 
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in decent, safe, and sanitary housing. That still remains a big ques. 
tion today. I say anybody that comes here and tells you that that 
question has been solved in any city of the United States, I would 
hike to see that city. I would travel thousands of miles to find it, and 
find these houses in which they have been relocated. ; 

Of course in regard to that provision in title I, we have the same 
question. Some of us wanted the same thing in title III. That ig, 
when these people were removed, as Senator Clark mentioned this 
morning, from public housing because they were overincome families, 
as they call them, we wanted them relocated in decent, safe, and sani- 
tary housing. But the public housers told us—and of course I have 
been one of these public housers since the beginning, I felt I was a 
part of the group—the experts told us that it was not necessary to have 
that, that we could depend on them to relocate the families properly, 
That is what they said to those of us who wanted to fight it, and they 
said “You are just making trouble, and you just let this thing go as 
it is.” 

Senator Ciark. Monsignor, they are not doing it; are they? 

Monsignor O’Grapy. No, frankly, no, I am sorry to say. That, of 
course, is a complex problem. There is not a simple answer. 

It was the hope of our housing people from the beginning that 
public housing would contribute. We did not foresee at that time the 
entire change that came over our public-housing program. We had 
pictured it originally as a program designed to meet the housing needs 
of the lowest third of our wage-earning families. Now we find a 
large part of these families do not qualify for public housing, their 
income is above the level necessary to qualify. 

As we look at public housing in one city after another, we find that 
an unfortunately large proportion of the occupants consist of broken 
families. My estimate is 40 percent. Of course, it is not easy to get 
at these figures. Some of my housing friends are not too anxious to 
have these figures brought out in the open. 

We have done very little rehabilitation of these families, and every- 
body passes it on to somebody else. 

We are having some discussions brewing now in a number of cities 
in regard to that, what we are going to do about these families. Our 
social agencies are not too much concerned about them and they 
are confining themselves more and more to people who have the inde- 
pendence necessary to come to their offices. They say they are not their 
concern. They are not willing to go out into the highways and by- 
ways, like their antecedents of 30 or 40 years ago. 

The administrators of the housing projects do not feel that they 
are qualified to deal with these families. In fact, when the going 
gets hard and there is a lot of criticism, they begin to get them out 
of the, projects. The result is that we have a lot of vacancies in 
public-housing projects over the country. 

Local officials, under Federal regulations, are not permitted to 
employ trained personnel. Regulations provide that, if the families 
do not live up to proper standards, they are to be separated from the 
housing projects. One result is that in some communities we have a 
considerable number of vacancies in public housing, while at the 
same time there is a dire need for more housing for wage earners 
in the lower income brackets. That is one of the greatest. paradoxes 
of this whole program at the present time. 
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In the bill now before this committee, Senator Clark, of Pennsy]- 
yania, has made a beginning in a new approach to public housing. 
He proposes that the so-called overincome families be permitted to 
remain in public-housing projects until such time as there is pro- 
vision for them in middle-income housing. This would be a first 
step in a new approach, as I see it, to public housing. And we must 
make a new approach to it. : 

The situation regarding public housing has changed so greatly in 
the last few years that we would advocate a thorough study of the 
entire situation. We suggest that the study be undertaken by the 
Subcommittee on Housing before the next session of this Congress. 

Mr. Cole, at a meeting | attended the other day with him, suggested 
the same thing, that we need to make a new study. But that does not 
mean we are opposing public housing. That is one of the reasons 
that so many of us have been more or less compelled to keep quiet 
about it. We are not supposed to talk about it, because then we are 
supposed to be over among the opposition. I can say that 1 am not 
opposed to public housing. I have stood for it from the very be- 
gmning, because I could not see any other method of taking care of 
the very-low-income families. And I think we are in the same posi- 
tion today. 

Some of us who pioneered in public housing were looking ahead to 
the time when it could be made the foundation for an enlarged home- 
ownership program. We thought we could do the same thing we are 
interested in today. For instance, in Lanham housing, we would like 
to make them the foundation of an ownership program. We would 
like to make them the basis of a cooperative housing program. We 
thought it should be possible for tenants to use their rental payments 
as a means of ultimately acquiring ownership of the units that they 
occupy. 1, for one, wanted to see provision made for this in the 
Housing Act of 1937. I believe that the time is now at hand to take 
anew look at this question. 

Let us take a new look at the suggestions included in Senator Clark’s 
proposal and maybe certain other suggestions about the whole housing 
program, the type of houses we build—these large skyscrapers and 
such they have built in city after city—and the income limitations. 
I think we need to take a look at the whole question of the income 
limitations, because, as we see it now, looking at this whole question 
of housing in the lower and middle income brackets, we have not made 
too much progress in city after city. I think that is the reason why 
we do not have a relocation program. 

Many people were greatly encouraged by the inclusion of the pro- 
vision for cooperative housing, due to a good degree to the influence 
of the Senators here, including Senator Douglas and Senator Spark- 
man. ‘They believed that it might be one very important approach 
to the question of middle-income housing. 

Now, after a long and somewhat fruitless struggle, proponents of 
cooperative housing have come to see a new hope. They have been 
encouraged by the improvements made in the cooperative-housing 
title in the 1954 act. This strengthened the operation and adminis- 
tration of the program. 

We also have a hope in the new attitude by national officials of FHA 
toward cooperative housing. Recently, for instance, I conceived the 
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idea in Kansas City of trying to get FHA to sell one of these section 
608 projects of theirs to a cooperative, and I convinced them that it 
could be done under this title as it was formulated by this committee 
in 1954. Finally, when I came to Washington, although I was not 
too optimistic at first, I received a great deal of encouragement, and 
now that project is underway as a cooperative project, within a 
period of 2 months. I hope that that may be the basis for the sale 
of some of these other section 608’s, and that it may be a foundation 
for anew program. That is my hope. 

I had hoped that we might be able to use the Lanham Act, but it is 
a strange thing that that has been opposed by the public-housing 
officials, the sale of Lanham Act houses to cooperatives. 

A person who believes sincerely in cooperative housing has been 
placed in charge of the program, and that is really a great gain. In 
the 6 years the program has been in operation, FHA has insured 
nearly 40,000 units. That is a good beginning, but it is just a begin- 
ning in meeting the needs of middle-income housing. We do havea 
hope of having some FHA projects sold to management cooperatives 
in the next year or so. 

It is our hope that this subcommittee may be able to take a new look 
at cooperative housing, among other things. I have suggested this 
new study of public housing. I think that is needed immediately. It 
might be well to give further thought to the possibility of further 
strengthening the cooperative section of the Housing Act. The com- 
mittee could do it by adding 5 years to the length of the mortgage 
over the present 40 years. It might also lower the interest rate to 4 
percent. They might also make more substantive Federal assistance 
available to cooperatives through FNMA. All these new implements 
should, of course, be restricted to management cooperatives. One of 
our troubles in the past 4 years is that some of the cooperatives have 
been builders’ cooperatives, and, of course, it is part of my philosophy 
that you should be encouraging people in every way possible to help 
themselves. That is the reason I have such faith in our neighborhood 
organizations in Chicago. 

This would really provide a significant method of getting people to 
help themselves by joint ownership in their own homes. 

In his bill now before the Subcommittee on Housing of the Senate 
Committee on Banking and Currency, Senator Sparkman has taken 
a very important step toward a middle-income-housing program. It 
is a new hope. He has recognized the principle that middle-income 
families, families unable to pay more than $65 to $75 a month rent, 
cannot secure housing under the present mortgage-insurance program 
of the FHA. All sorts of reasons are given for it; many have been 
given here this morning. But the fact of the matter is that we are not 
building middle-income housing in any large volume. 

He has recognized the need, not only to provide housing for middle- 
income families at a price they can afford to pay, but he has also recog- 
nized the same principle as it applies to single individuals, to the 
aged, to minority groups, and, in general, to all people who cannot 
afford to pay 20 percent of their income for housing that is adequate 
to meet their need. 

While the Sparkman bill recognizes that we need special provisions 
for middle-income housing, and while it represents an important step 
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in this direction, it also has certain limitations, which I am sure 
Senator Sparkman recognizes as clearly as anybody. It limits the 
application of the new implements to housing units costing less than 
$10,000. I have asked people in a number of northern cities about 
this matter, and they have told me that it would be of very little value 
in their cities, because of the difficulty of building housing units for 
families for $10,000 or less. 

The amount of money that would be made available under Senator 
Sparkman’s proposal in the form of FNMA assistance would not 
provide for more than 25,000 housing units. In other words, the 
program, without being greatly expanded, could not provide middle- 
income housing in any large volume. 

There seems to be pretty much of a concensus among students of 
middle-income housing that the only hope—and I know this looks 
like a radical departure—of securing it in any quantity would be 
through some sort of a direct Federal loan. This could be done accord- 
ing to the Lehman bill of last year, which is also included in Senator 
Clark’s bill, and it provides for the setting up of a new organization 
which could issue on its own debentures and could virtually make 
direct loans to the builders of cooperative housing. I have gone along 
with my fellow housers in favoring Senator Clark’s program, and I 
want to give it my personal endorsement. I cannot see any other way 
out at the present time. 

I have a hope that the cooperative approach can be expanded. 

There is no problem that calls for so much study from the American 
people as those that. grow out of housing and urban renewal. It is not 
as simple as I think we would like to have made it, especially with 
these large changes and these great shifts in our population of our 
cities. What is happening in these fields is bound in time to trans- 
form the lives of the American people as a whole. 

The head of our church in Chicago, Cardinal Stritch, says that we 
are building a new Chicago. We have the old Chicago, which has 
come to a standstill, and we are building a new Chicago out on the 
West Side. It is possible that with the present trends, that large areas 
of our cities may become new slums, and I believe they are becoming 
new slums. If our cities do continue to expand way past their present 
limits, we may find ourselves with a tax structure that we can never 
support. We have not recognized fully what this transformation of 
American city life may do to all our institutions, to our religious 
institutions, to our business institutions, to our cultural institutions. I 
think we are doing pretty well for everybody else except the people 
that need housing. When we build housing in these areas, we build 
it for the upper middle income families. I could say that about many 
cities, 

_The problems facing us as a result of the transformation of our 
cities are not problems that can be left to the so-called experts for 
solution. That is the debate we have in many cities. We are getting 
organization in neighborhoods, and the neighborhoods are in a con- 
tinuous battle with the downtown experts. They are problems that 
call for study on the part of the people as a whole. We might well 
ask ourselves whether the study of this program does not call for a 
new type of citizens’ self-help organization. We have many debates 
about this in city after city. They set up their own organizations. 
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They get the idea that the city can set up a neighborhood organizy- 
tion. I do not believe that such organizations can stand up under 
a discussion of any of the real issues. It is going to be silenced pretty 
quickly. I have seen that happen in cities. I do not want to men. 
tion at this time any particular city, because 1 don’t want to dis. 
courage anybody doing good work. 

Without such organizations that involve all the people, all groups, 
there isn’t much hope of a real understanding on the part of the 
people of the problems presented by the making over of American 
cities. 

Senator Sparkman. Thank you, Father O'Grady. 

Senator Dovetas. I want to say that Monsignor O’Gradvy has been 
one of the wisest counselors in this general field of slum clearanee, 
urban renewal and housing that we have had in the country. He has 
been of tremendous assistance in developing sound programs on both 
the national and local level. I am very glad to hear his eloquent 
testimony in favor of cooperative housing. 

I would like to ask this question—whether the monsignor thinks 
the cooperative housing is more adapted to apartment-house life or 
to groups of single-unit houses. 

Monsignor O’Grapy. I think I had hoped that we might be able to 
apply it to both, Senator. I think, of course, it probably would be 
easier to adapt to apartment-house life. They have this matter, for 
instance, in Chicago. I have a project near the old St. James Chureh 
in this area that you described earlier, and I think at last we are 
getting it going. These are single units, row houses, in that area. | 
do not know how much land is left. That has been my big question. 
This land has been gobbled up. They have been cutting into this 
land that was set aside for this project, in which I have been inter- 
ested for many years. I think I have been at it for 5 years now. 
They tell me they are going to begin building pretty soon now. I 
asked them before they went on the stand this morning. So I think 
it has potentialities all around. I do not think we ought to just con- 
fine it. I think it is largely an educational job. I think it is a matter 
of educating the people. 

I have seen it in other countries, how it hasspread. T have seen what 
the Germans have done, a huge job. They have built more houses 
than anybody else, than any other European country, cooperatives. 
Of course, they have had this idea also that I think we should not 
abandon. In Germany, the workers gave about 3,000 hours of work 
to this. I am not so sure that we should give up that idea. But of 
course I know what that would lead us into in Chicago. I know very 
well. 

Senator Cuark. Mr. Chairman, I would like to congratulate Mon- 
signor O’Grady on his splendid testimony. I wish more of our col- 
leagues could have heard it. I want to think him for his support for 
this legislation I have introduced. 

Monsignor O’Grapy. Thank you very much, gentlemen. 

Senator Sparkman. Our next witness is Wallace J. Campbell, di- 
rector of the Washington Office of the Cooperative League of the 
United States. 

Weare glad to have you with us again. 
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STATEMENT OF WALLACE J. CAMPBELL, DIRECTOR, WASHINGTON 
OFFICE, COOPERATIVE LEAGUE OF THE UNITED STATES OF 


AMERICA 


Mr. Camppetn. Thank you, Mr. Chairman, members of the com- 
mittee. My name is Wallace J. Campbell. I am director of the 
Washington office of the Cooperative League of the United States of 
America. The cooperative league, as this commitee knows, has a long 
and continuing interest in the development of cooperative "housing i in 
the United St: eee and has a record of continuing support for a national 
housing program which will achieve the goal “of providing a livable 
home for every American family. 

The cooperative league is a national federation of consumer, supply, 
and service cooper: atives. Its affiliated member or ganizations include 
in their membership approximately 15 million different families who 
own cooperative businesses of various kinds through which they ob- 
tain farm supplies, insurance, consumer goods, electric power, savings 
and credit, health services, housing and other needs. 

Mr. Campsetu. During the last few weeks your committee and a 
similar committee in the House have heard literally volumes of testi- 
mony from all branches of the housing and financial industry, from 
labor and consumer organizations, indicating the depth of the depres- 
sion that has hit the housing segment of our economy. 

The shock to housing in general has been so severe that if it were 
applied to several equally large segments of the United States econ- 
omy. we would face a major ‘depression. Fortunately, housing and 
agriculture, suffering depression together, do not endanger the econ- 
omy asa whole. The impact, however, is so severe that it demands a 
new look at the housing and home financing problem. If this crisis 
is used as the oceasion for bold and decisive action it may well have 
served a useful purpose. If, however, this committee and the parallel 
responsible group in the House let this occasion go by with nothing 
but a further retreat in housing legislation, 1957 may go down as the 
“black year” for American housing consumers. 

Fortunately, however. there is proposed legislation before you 
which could have as dramatic an effect upon the housing industry as 
the Rural Electrification Act in 1935 had upon the American agricul- 
tural economy and the welfare of the average American farmer. 

Before speaking specifically about the legislation at hand, it may be 
necessary to “lay a few ghosts” that are “haunting” the housing i in- 
dustry. The most ominous of those is the completely mistaken theory 
that a normal year in the housing industry would be inflationary and 
it the same time threaten the economy with a depression “that would 
curl your hair.” It is difficult to see how an increase in housing starts 
back to normal could affect the economy both ways at the same time. 
The inflation- depression theory now current reminds one of Stephen 
Leacock’s definition of an “optimist” as a man who mounts a white 
horse and charges in all directions simultaneously. Unfortunately, 
the current inflation-depression thesis is bevond the realm of humor. 

The current hard money policy as it affects the housing industry 
is in itself inflationary, to an extreme. FHA mortgages are now 
being placed with premiums that run from 6 to 9 points. VA mort- 
gages are being placed with charges running from 7 percent of the 
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face of the mortgage to as high as 13 percent, when they can be placed 
at all. Those charges increase the cost of a home with a $10,000 mort. 
gage by from $600 to $1,300; yet our sage economists at the Federal 
Reserve Board look on this as deflationary rather than inflationary, 

The simple effect is to increase the price of the house to the cop. 
sumer by 6 to 13 percent. The general effect—and we must deal with 
the general impact as well as the simple impact—is to reduce the 
number of homes built. This current year industry spokesmen and 
the FHA are estimating new construction starts at somewhere between 
850,000 and 950,000 units. This is between 400,000 and 500,000 legs 
homes than would normally be built if it were not for the hard money 
policy. The result of this curtailment is to make fewer homes avail. 
able on the current market. The scarcity of a product increases the 
price of any commodity as there is competition for the product, and 
the result is inflationary rather than deflationary. 

How the economists in the Federal Reserve Board and the Couneil 
of Economic Advisers can overlook those simple facts is difficult to 
understand. 

The social impact of the housing crisis is even more detrimental 
to the economy. Senator Clark said in introducing his middle-income 
housing bill March 25, that: 





The plain fact is that in most urban centers slums are being created faster than 
they are being cleared. In this rich country living conditions for millions of 
families are getting steadily worse, not better; and as a former mayor, I can 
testify that bad housing always carries with it the accompanying evils 
rates of crime, delinquency, and illness. 

This last fall your committee instructed its staff to make a study 
of “income and housing.” The report which is now before your 
committee points out that the majority of the mayors who answered 
your questionnaires indicates that the greatest shortage of housing 
today is for middle-income families. Out of a total of 108 mayors, 
83 pointed out the need for measures which would provide adequate 
funds on favorable mortgage terms, providing assistance to nonprofit 
rental and cooperative homes. The specific illustrations, covering 
many of the important cities and States in the country, are ample 
indication of the need for immediate action in this field. 

Under the Housing Act of 1949 the Congress authorized an all-out 
attack on the housing problem. Unfortunately, only a comparatively 
small part of the program authorized 8 years ago as a 6-year program 
has been put into effect. The public housing program which the 
Wagner-Taft-Ellender bill authorized has been pared down to 35,000 
units a year instead of the 135,000 units originally authorized. 
Nothing is being said by administration spokesmen for extending the 
pipeline even for this small amount. 

The urban redevelopment program, which appeared to be reaching 
a useful stage after slow years, is about to be cut back unmerctfully 
at a time when it could reach a maximum effectiveness. The self- 
inflicted cuts in the program in the interests of “economy” reduce the 
President’s recommendation for $500 million over a 2-year period to 
$175 million for 1 year. This is in the face of a need, determined 
through a survey by the National Association of Housing and Re- 
development Officials, for $647 million this current. year. 

As you will recall, Knox Banner, president of NAHRO, testifying 
before this committee March 28, pointed out that with 5 million hous- 
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units deterioriated to the point beyond salvage, “if we are to es- 

tablish a simple goal of eliminating these 5 million slum dwellings 
rr a 20-year period, the program would have to average the razing 
of 250, 000 slum homes each year. Taking an estimate of $2,000 per 
unit to accomplish elimination, this would mean that $500 million in 
grant funds would have to be made available each year—and even 
at this rate there would still be no provision for rehabilitation and 
conservation programs.” 

The public housing and redevelopment legislation now on the books, 
administered courageously and effectively, could have a major impact 
on American slums and housing for low-income families who need 
housing subsidy. 

There is no adequate legislation on the books to take care of the 
housing needs of middle-income families, who are in fact the “for- 
gotten “families” in American housing. FHA homes built today are 
for the most part. priced beyond the reach of middle-income families. 
Actually, 7 out of 10 of the FHA homes now built are beyond the 
reach of that third of the population described as “middle-income 
families.”’ 

In his testimony before this committee March 28, Ira S. Robbins, 
chairman of the board of the National Housing Conference, pointed 
out that the middle-income group in American cities includes those 
families with incomes between $3,840 and $6,000. The average of 
these middle-income families received $4,848 per year. In smail 
towns and villages the middle-income group would be substantially 
lower than the figure Mr. Robbins has quoted, but the higher figure is 
a conservative classification of the middle-income group. 

These families can afford to spend about one-fifth of their incomes 
for housing—from $65 to $100 per month, or a median of $80 per 
month. This includes all housing costs, not just monthly mortgage, 
tax, and insurance payments. The median price of homes being 
built in cities today is $14,500, which involves a monthly housing cost 
well beyond the reach of middle-income families. 

Senator Dovaias. Mr. Campbell, have you ever heard the wise- 
crack of the man who was speaking about his golf game and he said 
that his game always exceeded his average and never fell below it’ 

Mr. Campse.t. Yes. 

Senator Doveras. Even though the median family could get a 
$15,000 house or a $13,000 house, ‘proba bly, which would be more like- 
ly, if a median family could just barely get a $13,000 house, that would 
mean 50 percent of the families couldn’t get it, isn’t that true? 

Mr. Campsecy. That is right. 

Senator Dovetas. So it is important to remember that you have an 
income distribution as well as an average income, isn’t that true? 

Mr. Campsety. That is right. 

Senator Doveias. And that if some families are above the average, 
there are other families below the average. 

Mr. CampsetnL. More than half of the families in the United States 
are rerally cut off from any point of getting FHA financed housing. 

Senator Dove.as. It is important to recognize that fact. It is a 
simple rule of arithmetic, but it is extraordinary to my mind, how 
often that is neglected. 

Mr. Campseti. That isright. I am very happy that you made that 


point. 
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This faces use with a difficult problem, but not one which js 
insoluble. The housing bill, S. 1694, introduced by Senator Clark 
and his colleagues, provides - a way to put the cost of housing down 
to the point where middle-income families can afford adequate 
housing within their incomes without any subsidy of any kind on 
the part of the United States Government. 

That is a very strong statement, but we stand behind it. 

The Clark bill introduces a formula very much like the program 
carried so successfully under the Rural Electrification Administra- 
tion. It combines direct loans to cooperatives, other nonprofit or- 
ganizations, and middle-income families at cost of money to the 
Government plus a reasonable cost for administration. It would 
also provide technical advice and assistance to cooperative and other 
nonprofit corporations which could take advantage of economies in 
home construction as well as home financing and bring into the housing 
field the economies which have now proved to be so successful in our 
pilot program of cooperative housing. 

Even without the financing program which Senator Clark’s bill 
proposes, a very small cooperative housing program under FHA has 
led to construction of 36,000 homes in the last 6 years at a saving of 
from 20 to 25 percent under the cost for comparable housing. 

For those of you who are not familiar with the FHA 213 program, 
we should point out that the economies in the cooperative housing 
program come from the following factors: 

(1) The consumers provide the equity capital so that the 
builder builds without his own investment and for an assured 
market, thereby eliminating the costs of speculative construe- 
men 

2) The homes are presold, thereby cutting substantially the 
aa costs involved in either multifamily or single-family 
projects ; 

(3) 40-year amortization available under the cooperative 
housing program reduces the monthly carrying charges substan- 
tially, opening a market for another segment of the income 
bracket ; 

(4) consumer ownership with presale makes it possible to take 
advantage of lower cost land which meets the needs of the con- 
sumer without any detrimental effect to the consumers involved; 

(5) consumer participation in planning, management, and 
maintenance bring economies which are not available in housing 
built for rental, and increase the expected life of the property 
through home ownership by the residents of the properties. 

The Clark bill would make it possible to increase the cooperative 
housing program manyfold. The National Mortgage Corporation 
which he provides for would make direct loans, thereby providing an 
assured source of mortgage capital for the construction of coopera- 
tive housing. One of the hurdles in the FHA 213 program is the 
lack of assurance that capital will be available if the consumer group 
gets the project underway and reaches the point of construction. 

The National Mortgage Corporation would also cut the cost of 
interest to the consumer in a field which is now being neglected by 
the banks and insurance companies. It would, as Senator Clark 
points out, “stimulate private enterprise without competing with it,” 
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because it would open up a market for housing which is not being 
tapped by either FHA or VA mortgages or conventional mortgages 
now available to individual consumers. 

It is high time that new home construction be made available for 
middle income groups as well as it is now being provided for persons 
in the higher income brackets. This can be done without in any 
way interfering with the present FHA, VA, or conventional housing 

rograms, and would bring a new burst of construction for the build- 
ing industry and a great new market for electrical appliances, build- 
ing materials, and other fields associated with home construction. 

Tn many ways this is comparable to the REA program which has 
ereated a multi-billion-dollar demand for goods and services which 
American farmers would not have purchased if they had not found a 
reasonable and unsubsidized way to electrify the American farm. 

Senator Clark and his colleagues propose launching the National 
Mortgage Corporation as a constituent agency within the Housing 
and Home Finance Agency. It would begin operations on a Treas- 
ury subscription of $100 million. It would be authorized to issue 
obligations and make loans initially up to an aggregate of $1 billion. 
The borrowers would subscribe for capital stock in an amount equal 
to 5 percent of the mortgage loan and would pay for it over the period 
of the mortgage. The effect would be to retire the initial Government 
capital as has been done with several other Government financing 
agencies, particularly the Farm Credit Administration, production 
credit. associations, and more recently, the banks for cooperatives. 

The Clark bill has several important precedents. Those of you 
who have been members of this committee for several years will re- 
member the Sparkman bill, S. 2246, which incorporated many of 
these same principles and which was approved by the Senate Banking 
and Currency Committee in 1950. The bill came within three votes 
of adoption at that time. A somewhat similar measure, introduced 
by Senator Lehman last year, fell one vote short of coming out of 
committee but had a very distinguished group of sponsors who, we 
feel sure, will seize the opportunity to support the Clark bill. 

Tn the next few minutes, I would like to outline a few of the other 
matters which are in the current legislation before you. 

We are very happy to support a proposal introduced by Commis- 
sioner Mason of the FHA which would permit an FHA cooperative 
housing mortgage to include commercial and community facilities in 
sales-type and investor-sponsored cooperative projects. The law 
presently permits the inclusion of such facilities in management-type 
projects. The creation of community facilities such as adequ: ite space 
for nursery schools and kindergartens, recreation halls, et cetera, plus 
commercial facilities where there are no adequate facilities readily 
available, would strengthen the cooperative projects. The move 
would not only provide the facilities through which a cooperative 
could serve the community needs of its membership, but also would 
give the long-term continuity for a project which otherwise might 
cease to exist as a cooper ative when the blanket mortgage of a sales- 
type cooperative is broken up and the homes become “individually 
owned. 

We feel it is very unfortunate that Administrator Cole felt it 
necessary to suggest repeal of the minimum 99-percent price to be 
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paid under the special assistance program of the Federal National 
Mortgage Association for cooperative mortgages. This section is in 
effect only until August 6. It needs an extension and should be 
increased to par instead of being cut away from the present program, 
You will remember that for some 14 months it was impossible for 
cooperative projects to use the special assistance features Congress had 
provided through FNMA because of the arbitrary discounts and fees 
which FNMA imposed. Those were removed last year, and the mini- 
mum price was fixed at 99 percent, although the cooperatives had 
requested that the purchases be made at par. 

The testimony of HHFA indicates that the special assistance fune- 
tion should be self-supporting and says that FNMA is expected to 
resell a large portion of its mortgages, and fears that it might have to 
sell mortgages at a discount in the current market. Actually, it was 
not many years ago when mortgages were selling at a premium instead 
of a discount. It 1s not too much to expect that the current hard money 
policy will change and that mortgages will come back to par as a 
normal state of events. It is conceivable that the day of a premium 
will also reappear. There are no losses incurred by FNMA in the 
purchase of FHA 213 co-op mortgages. The interest rate is high 
enough to pay the costs of money to the Government and provide a 
small net profit, and the fees are more than enough to pay operati 
costs. We feel sure the Congress did not intend to set up the opt 
assistance program of FNMA in order to make profits for the Gov- 
ernment. 

In order to save the committee’s time, I would like to refer specifi- 
cally to two pieces of testimony which are in the record of your 
hearings for February 6. These are the testimony of David L. Krooth, 
speaking as a representative of the National Housing Conference, and 
the Cooperative League’s testimony of that same date. In both state- 
ments reference is made to four proposed amendments to the legisla- 
tion affecting the immediate program of the cooperative housing sec- 
tion of FHA in its relations to FNMA. Briefly, those amendments 
provide: 

1. Elimination of discounts and provision for reasonable charges in 
the purchase of cooperative housing mortgages by FNMA. 

2. Adjustment of mortgage loan ceilings to allow for larger homes 
in high-cost areas. 

3. An increase in the authorization for the purchase of mortgages 
on cooperative housing, authorizing an additional $300 million of 
advance commitment authority for FNMA. 

4. Construction financing by FNMA where such financing is not 
available in the commercial market. 

There is precedent for this in the previous experience of FNMA. 

There is one further amendment which would help speed up the 
program. It isan authorization for FHA to use the section 213 finane- 
ing provisions for the cooperative purchase of existing structures. 
This would allow the purchase of properties from FHA or the Public 
Housing Administration by cooperative groups of residents in existing 
multifamily projects. 

This committee authorized, and the Congress as a whole approved, 
the addition of $50 million advance commitment authority to FNMA. 
That authority was signed by the President last week. That will 
make a beginning—but just a beginning—taking care of applications 
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gow pending with FHA for $204 million worth of projects already 
approved, but without sources of financing. 

A few months ago the Cooperative Advisory Committee of FHA 
made a suggestion to the Commissioner which drew his immediate 
favorable response. The Advisory Committee, as you know, is made 
up of representatives of the labor, veterans, cooperative, educational, 
wligious, and civic organizations which have an immediate concern 
for the cooperative housing program. It was suggested by this com- 
mittee that a mutual insurance fund be set up in FHA for the mort- 

es of housing cooperatives. There is already a similar fund for 
the section 203 individual home program. There has been no such 
fund for multifamily housing because there was not a continuing in- 
dividual ownership in rental housing. The cooperative housing proj- 
ets, however, provide an ideal instrument to apply the mutual in- 
surance fund technique to multifamily housing. Creation of such a 
fund will provide a measure of the effectiveness and economies of the 
mortgage insurance program for housing cooperatives. There will 
ie added incentive for greater economy on the part of cooperatives, 
and there will be a typical mutual or cooperative method of passing 
m to the consumers any economies which grow out of the mortgage 
insurance program. ‘Today there is some demand that the 0.5 per- 
ent charged for mortgage insurance for cooperative housing be cut 
to 0.25 percent because the costs of such insurance are smaller than 
m individual mortgages. No one knows how great those economies 
ie. A mutual insurance fund would provide a measurement based 
m experience which would allow refunds to be made to the cooperative 
owners based on the actual economies. 

We understand that the FHA is in complete agreement in principle 
vith this proposal and has its technical people working on a firm pro- 
posal which may be presented to the Congress. 

May we conclude by urging again that this committee give serious 


j onsideration this year to a bold, new program such as outlined in the 


(lark bill, S. 1694, which could launch a great new program for mid- 


} dle-income housing with no subsidy of any kind to the consumers, and 


with the creation of a great new market for housing and for the ap- 
plances, equipment, and materials that go with the mortgage market. 

A national mortgage corporation such as Senator Clark envisages 
vould also attract the investment of pension funds of the great trade 
inion organizations which now have roughly $25 billion in assets. 
These organizations could start using these funds for home construc- 
tion if they could buy fully guaranteed debentures such as are outlined 
inthis program. This would, we believe, encourage the use of several 
billion dollars of pension funds to provide adequate housing without 
sibsidy to members of those same trade unions who today are often 
mable to provide this housing for themselves in the current market. 

Thank you very much. 

Senator SparKMAN. Thank you, Mr. Campbell. 

Senator Douglas? 

Senator Doveras. No questions. 

Senator Sparkman. A very fine statement, very clear. It speaks 
for itself. 

Mr. Campsetu. Thank you. 

Senator SpAarkMAN. Glad to have you with us, always. 
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( The complete statement of Mr. Campbell is as follows :) 
Senator SparKMAN. Miss Levenson. 


We are glad to have you with us. Just proceed in your own way. 


STATEMENT OF FRANCES LEVENSON, EXECUTIVE DIRECTOR, Na. 
TIONAL COMMITTEE AGAINST DISCRIMINATION IN HOUSING 


Miss Levenson. Happy to be here. 

Mr. Chairman and members of the committee, my name is Franees 
Levenson. I am executive director of the National Committee 
Against Discrimination in Housing. The national committee coordi- 
nates the housing activities of the 26 major civil rights, labor, reli- 
gious, and minority group organizations in the campaign against 
housing discrimination. ‘The members are listed and will be inserted 
in the record. 

Senator SparKMAN. That will be done. 

Miss Levenson. The national committee over the past 5 years has 
testified before congressional committees, has written to the Presi- 
dent and has met with and corresponded with officials of the Hous- 
ing and Home Finance Agency concerning the housing problems 
facing minority group families. We are appalled by the fact that 
racial segregation continues in the federally aided housing programs 
and that i in actuality the Federal Government, through the use of its 
funds and powers, is supporting the spread of residential s segregation. 
These federally aided programs are accelerating the emerging na- 
tional pattern of the older central city occupied by a growing con- 
centration of nonwhite families hemmed in by a ring of restricted 
all-white suburbs. 

The housing difficulties faced by minority group families were ree- 
ognized by both the House and Senate committees last year. The 
need for additional study and action to ease the situation was spe- 
cifically noted. But we regret to find that no such study or action 
has yet been taken. The excellent report, Income and Housing, pre- 
ona by your subcommittee staff and based in part on answers from 
150 mayors, concluded that minority group families are especially 
hard hit by housing shortages in the Nation’s cities 

The minority family confronts special housing problems superin- 
posed on the general shortage of adequate mid lle-income shelter. Fi- 
nancing, new building, and land constitute the basic needs. Rigid 
patterns of residential segregation prevent rational solutions. The 
Federal Government, despite its vast housing program, has failed to 
increase appreciably the supply of housing av ‘ailable to minor ity fami- 
lies. At the same time, Federal programs have supported and in- 
creased segregation. 

Albert Cole, HHFA Administrator, has admitted the existence of 
segregation in the Federal housing programs, but disclaims any Fed- 
eral responsibility in setting r: acial occupancy standards. The Fed- 
eral housing agencies seem unaware of the President’s announced 
policy that no Federal aid shall be expended for segregated facill- 
ties. Administrator Cole has tried to justify his position by enu- 
merating the efforts of HHFA to foster the production of Negro 
housing. He continually cites such accomplishments as a conference 
on minority housing he called in 1954, which has resulted in no action 
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whatsoever. He points to the exhortation of builders to build demon- 
sration FH A-insured open-occupancy projects. He has failed, how- 
ever, to document these attempts with any reports of substantial suc- 
cess. Even those few developments he has reported are largely all 
Negro. 

The voluntary home mortgage credit program is pointed to with 
great pride. Yet, fewer than 5,000 loans to minority families have 
been made in 2 years of the program’s existence. I would hazard a 
mess that an analysis of these loans would reveal that most, if not all, 
of them are for homes in Negro neighborhoods or in areas of transition. 

Thus, even the efforts of HHFA to step up the production of segre- 
gated housing is not resulting in an appreciable increase in the supply 
of housing available to minor ity families. There is no evidence that 
there is any attempt being made to assist in opening up the housing 

market wherever Government aid is involved to free bargaining of 
all families, regardless of race 

A brief survey by the National Committee Against Discrimination 
in Housing of the effects on minority families of three specific pro- 
grams revealed the following picture—we refer to urban renewal, 
FHA, and public housing: 

Urban renewal? This program is resulting both in curtailment of 
total living space available to minority families and in increasing 
segregation. Entire Negro neighborhoods are being clear to make 
way for housing restric ted to whites only. ‘This is accomplished by 
decision of the developer or because of high rents and sales prices. In 
addition, existing areas of interracial living are being replaced with 
segregated housing. An official report reve: ealed that as of December 


1954 13 feder: ally approved projects were replacing racially integrated 
Ss with new segregated housing. ‘Twenty out of eighty-five projects 
were definitely restricted as to race. 

An indic ation of the impact of urban renewal on minority group 
families is the fact that roughly two-thirds of all families displaced are 
nonwhite. This must be viewed with the knowledge that programs 
now approved will result in a net loss of almost 40,0 00 housing units— 


most of them in the low-rent category. Many promising urban-re- 
newal plans have either been stopped cold or inordinately delayed be- 
cause of the inability of local agencies to provide suitable housing for 
relocation of minority group families. In other e ases, demolition has 
gone ahead with displaced families being rehoused in appalling disre- 
gard of the standards provided in the law requiring the provision of 
“decent safe, and sanitary dwellings.” 

Yet, despite the important race relations questions involved in urban 
renewal, its racial relations staff has been reduced from 5 persons to 1; 
and that 1 is currently on leave for graduate study. There are no 
racial-relations specialists to service the regional urban-renewal offices, 
nor is there a racial-relations specialist on the Administrator’s staff 
advising him with regard to approval of workable programs. 

There is still vast hope in the urban-renewal program. The fault 
les, however, in the manner in which it is being administered. This 
is not a time to cut back on the program, but rather to see to it that it 
is carried out in such a way as to insure an increase in the total housing 
supply available to all families. This requires removal of all racial 
restrictions from the urban-renewal housing, realistic site selection 
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policies including use of open and predominantly open land, and thor. 
ough race relations review of workable programs and all renewal 
projects. 

Federal Housing Administration: The FHA commitments alread 
require two agreements from recipients during the life of the mort. 
gage: (1) That no racial restrictive covenants will be recorded against 
the property, and (2) that no lease or other instrument will be executed 
which would restrict occupancy on the basis of race. However, thege 
agreements with FHA are formal but meaningless. Builders of 
FHA-added developments simply do not admit Negro families. FHA 
is fully cognizant of this fact. The Federal Government should 
render these two agreements meaningful and require a commitment 
that housing produced through FHA insurance is to be available to all 
eligible families on the same basis without regard to race. 

It is a sad commentary that States find it necessary to pass laws 
regulating the manner in which a Federal benefit shall be dispensed, 
This is what New York, Connecticut, and Washington have done in 
barring discrimination in FHA- and VA-aided developments. FHA 
is to be congratulated on the way in which it is cooperating in the 
implementation of the New York law. The New York experience is 
demonstrating the inaccuracy of the assertion that a requirement of 
nondiscrimination would deter home building. FHA commitments in 
New York have kept pace with commitments in other States which do 
not have such a requirement. 

Public Housing Administration: Public housing has supplied the 
only substantial source of standard housing available to minority 
group families. It has been almost the only source of nonsegregated 
new housing. It has been almost the only source of nonsegregated new 
housing. A continued high volume of public housing is essential for 
displaced families if any slum clearance is to proceed. It is further 
required by the high percentage of minority group families unable to 
meet high private housing costs. 

Yet, public housing, too, has increased residential segregation. 
Eighty-five percent of federally aided public housing is operated ona 
segregated basis. 

Senator Dovenas. I wish you would explain that. Does this mean 
that it is operated on a segregated basis because of the deliberate choice 
of the housing authorities, or is it operated on a segregated basis be- 
cause if the percentage of Negroes rises above a given critical point 
whites move out and the project becomes virtually all Negro? Which 
one is this? 

Miss Levenson. No. About 85 percent is operated on a segregated 
basis by decision of the local housing authority. The fact is that even 
in those communities where public housing is operated on an inte- 
grated basis, some public-housing projects do become de facto segre- 
gated because of the high percentage of minority group families. 

Senator Dovanas. We have had that experience in Chicago, and we 
have found that when the percentage of Negroes on an integrated proj- 
est rises above, let us say, 35 or 40 percent, whites move out and then it 
becomes entirely Negro. But this is not done because of the will of the 
city housing authorities. It is done because of the choice of the white 
residents of the project. 
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Miss Levenson. That is true. But these projects that become de 
facto segregated by choice of the residents is not included in this 85 

rcent because these are figures of PHA itself which lists those proj- 
ects which are operated on an integrated basis, and those which are 
operated 

Senator Dovetas. Is this in terms of projects or in terms of number 
of housing units ? 

Miss Levenson. It is in terms of projects, I think. 

Senator Doveias. I think if you took the number of units the figure 
would be different because in the big northern cities you will find that 
the projects are much larger in number of units than in the smaller 
groups, and in the big, big northern cities public opinion and public 
policy is on the whole against segregation. 

Miss Levenson. There is a trend, certainly, towards more integra- 
tion in public housing, and we are finding that more and more of the 
new projects are being integrated in the northern cities. 

Senator Dovctas. That was my feeling, that you were laying about 
with a pretty sharp, broad sword and attacking everything when 
there has been more progress in this direction than would be inferred 
from your statement. 

Miss Levenson. The progress, however, has been made on the initia- 
tive of local housing authorities, rather than through the initiative 
of the PHA. 

Senator Dove.ias. Of course, as a matter of fact, this matter was 
primarily left to the localities in the beginning. 

Miss Levenson. That is right. 

Senator Doveras. The Capehart-Bricker amendment was defeated 
in 1949. 

Miss Levenson. We feel very strongly now, however, that in light 
of a number of court decisions, starting certainly with the Supreme 
Court decisions on the schools and going down to a number of lower 
court decisions on public housing itself, that the PHA itself should 
have the responsibility. 

Senator Doveias. Of course, you are aware if the Capehart-Bricker 
amendment had carried there would have been no slum clearance or 
public housing carried out; isn’t that true? 

Miss Levenson. That probably is true. I don’t think that a Cape- 
hart-Bricker amendment is actually necessary, that at the present 
moment, without any further legislation, PHA has the duty and the 
responsibility administratively 

Senator Doveras. In other words, you are not asking for the in- 
troduction of the Capehart-Bricker amendment into the housing law / 

Miss Levenson. No. We are asking for administrative action by 
PHA to insure nonsegregation in all public housing. 

Senator Dovetas. In accordance with the decision of the Court, 
rather than because of statutory requirements of the Congress. 

Miss Levenson. That is right. In accordance with constitutional 
requirements and court decisions. 

Senator Sparkman. I hesitate to prolong the time. By the way, I 
hope you can stay for the last witness. 

May I just say this: When you get into this question of administra- 
tion of these projects, you have got to remember that a part of the 
strength of the public-housing program rests on the fact that it is 
local, locally directed, rather than centrally directed. 
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Miss Levenson. That is very true, but PHA, at the same time, has 
a host of rules and regulations. 

Senator SparKMAN. It may have in organizationally setting up the 
project. I doubt very seriously that it t1as any after the contract is 
made. 

Miss Levenson. There is continuing supervision to see that it is 
operated properly. 

Senator SPARKMAN. We won't go into that now, in detail. 

Miss Levenson. While the courts have uniformly held that segre- 

rated public housing is unconstitutional, PHA refuses to condition its 
aida on nonsegregation. New segregated projects continue to be 
approved by the Federal Government. In addition, projects actually 
owned by the Federal Government continue to be operated on a segre- 
gated basis. Priorities for tenant selection established in the Housing 
Act of 1949 are at times violated to conform with local patterns of 
segregation. In many cities displaced Negro families are still await- 
ing public housing, while white families with lower priorities have 
been given apartments. 

Administrator Cole’s statements regarding PHA policy and pro- 
eram serve only to reemphasize that agency’s application of the dis- 
credited separate-but-equal doctrine to publicly subsidized housing, 
He has stated that— 
local housing authorities are encouraged to admit tenants without regard to 
racial considerations. 


And further: 


This is the problem of the people in the locality. If they want integrated 

housing, they have it. If they don’t want it, they don’t have it. 
This is a clear abdication of Federal responsibility. The projec ts he 
is speaking of are directly subsidized with Federal funds. ‘The notion 
that a locality may determine for itself whether to obey the law of the 
land and Constitution is quite shocking. 

Despite the crucial racial relations impact of all the Federal housing 
programs, the racial relations services of the housing agencies have 
been demoralized and eroded in recent years. No longer is the racial 
relations service in a position to affect: policy or to offer positive leader- 
ship and guidance to the public. 

The Federal Government has become the single most important 
factor in the housing market. Government policy and practices have 
tremendous influence on community planning and residential patterns 
throughout the country. Federal encouragement and financing are 
indispensable in the building and redevelopment of vast areas of our 
cities. About 50 percent of all new private-housing starts is federally 
underwritten. Throughout the country, Federal housing programs 
stand.as symbols of what can be accomplished by fruitful cooperation 
between national and local government and between Government and 
private industry. All this is made possible by Federal funds and 
credits stemming from taxes imposed on all Americans alike. Segre- 

gation in any federally : aided program necessarily reflects sanction by 
the Federal Government itself. 

We can no longer countenance Federal housing programs which 
continue to reinforce and support segregation—where close to 85 per- 
cent of federally aided public housing is segregated, where federally 
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aided urban renewal developments end up with Negro clearance and 
new segregated housing, and where FHA and VA continue to under- 
write racl ially exclusive suburbs. In order for the Federal Govern- 
ment to live up to its moral and constitutional obligations, we recom- 
mend that the following actions be taken: 

1. The extension of all Federal housing aids be conditioned on a 
guaranty that the accommodations be available to all qualified persons 
under the same terms and conditions without regard to race. 

9, Slum clearance through federally aided programs be meaning- 
fully and effectively rel: ited to the av ailability of decent, safe, and 
sanitary housing to meet the specific needs of displaced families. 

3. A’ balanced program, including open and predominantly open 
sites for urban renewal and public housing , be required from localities. 

4. Authorization for public housing be increased to an annual pro- 
duction rate realistically related to housing needs of low-income fam- 
ilies in addition to the requirements for rehousing displaced low- 
income families. One hundred and thirty-five thousand units per year 
would be a minimum to meet this need. 

5. Unified relocation standards be established for urban renewal 
and public housing as well as for all other displacement by Govern- 
ment actions, and concrete evidence of feasibility of relocation plans 
for taking care of the total displacement by Government action be 
required in workable programs. 

6. Federal encouragement and assistance for planning on metro- 
politan area basis be established. 

7. The racial-relations service be reconstituted on a nonpartisan 
Rileesional basis to provide responsible review of all programs in 
all headquarters and regional offices of the Housing and Home Finance 
Agency. Immediate measures should be taken to institute racial- 
relations review of all urban-renewal proposals. 

8. Financing aids be developed to meet the financing problems 
obstructing the access of minorities to housing on equal terms and 
conditions. Such aids would require, in addition to VHMCP efforts, 
the immediate use of the special-assistance authority of FNMA, per- 
mitting it to make advance commitments to purchase FHA-insured 
and VA-guar anteed mortgages for housing available to minorities. 

9. Effective governmental assistance be provided for middle-income 
families in the economic no-man’s land between public and private 
housing. This would include, in addition to sections 220 and 221, 
the encouragement of rental and cooperative housing through low- 
interest and long-term direct loans for middle-income housing devel- 
oped by cooperatives and nonprofit or limited-dividend corporations. 

Senator SparkMAN. Thank you very much, Miss Levenson. 

Miss Levenson. Thank you. 

(Member organizations previously referred to are as follows:) 

Member organizations of the N: itional Committee Against Discrimination 
in Housing are as follows: 

Amalgamated Clothing Workers of America 
American Civil Liberties Union 
American Council on Human Rights 
American Ethical Union 
American Friends Service Committee 
American Jewish Committee 
American Jewish Congress 
American Veterans Committee 
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Americans for Democratie Action 
Anti-Defamation League of B’nai B’rith 
Council for Social Action, Congregational Christian Churches 
Cooperative League of the USA 
Friends Committee on National Legislation 
I’'riendship House 
Jewish Labor Committee 
League for Industrial Democracy 
Migration Division, Puerto Rican Department of Labor 
National Association for the Advancement of Colored People 
National Association of Intergroup Relations Officials 
National Council of Negro Women 
National Council of Churches of Christ, Race Relations Department 
National Urban League 
Presbyterian Church USA, department of social education and action 
Race relations department, American Missionary Association division, board of 
home missions, Congregational Christian Churches 
United Auto Workers of America 
United Steelworkers of America 
Senator SparKMAN. Our next witness is Mr. Edward D. Hollander 
on behalf of the Americans for Democratic Action. We are glad to 
have you with us. We have your statement and it will be printed ; in 
full in the record. 


STATEMENT OF EDWARD D. HOLLANDER, AMERICANS FOR 
DEMOCRATIC ACTION 


Mr. Hotianver. With your permission, I will submit the statement 
for the record. And since I know you are pressed for time, I will 
select only one point that I want to emphasize. 

In expressing our enthusiastic support of the idea of Senator Clark’s 
bill on middle-income housing, S. 1694, I would like to call to the 
committee’s attention that this approach of the long-term loans at 
low interest rates has in it certain dangers; the princip: yal di anger being 
that the favorable terms become capit: alized into the price of the house, 
and that the benefit accrues to the builders rather than the homeowner. 
This is what I mean by saying that: If homeowners are shopping for 
terms, so much a month, which is what they can afford, if the builder 
is able to arrange longer terms at lower interest rates, this may enable 
him simply to sell a higher priced house at the same terms that he 
would have sold instead of passing on to the benefit of the owner-buyer 
of the house the longer terms and “the lower interest rates. 

Obviously the purpose of this is to lower monthly payments to 
middle-income families, and it seems to us that the way to insure that 
this bill will be passed on, this benefit will be passed on, is to require 
a system of strict appraisal and strict inspection and tests of quality, 
so that. the prices do not become inflated as the terms become more 
favorable. 

Senator SparKMAN. In connection with that point, recently a 
builder said to me that the average home buyer is not greatly con- 
cerned with the rate of interest. He was talking partic ul: rly about 
interest. He said the one question he is asked when the home buyer 
comes to him is “How much will I have to pay a month.” So he says 
if he can get a long enough term, spread it out to pull the payments 
down, that is the thing that the buyer nearly always is interested in. 

Mr. Hotianper. I remember when the GI terms became available. 
Suddenly there was an increase in the price of housing, which made 
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it possible for builders to sell houses at higher prices on the same 
terms, by virtue of the more favorable provisions of the GI bill. We 
simply wanted to throw in this word of caution, because we feel that 
in the absence of these safeguards, much of the value of this kind of 
program could be dissipated. . 

Senator Sparkman. I think that is a very good point, and I am glad 
that you emphasized it. I appreciate your statement very much. 

(Mr. Hollander’s prepared statement follows :) 


STATEMENT OF EpwArp D. HOLLANDER ON BEHALF OF AMERICANS FOR DEMOCRATIC 
ACTION 


Mr. Chairman and members of the subcommittee, I am Edward D. Hollander, 
national director of Americans for Democratic Action. We thank you once 
again for the opportunity to appear before your committee to plead for a pro- 
gram to bring good housing within the reach of every family in our country. 

ADA has advocated such a program from the first. Our first convention 10 
years ago, and every one since, has been on record as believing that clearing 
our slums and housing American families as they should be housed were goals 
we could realize in this great country. Our 10th convention just 2 days ago 
urged more vigorous efforts to get on with these programs to wipe out slums 
and fill the pressing needs for additional housing for low-income and middle- 
income families. 

The situation has become acute because of the sharp decline in the rate of home 
building in the past vear, as the consequence of the Government’s policies, and 
particularly the monetary and credit policies of the present administration. As 
a result of these, the number of housing starts dropped by 200,000 in 1956 and 
now seems likely to drop by another 200,000 or more in 1957—for a decline of 
30 percent from the 1955 level. Almost the entire decline in 1956 was in Gov- 
ernment-underwritten programs, most particularly in the GI program admin- 
istered by the Veterans’ Administration for the benefit of veterans, primarily 
in consequence of the Government’s credit policies. We plead with your com- 
mittee to act boldly to restore and expand the Government’s program to stimulate 
an adequate housing supply. 

Housing has been one of the chief casualties of the hit-or-miss credit policy 
of the administration, which has hit small business, farmers, home building, and 
school building while missing much of the inflation it was supposed to curb. 
In fact, the impact of the Government’s credit policies on home financing is one 
of the most flagrant examples of the damaging side-effects of trying to cure a 
fever of price inflation in capital goods by massive general doses of high interest 
and tight money. 

As Senator Douglas said recently. “However wise a restrictive monetary policy 
may be, one need not give blind faith to the assumption that public responsibility 
ends with restricting the overall quantity of credit and that the market forces 
will inevitably ration limited credit in an equitable way. There is no reason 
why Government policy should not be used as a device to influence and aid a 
system of social priorities. The requirements for law and middle-income housing 
should likewise be placed high on the list of items entitled to a fair chance to 
limited credit resources.” 

We agree entirely with Senator Douglas. We are tired of hearing from the 
Treasury and from the Federal Reserve Board that housing and other high 
priority claims on our resources must stand aside in favor of any business 
borrower whose profit prospects permit him to pay 6 percent. We are tired of 
being told that investment in schools is inflationary, investment in rehabilitation 
of depressed areas is inflationary—and must yield precedence to any expendi- 
ture for plant, equipment, or inventory that any businessman chooses to make. 

The country need not be the prisoner of the man-made arrangements of this 
administration that is so solicitous to the welfare of banks and businessmen 
that it neglects the welfare of school children and homeowners. Note that 
(according to the New York Times) nearly $1 billion in new corporate money 
has been raised since the first of the year in what is being called the most “re- 
sponsive” capital market in our financial history. Yet the spokesman for the 
Federal Reserve Board tells you there is “no possibility” of attracting $6 billion 
in risk-free, Government-guaranteed loans at 4% percent. 
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In all of our paralyzing fascination with the working of the money market 
we seem to have lost sight of the Government’s interest—that is, the public 
interest—in a housing program. This interest is threefold. 

. First, and above all, we are concerned of our long-term goal of “a decent home 
in a Suitable living environment for every American family.” 

Second, we are concerned to maintain a high-level of construction activity 
as an important component in full employment and full production. : 

Third, we are concerned to fit this in with other capital requirements in such 
a way as not to produce or aggravate an inflation of the demand for capita} 
goods. 

We contend that the rate of home building can be considerably stepped up 
from present levels without building up inflationary pressure. Moreover, we 
content that if inflationary pressures were the consequences of an increase in 
the rate of home building, then other forms of construction and investment 
should yield priority to housing. 

But there is no evidence of overemployment in the construction industry, 
Quite the contrary; the overall rate of construction is declining. There hag 
already been a sharp decline in home building, and some branches of the industry 
are beginning to feel the effects of underemployment. This has already happened 
in the very important lumber industry, where both production and prices have 
declined because of the weakness of demand. Secondary effects are being felt 
in the declines in home appliance industries. Full employment requires home 
building at a high level. Unlike industrial and commercial construction, which 
swing in wide cycles, housing generates a steady, stabilizing demand in a grow- 
ing population and an expanding market. 

As long as labor and materials are available for additional production, addi- 
tional financing does not generate inflation. Making mortgage credit available 
to those who need it is not inflationary unless it creates demands beyond the 
capacity of American industry. As far as I know, builders have not pleaded 
inability to produce more housing. Quite the contrary; builders have begged 
for the chance to build more. If we are concerned about a price rise, we should 
look to more, not less, production. 

The real policy question at issue here is whether the United States is going 
to pursue an aggressive program for housing—to a very large extent, rehousing— 
its population. Since the war we have built 12 million dwellings—on the average 
about 1.1 million per year. This is just about enough to house newly formed 
families and to replace demolitions. For 8 years consecutively the annual num- 
ber has been between 1 million and 1.4 million; only twice has it exceeded 
1.3 million. This has been known as the postwar housing boom, but it has 
fallen far short of providing American families with the decent homes which 
are our goal. 

There is a wide range of estimates of the dwellings needed annually to 
accommodate new families and replace obsolete and substandard housing. Most 
generally, the estimates range from a minimum of a million and a quarter toa 
more generous and, we think, more realistic estimate of 2 million a year. How- 
ever, whatever statistics of housing one accepts, it requires only a quick look 
around any American city, or around most farm areas for that matter, to 
show that we have certainly not been building fast enough to rid ourselves of 
the enormous quantities of scandalously substandard housing that disfigure 
the face of this rich country. In fact, as Senator Clark said last week, “the 
plain fact is that in most urban centers slums are being created faster than they 
are being cleared * * * living conditions for millions of families are getting 
steadily worse—not better.” 

In contrast to the public interest in a high and steady level of home building, 
there are interests which have their own reasons for minimizing the need for 
housing and exaggerating the difficulties of providing it. Can there any longer 
be doubt that there are people whose principal concern with the housing market 
is to perpetuate a scarcity to protect investment in substandard properties and 
security for low-equity mortgages? The shortage of decent housing plays directly 
into the hands of slum landlords. It is clear they have no interest in housing 
programs which will undercut the fantastic rents they can extort for slum housing. 
And when one considers the outstanding $135 billion of mortgage debt, much of 
it with low down payments and long terms and two-thirds of it unprotected by 
Government underwriting, one can see that lenders have powerful motives for 
working arainst a plentiful supply of good housing in a competitive market. 

Beyond this is the concern of lenders to maintain high interest rates, After 
so many years of effective efforts by the Government to achieve a high rate 
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of home building at low interest, the lenders have finally found “friends at court” 
in the Treasury. They are now able to get 5 percent plus, plus, and discount 
mortgages besides ; and they have no wish to see a return to a borrower’s market. 

If the volume of housing were much expanded, it is possible that home build- 
ing would compete more vigorously for labor and materials with the building 
of factories, supermarkets, office buildings, and other commercial construction. 
Those who plan to profit by nonresidential building have no wish to see it inter- 
fered with by a rise in residential construction. 

Because of these vested interests, it is easy to understand why there are 
some so willing to throw up their hands in despair of any effort to revive home 
puilding and bring it to levels required to meet the needs, or who insist that if 
this is done it must be done on terms strictly competitive with other capital 
demands. And the Treasury and the Federal Reserve Board, by their insist- 
ence on tigh mortgage money have made themselves the knowing or unknowing 
accomplices of those with a vested interest in scarcity and high prices of housing. 
A strange role for apostles of free enterprise and an expanding economy. 

Mr. Chairman, as we have testified before, we think that the housing market is 
approaching the point where it is meeting the needs of only the higher income 
families. All the devices we have tried have not succeeded in bringing good 
housing in needed quantities within the reach of middle- and low-income families, 
where the need is. If lower downpayments and longer terms alone could have 
done this, it would have been done. Clearly, as we have said many times, some- 
thing more is required. 

There is no sign that the Eisenhower administration is prepared to take the 
steps necessary to revive the housing programs. With due respect to Senator 
Capehart, S. 1609, as far as we can tell, will not do it. This bill tries to bring 
housing within the reach of middle-income families by lowering the downpay- 
ments. For example, aS we understand it, the downpayment on a $13,000 house 
would be reduced from the present $1,450 to $850. But there is nothing in this 
bill that will lower the prices of houses or the interest rate or the monthly pay- 
ments; consequently, lower downpayments may serve only to induce people to 
buy houses on monthly terms which they cannot afford to keep up. 

Beyond this, the Eisenhower administration is making no significant move, 
administrative or legislative, to repair the damage done to the housing pro- 
grams. They are hacking away at it further. They have impressed no one by 
last week’s much-publicized White House announcements. Senators, builders, 
and bankers all seem to agree that these will not stimulate home building. On 
the other hand, the administration has dealt heavy blows to housing and urban 
renewal by its panic retreat to appease critics of the budget and by its cutbacks 
of public housing. The slums of this country will never be cleared, and the 
houses it needs will never be built as long as Eisenhower, Humphrey, and Cole 
have their way. If these programs are to progress, the initiative, the directives, 
and the money will have to come from the Congress. This is what we are here 
to plead for. 

There are, fortunately, a number of bills originating with members of this com- 
mittee which point the way to a vigorous housing program. I would like to 
comment briefly on them. 

S. 1638 is directed to a number of housing problems which have stubbornly 
resisted previous attempts to solve them. These are the problems of certain 
groups with special housing needs and special difficulties. By lowering interest 
rates and securing the market for mortgages of these groups, the bill should 
encourage housing for them on terms they are more likely to be able to meet. If 
it succeeds in doing this, it will help. 

But it seems to me that this approach goes to the special problems while 
ignoring the general one. The general problem, as we see it, is that housing 
prices and interest rates have carried good housing out of the reach of large seg- 
ments of our population who very much need it. This is clearly shown by the 
very excellent report on income and housing published by this committee just a 
few weeks ago. 

Two of the bills before you would be important steps toward filling these 
heeds. S. 1694 is based on an approach which we believe is sound and, moreover, 
necessary ; that is, the use of the Government’s credit directly to bring housing 
within reach of middle-income families. This is an approach we have long ad- 
voeated. It worked in Connecticut, and it has worked in the college-housing 
program. It really comes to grips with the problem. Forty-year mortgages at 
interest rates one-half of 1 percent above cost of Government borrowing would 
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bring monthly payments down to the means of many families now excluded 
from the market. 

But there are dangers in such a program, which must be guarded against. The 
danger is that the more favorable terms will be capitalized into the price of the 
house; that the prices will be raised so that monthly payments would remain 
high notwithstanding the more favorable terms. This has happened in the past, 

The safeguards to avoid this are adequate inspection, strict appraisals, and 
tests of quality which will insure that the prices are not inflated and that the 
favorable terms do, in fact, result in lower costs and lower monthly payments, 
With this one caution, we enthusiastically support the Clark middle-income 
housing bill. 

Equally enthusiastically we support S. 1787, Senator Clark’s bill to authorize 
200,000 public-housing units a year. We believe it is by now painfully but unmis- 
takably clear that the low-income families—those in the lowest one-fifth or one- 
sixth of the income scale—will be decently housed only in publicly subsidized 
housing. It is equally clear that, quite apart from the vagaries of the money 
markets, the Eisenhower administration is determined to starve and strangle 
the public-housing program. Only the Congress can revive and enlarge it. We 
urge you to cut through the redtape in which it is bound and expand it so thar 
it can begin to serve the purposes the Congress intended in the National Housing 
Act. Judging by the needs of low-income families, as documented in several 
congressional committee reports, we should try to build the program up to at 
least 200,000 units a year. 

S. 1737 includes two provisions to improve the operation of the public-housing 
program. It will permit families to remain in public housing even after their 
incomes have risen until they can find suitable housing at a suitable price. And 
it will not discourage secondary earners in the family from supplementing the 
family income. These will correct what have been defects in the program. 

Mr. Chairman, it seems to us the Government is going to have to make up its 
mind whether it is going to have a housing program or not. It cannot set out 
toward the great humanitarian goals defined in the National Housing Act and at 
the same time bind itself hard and fast by budget policies and credit policies 
which make it impossible to get houses for those who need them. The GI-housing 
program, for example, is of particular interest to you and to us. The GI pro 
gram is only a hoax if, however favorable its terms seem to be, there are not 
lenders willing to take the mortgages except at prohibitive discounts. 

The slum-clearance and urban-renewal programs are also a hoax unless we 
can find places for displaced slum dwellers without crowding them into new 
slums. 

If the housing program is to mean what it says, the Government must orient 
its policies to provide the conditions under which housing will be built. And 
by “the Government” we mean Congress. It seems clear the Risenhower ad- 
ministration will not do it except as you direct it. 

ADA will never concede that this rich country cannot afford to house its 
people decently. 


Senator SparKmMaAN. We have a number of statements, letters, and 
telegrams from various organizations and individuals. They will be 
inserted in the record, together with any that may be received before 
the hearings are printed. 

(The material referred to follows:) 


STATEMENT OF KENNETH WILLIAMSON, ASSOCIATE DIRECTOR, AMERICAN HOSPITAL 
e ASSOCIATION 


The American Hospital Association represents over 5,500 hospitals in the 
United States. This includes over 90 percent of the general hospital beds. 
Annually, hospitals care for more than 22 million patients. 

It is on behalf of our membership and the patients they serve that this asso- 
ciation invites the attention of your committee to a national problem of vital 
concern. Today, our Nation is faced with an acute shortage of graduate nurses. 
This shortage is becoming more acute with the rapid growth in population. 
Other factors too are contributing to this shortage, such as: tremendous changes 
in health care practices; increased numbers of health personnel needed to bring 
the benefits of modern medicine to the public; the growth of industrial health 
programs; the vast, growing field of public health; school health and eiluca- 
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tional programs; and the broadening health problems of the ever increasing 
aged population. 

At the present time your committee has under active consideration proposed 
amendments to the Housing Act. We urge this committee to give serious con- 
sideration to an amendment, which we have to offer, to title VII of that act— 
College Housing. We feel that if this title, for the reasons hereinafter advanced, 
were expanded to cover housing for student nurses in schools of nursing directly 
operated by hospitals, and also for interns, substantial inroads into the short- 
ages of these vitally needed categories of health personnel could be made. 

Hospitals have three major functions: care of patients, education, and re- 
search. Physicians and nurses are prime factors upon which the superior health 
program of this country has been developed and to a very considerable degree 
they are educated in hospitals. All of the needs of the Nation for health per- 
sonnel, including those of industry, of our armed services, as well as those used 
by the general citizenry in communities throughout the Nation, are provided out 
of the same pool of health personnel. 

In the year 1954, for example, there were approximately 44,000 young women 
admitted to the schools of nursing in the Nation. That same year about 29,000 
were graduated as professional nurses. This figure has remained fairly con- 
stant for the past 5 years and must be increased appreciably if our growing 
health needs are to be met. In fact, at the present time authoritative pub- 
lished estimates indicate that the number graduated is falling far behind those 
needed, and that an additional 50,000 nurses are needed immediately. Of the 
total number of student nurses in training, approximately 85 percent received 
their education in hospital schools of nursing. In order to meet population and 
other needs enumerated, it has been determined that we must have approxi- 
mately 188,000 student nurses in residence. This will mean that we must have 
also a 60-percent increase in housing facilities during the next 9 years. There- 
fore, during this coming 9-year period, it will be necessary that approximately 
75,000 additional beds and facilities be provided for student nurses. Thorough 
consideration has been given to have student nurses live outside hospital facili- 
ties in leased rooms, apartments, boarding houses and the like, but such pro- 
posals have been discarded as it is believed they would adversely affect the 
enrollment of student nurses. 

At the present time there are over 1,100 State-approved schools of nursing. 
They are either educational institutions directly operated by hospitals, or they 
are separate educational institutions affiliated with hospitals to provide a full 
curriculum of nurse education. In both cases these schools and their curricula 
must meet State standards. Their graduates must pass State examinations to be 
licensed by State authorities in order to practice their profession. There can 
be no question but that such hospitals are educational institutions. They are 
engaged in educating and training young women for professional careers in 
nursing. Their educational activities are directly and causally related to the 
present and future health needs of our Nation. And yet, the present Housing Act 
qualifies the latter group and rejects the applications of hospital schools of 
nursing which comprise the vast majority of nursing schools. 

The educational activity of hospitals does not end with the education of 
nurses. Nurses comprise numerically the single largest professional group 
educated in hospitals. But other professions who have a role in providing patient 
care receive a part, if not all, of their education in hospitals. At present there 
are approximately 21,000 medical interns completing their education through 
internships in hospitals. Additionally other groups, representing various tech- 
nical and highly specialized skills required in providing patient care, include 
X-ray and laboratory technicians, vocational and physical therapists, dietitians 
and hospital administrators. Moreover, through the vocational educational 
system, hospitals are recognized as educational centers for the training of prac- 
tical nurses and other auxiliary health personnel. Though we mention all of 
these groups who are educated and trained in hospitals, we have only done so 
to point up, in a limited fashion, the extent to which hospitals function as 
educational institutions. Our proposed amendment is specifically limited to 
provide housing for student nurses and medical interns. 

Hospitals are required to provide housing for a large number of students 
whose education is of primary concern to the health of the Nation. Unfortunately, 
to a large extent, the costs of such education within hospitals are borne by paying 
patients and, therefore, contributes considerably to the deficits suffered annually 
by such hospitals. As a consequence, the governing bodies of hospitals are 
reluctant to negotiate loans throngh the normal business channels at prevailing 
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interest rates, which have been consistently rising since the cost of carrying ang 
amortizing such loans would further burden sick patients. Several large and ont. 
standing schools of nursing have told us that they have three applicants foy 
admission to their schools for every one they are able to accept. They give ag q 
principal reason for the rejection of the other applicants the shortage of their 
present housing facilities. 

The American Hospital Association has but recently completed a study of the 
needs of hospitals for more housing for student nurses and medical interns 
This study is based on a representative cross section of hospitals throughout the 
United States conducting State-approved schools of nursing and providing 
approved internships to medical graduates. 

Replies to our request for specific information concerning existing needs of 
hospitals to house their present classes of student nurses and medical interns, as 
well as their needs for additional housing for the larger number of these clasges 
of students who could be accommodated if adequate housing were available, were 
received from 126 hospitals. These hospitals now have 7,840 student nurses and 
1,177 medical interns. Of these, 99 state they need help to finance the costs of 
additional housing facilities for such students, and that if such financial agsist. 
ance were forthcoming, they could accommodate 1,938 more student nurses and 
546 more medical interns. The costs of such housing were estimated to be about 
$17 million for student nurses and about $5.5 million for medical interns, 

In summary, these figures reveal that 70 percent of the hospitals that answered 
the survey would be able to increase their classes of student nurses, and 59 per- 
cent would be able to accommodate more medical interns. Based on a projec- 
tion of this figure, we find that enrollments in hospitals’ schools of nursing could 
be increased annually by about 14,000 student nurses. Medical internships could 
also be substantially increased. Our projections of the estimates of the costs of 
such housing would be in excess of $150 million. 

The study revealed a number of important facts which we feel will be of 
interest to this committee. Quite a few hospitals stated that unless they were 
able to either renovate old and outmoded existing facilities, or replace them, 
they would have to discontinue their schools of nursing. Several pointed out 
that the present condition and size of their facilities curtailed student enroll- 
ments. Several indicated that though they had plans all drawn for facilities for 
students, they had not been able to obtain the funds needed. There were exan- 
ples where hospitals had to house students within the hospitals themselves, 
thus reducing the number of hospital beds available to and needed by the 
community. 

The study also reflected clearly the change in needs and circumstances sur- 
rounding the housing needed to accommodate medical interns. In past years, 
interns were generally unmarried and their housing needs were relatively 
simple. Today the predominant number of interns are married, with a high 
percentage having children. Therefore, the housing required to accommodate 
them must be provided in the form of apartments which, of course, increases 
the cost of housing considerably. 

Attached to this statement as exhibits are several letters received from hos- 
pitals expressing their need for more student housing. These letters are typical 
of those received from most hospitals on this subject. But they do state well 
the case of their individual needs for more student housing and their inability 
to finance the costs of such housing. 

For consideration by your committee, the American Hospital Association has 
prepared the following draft which would give effect to its proposed amend- 
ment: 

“Be it enacted, etc., ‘That section 404 (b) of the Housing Act of 1950, as 
amended (12 U. S. C., Supp. III, 1749C (b)) is amended by striking out “and 
(2)” and inserting in lieu thereof, “(2) any hospital operating a school of 
nursing approved by the appropriate State authority, or any hospital approved 
for internships by recognized authority, if such hospital is either a public hos- 
pital or a private hospital, no part of the net earnings of which inures to the 
benefit of any private shareholder or individual, and (3)”; and by striking 
out “in clause (1)” and inserting in lieu thereof, “in clause (1) or clause 
(2) "9 ” 

This proposed amendment would give further recognition to the student status 
of student nurses and medical interns receiving their education in hospitals 
and would make such hospitals eligible under the College Housing Act. Such 
status, we observe, is already recognized in the Internal Revenue Code, 
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The American Hospital Association is very grateful to this committee for the 
opportunity given it to present its views concerning the needs of the Nation 
for increased numbers of health personnel and the facilities required to make 
the increase possible. We feel that if our proposal is accepted, the Nation will 
penefit immeasurably from the additional numbers of health personnel in these 
two vitally important categories. 

We would deeply appreciate your incorporating this statement and the 
attached exhibits in the record of your current hearings on housing. 


THe EVANGELICAL DEACONESS HOSPITAL, 
St. Louis 10, Mo., March 6, 1957. 
Mr. KENNETH WILLIAMSON, 
Director, Washington Service Bureau, 
Mills Building, Washington, D. C. 

Dear Mz. WILLIAMSON: I should like to add a word to the card mailed pre- 
viously related to the proposed legislation for housing interns and student nurses. 

This is a definite need at Deaconess Hospital. We have the clinical facilities ; 
we have the teaching faculty; in fact, we have everying but sufficient living 
quarters for the additional student nurses that we could be training at Deaconess 
Hospital. At present we have 180 student nurses enrolled. These students are 
housed in modern buildings, one completed in 1942 and the other in 1947. By 
adding 2 floors to the building completed in 1947, we could accept at least 
50 more student nurses and thus increase the students in training to 230 
students. Financial underwriting of an addition would be most helpful. 

Our interns and residents are now being housed in residences adjacent to the 
hospital. ‘These residences are serving the purpose in a fairly acceptable way. 
Certainly they are makeshift. If resources could be made available for modern 
dormitories and apartments, our total training program would be greatly 
enhanced. 

It would seem that we would need approximately $250,000 to make the addi- 
tions to the school of nursing buildings. Likewise, a minimum of $100,000 
would be needed to house our staff of 17-20 interns and residents. 

If we can be of further assistance to you, please do not hesitate to let me know. 

Personal best wishes. 

Sincerely, 
Cart C, RAscHE, Administrator. 


IowA LUTHERAN HOSPITAL, 
Des Moines, Iowa, March 5, 1957. 
Mr. KENNETH WILLIAMSON, 
Associate Director, 
Mills Building, Washington, D. C. 

Deak Mr. WILLIAMSON: I am pleased to add the following comments to sup- 
plement the enclosed card as suggested in Mr. Crosby’s letter of March 1. 

We expect to construct a $1 million addition to our hospital this year which 
will give us 45 additional patient beds among other things. This would enable 
us to accommodate at least 25 additional student nurses. However, we are 
spending all our available money for hospital facilities. 

We should erect a combination dormitory and classroom building for the 
nursing school which we estimate would cost at least $300,000. I believe our 
facilities for interns are adequate at the present time, but it is possible that a 
separate dormitory building should be erected for them within 10 years. I would 
estimate this to cost $80,000. 

Sincerely yours, 








, Administrator. 


St. ELIzABETH HOSPITAL, 
Covington, Ky., March 4, 1957. 
Mr. KENNETH WILLIAMSON, 
Director, Washington Service Bureau, 
Mills Building, Washington, D. 0. 

Dear Mr. WILLIAMSON: Dr. Edwin L. Crosby, director of the American Hos- 
pital Association has suggested that we advise you of our needs regarding hous- 
ing for our student nurses. We have a lovely nurses’ home built in 1950, but 
A res necessary for us to leave onc floor of the home unfinished, due to a lack 
0 ds. 
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Up to this time we have not refused student nurses due to a lack of room, but 


just a few days ago the director of nurses remarked that with a large class 


coming in, and with just a small class graduating, we will probably have a 
housing difficulty next fall. The top floor of our nurses’ home (the portion 
which is incompleted) as planned by the architect, would give us am additiona) 
26 semiprivate student rooms, housing for 52 student nurses, and would cost 
approximately $125,000 to complete. We are placing special emphasis on re. 
cruitment of students at this time, for all of the hospitals, including our own, 
are short of graduate nurses, and we are the only hospital in this area of the 
State who has a training school for student nurses. 

We also have difficulty in the matter of providing housing for our interns, 
Most of the interns coming in now are married, and the dormitory rooms which 
which we formerly used for the single doctor are inadequate. With sufficient 
funds an apartment building could be built to accommodate at least 12 interns, 
several student medical technologists, and approximately 10 male student 
nurses. The architect estimated that such a building would cost about $250,000. 
We do not have adequate space for such a building on the hospital grounds, but 
ground could be purchased across the street from the hospital building. 

Anything you can do to help us in the interest of the above projects will be 
greatly appreciated. 

Yours very truly, 


—_——_— ——, Administrator. 


St. Mary’s Hospitar ScHoor, or NURSING, 
Evansville, Ind., March 4, 1957. 
Mr. KENNETH WILLIAMSON, 
Director, Washington Service Bureau, Washington, D. C. 

DEAR Mr. WILLIAMSON: In answer to Mr. Crosby’s letter of March 1 regarding 
the need and any special problems your hospital faces in housing student 
problems, we are surely pleased to have this opportunity to state our need. 

Here at St. Mary's we do have a very serious problem. A year ago a beautiful 
$8 million hospital with a bed capacity of 354 beds and 75 bassinets was com- 
pleted. Because of lack of funds we are no able to build a nurses’ residence. 
The present residence is a 6144 miles away from our hospital. This presents 
a serious problem as it is necessary to provide bus transportation to and from 
the nurses’ residence. 

The hospital was planned in every way to give the best possible patient care 
and every available facility for education to student nurses. Because of these 
fine facilities we have attracted many applicants to our school of nursing. It 
is impossible to take as many students as we would like because of limited 
housing facilities and the limited number that even two bus trips can accom- 
modate. Also the time involved in travel causes a great loss of time to the 
students. We are afraid that this may discourage them in completing their 3 
years of nursing. 

Any help or money that can be contributed to help us solve this problem and 
begin a new nurses’ residence near the hospital will be greatly appreciated. 

Sincerely yours, 
SISTER ELIZABETH, Administrator, 


PROVIDENT HOSPITAL AND FREE DISPENSARY, 
Baltimore, Md., March 4, 1957. 
Mr. KENNETH WILLIAMSON, 
Director, Washington Service Bureau, Washington, D. C. 

DEAR Mr. WILLIAMSON: Provident Hospital is in great need of additional hous- 
ing for student personnel. The problem of replacing the present facilities is of 
even greater importance. The facilities now being used are approximately 75 
years old and were private dwellings which have been converted into a nursing 
school and living quarters for student nurses and interns. We find ourselves 
now in the position of finding funds for building purposes or closing our train- 
ing facilities. To continue our program we must soon provide new housing for 
at least 100 students, interns, and nurses. 

Any legislation providing financial assistance for such housing has our full 
support and financial aid will certainly be a contributing factor in solving the 
problem of the critical shortage of nurses. 

Very truly yours, 
THEODORE D. PERKINS, Administrator. 
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HILLCREST MEDICAL CENTER, 
Tulsa, Okla., March 4, 1957. 
Mr. KENNETH WILLIAMSON, 
Director, Washington Service Bureau, Washington, D. C. 

Dear Mk. WILLIAMSON: In relation to the proposed legislation for housing of 
jnterns and student nurses, we are building 400 beds, 200 in a general hospital 
and 200 in a children’s hospital. Unless housing can be procured for student 
purses and interns, we will not be able to open the new additions. 

St. John’s hospital here in our city has a fine, large addition which they put 
on a drive to raise the money for and they are unable to open it for want of 
nurses. This will be our predicament unless we can get adequate housing for 
student nurses. We need housing for 150 more nurses urgently. This would 
cost in the neighborhood of $750,000 to $1 million. 

Sincerely yours, 
Bryce L. Twitty, Administrator. 


ALBERT EINSTEIN MEDICAL CENTER, 
Philadelphia, Pa., March 5, 1957. 
Mr. KENNETH WILLIAMSON, 
Associate Director, Washington, D.C. 

Drak Mk. WILLIAMSON: Relative to the attached questionnaire please be 
informed that the problem of housing at the Albert Einstein Medical Center 
applies specifically to our entire house staff which is composed of interns and 
residents receiving training in the medical and surgical specialties. 

We have recently expended considerable sums of money for the construction 
of housing facilities for student nurses at both divisions of the medical center. 
However, with the increase in the bed facilities to 650 beds at the northern divi- 
sion which is presently underway, the number of our interns and residents will 
increase to about 75 physicians. To house them properly would require new 
construction. Our estimated cost for this additional housing would be approxi- 
mately $500,000. 

I cannot overstate the acute need of voluntary hospitals for this type of 
support which the proposed legislation would furnish. I am sure that an 
inspection of present housing facilities would add great impetus to the passage 
of such legislation. 

Respectfully yours, 
S. W. FrrepMAN, D. D. S., 
Assistant to Hwxecutive Vice President and Medical Director. 


MARY IMMACULATE HOSPITAL, 
Newport News, Va., March 5, 1957. 
WASHINGTON SERVICE BUREAU, 
Washington, D.C. 
(Attention: Mr. Kenneth Williamson, director.) 


Dear Sir: The shortage of professional nurses has been a serious problem in 
our area over a period of years and the future holds no promise for improvement 
if we do not prepare more young ladies for this work. 

In our hospital we have at the present 32 students in the 3-year program. 
We could have that number doubled and even trebled if we had adequate living 
quarters and nurses’ homes that would attract these young ladies. Our building, 
with even this small number, is crowded. We have a number housed on the 
third floor which is more like an attic than a bedroom. The Classrooms are 
located in the basement part of the hospital and though we try to make them 
attractive, they are not conducive to learning. The student nurses have no 
recreational facilities and no assembly hall for group gatherings. We have long 
realized the need for building, but up to this time have been unable to remedy 
the situation. This situation is multiplied a few times in our State, and I know 
many more times throughout our country. 

If there were any possibility of obtaining assistance, either Federal or State, 
the Nation as a whole and this community in particular would profit through 
an expansion of the nurse recruitment program. But enticing young women 
into this career without the necessities for making this a reality would be 
unsound. The people of this area, also aware of this need, would be willing to 
do their share if some Federal or State aid were available. 
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; With a prayerful wish that the proposed legislation for Government assistance 
in improving housing facilities for student nurses and interns becomes a reality 
I remain sincerely yours, 


Sister M. EupHrasta, Administrator. 


Goop SAMARITAN HOSPITAL, 
Phoeniaz, Aria., March 5, 1957, 
Mr. KENNETH WILLIAMSON, 
Washington Service Bureau, American Hospital Association, 
Washington, D. C. 

Dear Kenny. I am in receipt of your letter of March 1, regarding proposed 
legislation for housing for interns and student nurses. Enclosed you will find 
my card answering those questions. 

I would like to say, in addition to answering those questions though, that 
the real problem with all our hosiptals is not securing student nurses especially, 
but providing teaching facilities as well as housing. For example, we have 
accommodations for 160 girls when every bed is utilized. Our classrooms and 
especially our dietetic and science laboratories are crowded. We simply cannot 
get the money to build additional space and classrooms. That is where I feel 
the Government should come in, by providing funds to build additional dormi- 
tory space, classrooms and laboratories. In our case, we could take at least 
30 more student nurses with an investment of $200,000 but we cannot put on q 
drive for funds for that purpose in this community, nor are there any wealthy 
people here who are interested in education. ; 

My reason for thinking the Government should assist in this matter is that 
they have no schools of nursing of their own and they are able to pay larger 
salaries than the private hospitals can to graduate nurses. Consequently, only 
about one-third of the graduates from the schools of nursing each year remain 
with thier own institutions, many of them going into various branches of the 
Government and public-health work. This is my frank opinion and I know we 
must do something, soon. 

Yours sincerely, 
G. H. HANNER, Administrator, 


ILENDALE SANITARIUM AND HOSPITAL, 
Glendale, Calif., March 5, 1957. 
Mr. KENNETH WILLIAMBON, 
Director, Washington Service Bureau, American Hospital Association, 
Washington, D. C. 


DEAR Mr. WILLTIAM.ON: The Glendale Sanitarium and Hospital is finding it very 
difficult to adequately house interns. Last year we admitted 3 interns. We 
should have a total of 12. We think we will get 12 this year by working out a 
temporary arrangements for housing in the community. This is a very undesir- 
able because it takes interns away from the immediate vicinity of the institution. 
If we are to continue to secure and properly arrange for a full quota of 12, it will 
be necessary to secure and properly arrange for a full quota of 12, it will be 
necessary for us to find funds somewhere for the development of interns’ quarters 
The least amount of money with which this could be accomplished would be 
approximately $54,000. 

We are faced with a similar problem in connection with the school of nursing. 
We admitted 42 students last year—a large class. Our total enrollment is 85. 
At the present time we have 59 applications for the class which will start July 1. 
We expect several additional applications, but we will be able to accept only about 
40. We have sufficient clinical material and teaching capacity for a larger 
number, but the student nurses’ dormitory is already filled to capacity. It is pos- 
sible that we might be able to build a wing, if we use a simple type of construction, 
for approximately $78,000, which will enable us to take a class of 55. If we use 
good quality construction, which should be done, the cost would be substantially 
more, probably about $125,000. 

Very sincerely yours, 
G. B. Netson, Administrator. 
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STATEMENT OF Don OC. LINGENFELTER, MANAGING DIRECTOR OF NERSICA, INC 


As the managing director of NERSICA, Inc., I represent the repair, mainte- 
nance, and home improvement contractors of the United States. 

These contractors deal only in those products which have to do with repair, 
service, and modernization of present structures. They perform no service on 
new construction and are not affected by public housing. 

Their sales represent the protection of a lifetime investment on the part of 
those who purchase from them, a large percentage of whom are in the low or 
middle income bracket. 

These homeowners are among the most responsible groups in America. They 
have invested a major proportion of their life’s savings in their homes. The 
only way in which they can protect their investments is to keep these homes in a 
livable condition conforming to present-day standards. 

Well-maintained homes are a most essential part of our national economy. 
Certainly any money spent in maintaining or improving them is, in its truest 
sense, 2 most worthwhile investment—an investment that not only protects the 
life’s savings of these homeowners but at the same time adds materially to the 
pasic welfare of our country. 

When I was invited last spring to testify before a subcommittee of the House 
janking and Currency Committee, the invitation included a request that our 
association make a study and be prepared to recommend something in the way of 
an additional avenue in the field of rehabilitation and home improvement finane- 
ing. 

Something that would fit in between the liberalized FHA title I modernization 
program, which at best is only a partial answer to the overall problem, and FHA 
insured mortgage section 220, which is restricted to rehabilitation of slum 
dwellings in specifically desifinated areas and does not apply to the average home 
in need of extensive repair and modernization. 

In order adequately to fill a substantial percentage of the need for protecting 
and improving the basic livability and utility of our American homes, our study 
clearly showed that there was one prime requisite that this new medium of 
financing must have if it were to accomplish its purpose. Due to the fact that 
homeowners in need of home improvement financing are almost without excep- 
tion in the lower or middle income brackets, it was necessary to find some 
method of refinancing that would not add too materially to their present outlay, 

We found that the reason for this is that during the past decade, millions of 
the new homes purchased were in the medium-price brackets with a minimum 
downpayment and a heavy long-term mortgage. 

Today, after many years of amortization, the debt balances are down but 
the payments are still as high as before, because they are geared to the original 
amount of the indebtedness. 

During this time Government-insured loans, such as GI and FHA made pos- 
sible the building of these new homes. There was during this time no pressing 
need for refinancing or extensive improvement financing. At the present time, 
however, we are facing a grave situation in that most of these homes have 
become too small and too inefficient in their utility to serve adequately the 
occupants, 

Therefore, the only feasible solution for these homeowners is to have per- 
formed extensive essential repairs, modernization, alterations, and additions in 
order to restore them to a condition of livability that meets current standards. 

In the tight money market that has prevailed for some time, most institutional 
lenders refuse to refinance older properties. Available mortgage funds are 
channeled into more attractive investments, such as new home construction, and 
the purchase and financing of modern first-rate buildings. Since real-estate 
evaluations have also increased together with the general price structure, mil- 
lions of homeowners are forced to maintain high monthly payments for the 
amortization of shrunken balances without hope of utilizing their existing 
equities. This constitutes an appalling waste of buried purchasing power and 
frozen assets, and is doubly deplorable when we realize that these same home- 
owners face the imperative need for finance essential improvements. 

Certainly to create a medium of financing these improvements at a reasonable 
rate of interest, instead of leaving these homeowners to the mercy of those who 
are only too happy to make the loans at exorbitant charges, could never be 
considered something that would add to the pressure of inflation. 

To deny credit to those who need it to protect their life’s savings would in 
no way curb inflation. It merely drives these unfortunate homeowners into 
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the hands of those who are willing to take advantage of an unfortunate situation 

As a solution to this problem, at the hearing referred to above, we proposed 
what, for want of a better name, we termed the NERSICA formula. We snug. 
gested that certain provisions be enacted under title II of the National Housing 
Administration to insure mortgage loans on existing single (and/or double) 
family dwellings erected prior to January 1, 1950, such loans not to exceed 
$10,000 per unit at a rate of interest of 5 percent plus 14 percent for mortgage 
insurance, and having an amortization period of not less than 10 and not more 
than 15 years (terms subject to change at the discretion of the Administrator), 
Acceptance of any application through authorized lenders should be made 
subject to the following conditions: 

(a) Applicant must submit evidence that conventional sources of financing 
are not available for the loan applied for. 

(b) The mortgage request must absorb all existing encumbrances of record 
and cover certified cost of essential improvements with the exclusion of rebates 
payoff of nonrecorded debts or any other services or materials not specified by 
the contract. , 

(c) Home improvements contracted for must be of such a kind as to substan- 
tially preserve or increase the basic livability and utility of the premises; the 
work must be performed by a contractor certified with lender and FHA after 
approval of plans and specifications. 

(d@) Disbursements of proceeds shall not take place until the work has been 
completed, inspected by lender, and found satisfactory in accordance with the 
terms and specifications of contract, including release of liens furnished by 
contractor. 

(e) It shall be unlawful to offer or use property subsequent to loan approval 
as an additional security for any type of mortgage or trust loan as long as 
the improvement mortgage remains on record. 

(f) Existing minimum property requirements of FHA and standards of credit 
eligibility now prevalent are reevaluated and liberalized for the purpose of 
this Section. 

It should be noted that our proposal represents a substitute medium of home- 
improvement financing that does not interfere or compete with present lending 
mediums. 

It is designed to serve and help thousands of homeowners in the lower or 
middle income bracket to make the extensive repairs they need so badly without 
putting an unbearable financial burden on their shoulders. 

As the weeks have gone by since this proposal was made, it has become more 
and more evident that we are now faced with the need for immediate action 
on the problem if we are going to be able to preserve this most essential part 
of our national economy, the life’s savings of millions of homeowners. 

On behalf of these homeowners, we appeal to you and your committee to set 
into motion the necessary machinery of Government in order to bring into being 
some form of financing that will adequately serve the needs for protecting and 
improving the basic liability and utility of these American homes. 





STATEMENT OF JOHN H. ELse ON BEHALF OF NATIONAL RETAIL LUMBER DEALERS 
ASSOCIATION 


Mr. Chairman and members of the subcommittee, my name is John H. Else, and 
I am legislative counsel for the National Retail Lumber Dealers Association, 
with headquarters in Washington, D. C. 

I appreciate this opportunity to present to this subcommittee the views of the 
association and its members on housing legislation now under consideration by 
this subcommittee. 

The 30,000 retail lumber and building material dealers in the United States 
supply most of the lumber and building materials for new home construction and 
for home improvements, and also do a substantial amount of new home construc- 
tion. 

Lumber dealers, builders, and home buyers have, for several months, seen a 
gradual drying up of funds for guaranteed and insured home loans, particularly 
VA-guaranteed home mortgages. 

The total demand for funds to finance industry expansion, housing, commercial 
expansion, consumer credit, and other expenditures has been so great that the 
demand for funds has exceeded the supply. We subscribe to the proposition that 
money is subject to the basic law of supply and demand. 
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The fact that the VA-loan guaranty program has, for all practical purposes, 
ceased, demonstrates that the present interest ceiling of 444 percent is inadequate 


‘to compete with other investments for funds. 


The action taken last year by FHA to increase the interest rates for FHA- 
insured mortgages was recognition by the FHA that a 44% percent rate was not 
adequate to attract private funds into such mortgages. 

Since that action by FHA, the situation is appreciably improving for FHA- 
insured mortgages. 

The fact that FHA had the statutory authority, within prescribed limits, to 
jncrease the interest rate, and that this authority was exercised when needed, 
demonsrates the need for similar authority in the Veterans’ Administration. 
Some flexibility should be provided for VA-guaranteed loans to permit adjust- 
ment to market changes, within limits, without resorting to an act of Congress 
which may come too late to aid the veteran. 


LIBERALIZATION OF FHA TERMS 


There are proposals before this subcommittee to liberalize the loan-to-value 
ratios and the minimum downpayment requirements under section 203 of the 
National Housing Act. 

One of the reasons given for such action is to relieve the possible impact of 
termination of the VA-guaranty program for World War II veterans which is 
scheduled to end in 1958. 

If the Congress determines that some liberalization is necessary, then we 
respectfully suggest that the proposal contained in the administration’s bill be 
adopted, giving the FHA Commissioner discretionary authority to reduce the 
downpayment requirements. This proposal would increase the loan-to-value 


ratio on 1- to 4-family dwellings to 96 percent of the first $10,000 of appraised 


value, 85 percent of the next $6,000, and 70 percent of appraised value in excess 
of $16,000 up to the maximum mortgage amounts permissible under the present 
law. 

We have long contended that the VA-loan guaranty program and the FHA- 
insurance program should be consolidated into one program. 

The separate requirements of the two agencies have increased the cost of 
homes and have increased the cost of Government. 

If, by liberalizing the requirements of FHA it will become possible to merge 
the VA home loan guaranty program with the FHA program, then such action 
will be to the advantage of home buyers, both veteran and nonveteran. 


USE OF NATIONAL SERVICE LIFE INSURANCE FUNDS 


There are a number of proposals introduced which would authorize the use 
of part of the NSLI funds to buy VA-guaranteed mortgages. Other proposals 
would use part of these funds for direct veterans’ loans. 

We do not believe that this is the answer to the veteran home-buyers’ prob- 
lems. An increase in the VA interest rate to 5 percent and a continuation of 
the VHMCP will obviate the necessity for the use of NSLI funds. This is like 
wise true of the need for additional funds for direct veterans’ loans. 

To provide for direct loans to veterans at an interest rate below the market 
rate is nothing but a subsidy to a few veteran home buyers. 


VOLUNTARY HOME MORTGAGE CREDIT PROGRAM 


This program is serving 2 very useful purpose by channeling funds of private 
lending institutions into areas where there are little or no funds available for 
FHA and VA mortgages. 

We do not contend that the VHMCP is an answer to all the problems of home 
financing in all areas. It was not intended to be. However, it is a joint effort 
on the part of private industry and the Government to aid home buyers in out- 
lying or smaller communities within the framework of private enterprise, with a 
minimum of expense to the taxpayers. 

Unless the Congress extends this program, it will terminate this year. We 
urge the committee to continue this program without restrictions which might 
hamper its usefulness. 
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ADDITIONAL AUTHORITY FOR FNMA 


The Congress has authorized an interim additional authorization for FNMA to 
provide funds for the continuance of its secondary market operations. 

We believe that a further authorization would be warranted to provide addi- 
tional authority of $100 million, including the interim authority already author. 
ized, thereby providing an additional $1 billion for the purchase of home mort- 
gages in the secondary market. 


CONTROL OF DISCOUNTS 


There are proposals before this committee, designed to control discounts. Much 
as we all dislike the practice of discounts, an attempt to control them by regula- 
tion is merely attacking a symptom and not the cause. A realistic interest rate 
for guaranteed loans will have a wholesome effect on discounts. There will, I 
presume, always be some discounts until there are steps taken to recognize the 
differences which exist as to the supply and demand for money in different areas 
of the country, particularly those areas undergoing unusually active expansion 
and growth. 

S. 1683 (SENATOR SPARKMAN) 


This bill would make section 221 (relocation housing) available to certain 
groups other than those presently included who are displaced by Government 
action. These groups are families of moderate incomes, minority groups, 
elderly persons, and families with five or more dependents. 

The bill would give members of these groups the advantage of the present 
liberal terms of section 221, including 100 percent loan (except for $200 payment) 
and 40-year term. The bill provides for a 4-percent interest rate. 

The bill would also authorize $250 million for FNMA to purchase these 
mortgages at par. 

Section 221 was originally intended for those persons displaced by govern- 
mental action in communities which have recognized their responsibilities by 
taking certain steps to improve the living standards in their respective 
communities. 

We do not believe it wise to extend this special program to the large groups 
spelled out in S. 1683. 

If the Congress liberalizes the present section 203 program as proposed, we 
believe there will be little need for S. 1633 because homes will become available 
to most of those mentioned at downpayments and terms most of them can afford. 
Furthermore, the 4-percent interest rate for such mortgages is a subsidized rate 
and would, in our opinion, eliminate private lenders from this market. 

In conclusion, we are convinced that a realistic VA interest rate with a certain 
aluount of flexibility within prescribed limits, some additional authority for the 
KNMA secondary market operations, and extension of the VHMCP, will place 
guaranteed and insured mortgages back in a position to better compete with other 
investments for available funds, and will provide an adequate supply of funds 
to meet the needs of home buyers. 


JOINT STATEMENT OF C. J. STOLL, PRESIDENT, W. BRYON Sorrel, CouNsEL, Mo- 
BILEHOME DEALERS NATIONAL ASSOCIATION, AND Myron C. POOLE, PRESIDENT, 
Scott W. Lucas, CouNSEL, Mosre Homes MANUFACTURERS ASSOCIATION 


Mr. Chairman and members of the subcommittee, this statement is presented 
on behalf of the Mobile Homes Manufacturers Association and the Mobilehome 
Dealers National Association, the two principal trade associations of the 
mobile-home industry. We are pleased to present this statement jointly because 
it manifests the like-minded attitudes of the predominant segment of the 
mobile-home industry. 

As manufacturers and dealers of mobile-homes we are acutely conscious cf 
the increasing role which our industry is playing in the provision of housinz 
for many American families. 

When the shortage of mortgage money in the long-term capital market last 
year caused conventional home building to decline by almost 17 percent from 
the previous year, the mobile-home industry increased its 1956 production and 
sales by 20 percent over the previous year. This attests not only to the sound- 
ness of our industry but the acceptance of the mobile homes as part of the 
housing resources of the United States. 
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RESEARCH AND STATISTICS 


Section 602 of the Housing Act of 1956 authorized the Housing and Home 
Finance Agency to undertake broad research projects in the field of housing. It 
is our understanding that the Agency is presently working on the procedural 
aspects of this research program. We believe that the research program ap- 
proved by the Congress in 1956 is a worthy one and we hope that the Agency, 
jn developing and supplying data and information on, for example, “housing for 
the elderly,” “characteristics of current and prospective housing market de- 
mand,” “housing inventory,” etc., will consider the relationship of the inventory 
and production of mobile homes to the objectives sought in the broad research 
undertaking. The approval by the Congress in 1955 of FHA insurance for 
mortgages on mobile-home parks underscores the importance of considering the 
scope of the mobile-home industry in any broad research program. 

However, while we view the mandate of the Congress, as expressed in section 
602 of the Housing Act of 1956, to be sufficient for the Housing and Home Finance 
Agency to include the mobile-home industry in its research program, we believe 
that the Agency is handicapped by the policies of the construction-statistics- 
gathering Government groups who do not include the production figures of mobile 
homes in their operations. 

We believe that this is a short-sighted policy which strikes an incongruous 
note in a Government operation whose approach to statistics must be the es- 
sence of objectivity. 

We strongly urge that the subcommittee in its report on housing legislation 
express the intent of the Congress that the Bureau of Labor Satistics include 
the production of mobile homes, in a separate category if it is deemed advisable, 
in its home-construction reports. In 1956 the mobile-home industry produced 
approximately 10 percent of the country’s housing starts. This also involves 
10 percent of the production of several supplier items, i. e., refrigerators, stoves, 
plywood, etc., which go into the equipment of a modern mobile home. We hope 
that the subcommittee will agree that the purposes of the Bureau of Labor Sta- 
tistics—in the housing field—are not served by omitting such a sizable portion 
of the Nation’s housing inventory and production from its calculations and its 
statistical reports to the industry, the public, and the Government agencies 
concerned. 

EMERGENCY HOUSING 


We urge the subcommittee to include the provisions of S. 1618 in the housing 
bill which will shortly be reported to the full committee. 

This bill is identical to one (S. 2855, 84th Cong.) which passed the Senate 
last year. It would provide authority for the PHA to enter into contracts on 
a standby or emergency basis for emergency production and delivery of housing 
in major disaster areas. Housing is a form of assistance which must reach the 
victims of a major disaster at the time the need is the greatest. 

The bill S. 1618 would permit the formulation of a flexible plan under which 
housing can be made available to disaster victims as early as possible after 
the need occurs. Presumably, the appropriate Government officials, under this 
bill, would be able to obtain the production of mobile homes through a more 
expeditious manufacture or acquisition from a nearby manufacturer or dealer of 
inventories upon the declaration of a major disaster. It must be noted that 
the PHA would not acquire these mobile homes on its own initiative, would 
not declare that an emergency existed, would not determine how many units 
were needed, would not select the locations to which the trailers would be 
shipped. These are matters which are peculiarly within the province of the 
Federal Civil Defense Administration. In this respect, the PHA acts only under 
directives from the FCDA. As Governor Peterson’s letter of April 6, 1956, to 
the Senate Banking and Currency Committee pointed out: “The housing units 
to be purchased by the Housing and Home Finance Administrator only after 
a finding by the Federal Civil Defense Administrator that their purchase is nec- 
essary for use in a major disaster area.” 

We sincerely believe that enactment of the bill will provide the means for 
more effective assistance in major disaster areas and we commend it to your 
sympathetic consideration. 


MOBILE-HOME PARK MORTGAGE INSURANCE 


The Housing Act of 1955 extended the section 207 of the FHA mutual mort- 
gage insurance system to mobile-home parks. Since enactment of this pro- 
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vision, the FHA has devoted considerable time to land planning and economic 
studies incident to mobile-home parts in order to effectuate the purposes of the 
1955 provisions. 

At this writing, we are advised that the FHA has issued commitments to 
insure a mortgage on one mobile-home park and that one application for insyr- 
ance is being processed. 

We appreciate the difficulty experienced by the FHA in formulating under- 
writing standards, minimum property requirements, land-planning principles, 
and operating standards for a new activity. We believe, therefore, that the 
low rate of activity to date in this program is not symptomatic of any lack of 
interest or need for a sound system of mobile-home park financing through FHA 
mortgage insurance. There are approximately 14,000 mobile-home parks in 
operation today with a capacity for approximately 700,000 mobile homes. This 
represents housing for more than 2 million people. The need for moderniz- 
ing many of these parks and the construction of new parks grows more acute 
every year. 

Last year, the FHA conducted a thorough field study of mobile-home parks 
and, as a result, certain changes in its earlier regulations were made, princi- 
pally with respect to minimum lot sizes. 

We believe that the FHA will continue its study of the problems incident 
to mobile-home park insurance and that ultimately the mutual mortgage insur- 
ance system will make a great contribution to the upgrading of the standards 
of mobile-home living. 

HOUSING FOR THE ELDERLY 


In the Housing Amendments of 1956 the Congress made several changes in 
section 207 where multifamily housing under this section was to be constructed 
for elderly persons. 

For example, mortgages on section 207 projects for the elderly are now based 
on replacement cost instead of value because of new features, such as com- 
munity dining, first-aid facilities, recreation areas, etc., which do not lend 
themselves to the normal underwriting approach to value. 

We believe that the Congress, in its continued consideration for the provision 
of housing for elderly persons, should view the mobile home as a proved source 
of adequate low-cost housing for elderly families. 





STATEMENT OF ARTHUR J. PACKARD, CHAIRMAN, GOVERNMENTAL AFFAIRS 
COMMITTEE, AMERICAN HOTEL ASSOCIATION 


Mr. Chairman and gentlemen of the committee, I am Arthur J. Packard, Mt. 
Vernon, Ohio. I own and operate a chain of small hotels in that State. And I 
am speaking to you as chairman of the governmental affairs committee of the 
American Hotel Association. 

Our examination of 8S. 1609 reveals just one section which makes us a little 
unhappy. This section would repeal 513 (e) of the Housing Act, as it applies 
to a certain type of housing, involving small structures. 

In 1954 the Congress wrote into the Housing Act a prohibition against transient 
rentals on the part of all types of rental properties where the Commissioner 
of the Federal Housing Administration holds the mortgage. We contended 
then, and we contend now, that it is unfair for any builder to seek Federal under- 
writing, for the construction of permanent housing, and then turn around and 
make that housing available for transient occupancy, in competition with hotels. 
After all, the FHA will not underwrite the construction of a hotel, or even the 
rehabilitation of such a property. As long as this is the case, we believe that 
section 513 must remain in the act, and be applicable to every type of structure. 

Now [| admit, gentlemen, that there is only a modest impact upon hotels and 
motels where the FHA structures involved are single-family dwellings or 
groups of single-family dwellings or 2- to 4-family structures. However, the 
agency has told us that there have been several of these properties, in the 
past, which have been converted into motor courts, when the demand for per- 
manent housing in that community declined. Let me just give you one illus- 
tration of a property on the east coast of Florida, which has already converted 
to transient occupancy. This property contains a large number of single- 
family homes and double-family homes, and structures which would compare 
reughly with row houses. But a large majority of the individual units are 
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furnished, and are regularly held out for transient rental. The establishment 
even possesses its own golf course and swimming pool. We respectfully suggest 
that this is a far cry from the type of permanent housing which the Congress 
set out to provide. 

This proposal, to relieve this type of structure from this restriction, is based 
on the reduction in paperwork which would ensue, on the part of the builder, 
the borrower, and the Federal Government. As we understand it, there is only 
one form which could be waived under this proposal. We do not believe that 
the paperwork involved is so tremendous that an inequity should be invoked, 
in order to save a few strokes of the pen. 

After all, if the FHA proposes to chip away at the prohibition in this section 
of the Housing Act, the next step might well be to exempt defense housing. 
Step by step, we could lose the entire protection which the 1954 act now affords 
us. May we respectfully suggest, gentlemen, that in order to be utterly fair 
with every type of builder, this prohibition against transient housing should 
continue to apply to every type of structure financed by the FHA. 

The Accounting Department of that agency has told us many times that they 
have never yet seen any transient occupancy carried on, involving as it does the 
necessity for providing hotel services, which brought the borrower any in- 
creased net income. The added costs for maid service, for equipping the units 
with furniture and fixtures, and the provision for various other hotel services, 
more than ate up the few added dollars that the mortgagor might gain from 
this type of operation. This being true, we cannot understand why there would 
be any inducement whatsoever to engage in transient housing. 

At the same time, the hotel industry does not want to be unreasonable. We 
would like to report to this committee that the present officials of the Federal 
Housing Administration have always been very patient with us, and attentive 
to the problem confronting us. So when they called us recently, and discussed 
with us the proposal in 8S. 1609, they told us that a project like that in Florida 
could not be built nowadays, ending up with 100 or more family units under 
one management. They told us that no more than eight-family units could pos- 
sibly be constructed under single ownership and operation. We immediately 
wrote them, and asked them to give us this information in writing. Fortified 
with this new policy declaration, I can assure you, Mr. Chairman, that the hotel 
industry will waive this tentative protest against the legislation which is cur- 
rently before your committee. 


GLEN Cove, N. Y., March 28, 1957. 
Hon. STEVEN B. DEROUNIAN, 
Representatives Office Building, Washington, D. C. 

Drar CONGRESSMAN: The city of Glen Cove, like many other communities of 
our country, is confronted with a serious blight problem which must be faced up 
to. Of all the methods and means which have been proposed and promoted to 
carry on the daily battle against deterioration and decay of our housing condi- 
tions, I think it is safe to say that the urban renewal program as contemplated 
by the Federal Housing Act of 1949, as amended, offers the most effective weapon 
to communities to fight this decay. 

The city of Glen Cove has presently pending with the House and Home Finance 
Agency, 2 applications for urban renewal planning advances and capital grants 
in connection with 2 proposed urban renewal projects. These applications, I 
understand, have been informally approved in Washington. However, the 
formal approval has been withheld and is being delayed because of the unavail- 
ability of funds. 

I understand now that a new policy has been announced by the Housing 
and Home Finance Agency which would seriously curtail the urban renewal 
program. This policy and the drastic reduction of funds for urban renewal 
will for all practical purposes kill any hope of progress which we had hoped 
to make toward slum clearance in our community. 

For that reason, I want to seriously urge and solicit that you use your good 
offices to effect the maximum possible appropriation for this program. This 
program has been slowly but surely gaining momentum, and any reduction in 
needed appropriation will only serve to discourage those who have indicated a 
desire to institute urban renewal programs. Without such an urban renewal pro- 
gram, I frankly see little hope of effectively coping with, and eventually over- 
coming, the serious problems of decay and deterioration which have been per- 
mitted to grow unabated and uncurbed during the past years. 
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I earnestly hope that you will lend your efforts in this important matter 
affecting the city of Glen Cove and the many other smaller communities through- 
out the country, whose problems of blight are very similar to ours. 

Very truly yours, 
JOSEPH A. Svozzr. 





NATIONAL Rerait Dry Goops ASSOCIATION, 
Washington, D. C., April 1, 1957, 
Hon, J. W. Fu.sricut, 
Chairman, Senate Banking and Currency Committee, 
United States Senate, Washington, D. C. 


Dear SENATOR FuLtsricHt: The Banking and Currency Committee, in Report 
2005, requested the Federal Housing Administration to study a proposed amend- 
ment to prevent the inclusion of rapidly wasting assets as security for insured 
mortgages. Commissioner Mason of the Federal Housing Administration re 
ported to you on January 4, 1957, the results of a study made by that agency 
into this problem. 

This association, representing more than 8,000 department, specialty, and 
chainstores located in every State in the country, wishes to bring to your 
attention pertinent facts that we believe you should consider before any decision 
is reached on this important matter. 

First, we feel it should be determined just what function the Federal Housing 
Administration should perform. Was the initial concept of this agency one of 
stabilizing the mortgage market in this country, or was it created to be a com- 
petitive force in the area of mortgage financing? 

Commissioner Mason has advised you that, if restrictions are placed upon the 
inclusion of rapidly wasting assets as mortgage security, it would ‘‘mean home 
buyers who want a complete house would have to use more expensive conventional 
financing where there are no such limitations.” 

Let us examine this observation closely. Commissioner Mason is asking that 
the agency be permitted to continue to include as mortgage security such items 
as fireplace screens, venetian blinds, curtains, water softeners, air conditioners, 
kitchen mixers, and a whole list of other items. Realize that the life expectancy 
of some of these items would not exceed 3 to 5 years. So, over the life of a 30- 
year FHA mortgage, upwards of six replacements of these items would be 
required. In other words, the home buyer would stilt be paying on the 29th year 
and 11th month principal and interest on an item that had been replaced a 
quarter of a century ago. Our best information from reliable sources indicates 
that, for each $1,000 worth of fast-wasting items included as mortgage security, 
the homeowner would pay $800 in interest over the life of the contract. 

These facts cause us to question Commissioner Mason’s comments about “more 
expensive conventional financing * * *” 

There is another fundamental aspect of this problem that we hope the com- 
mittee will study seriously. Are we not, as a government, engaging in a program 
that lacks economic stability in permitting functions of this type to continue? 
We feel the new-home buyer is being involved in a program that possesses great 
danger to the future economic health of the country. Commissioner Mason 
points up one of the great dangers when he states on page 4, paragraph 3 (a); 
that “including these items * * * enables home purchasers to acquire labor- 
saving equipment and conveniences which they may not otherwise be able to 
afford.” 

Commissioner Mason’s satisfaction is our concern. Are we to continue a 
program financed by the taxpayers of this country that encourages our citizens 
to buy goods they cannot afford, just because they can pay for them over a period 
of three decades? 

Commissioner Mason admits that one of the disadvantages of the Federal 
Housing Administration program is that the homeowner “will be repaying the 
debt incurred for these items long after their useful life.’ That, Senator Ful- 
bright, is specifically the point we are raising to you. 

We believe that restrictions must be placed upon the list of fast-wasting assets 
that can be included as mortgage security under the Federal Housing Administra- 
tion program, and believe that the following language should be incorporated 
in section 203 (b): 

“To be eligible for insurance under this section a mortgage shall * * * 

“8. Not include as mortgage security property which is not an integral part 
of the real estate unless such property enhances the security and value of the 
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real estate and has a normal useful life at least as long as the term of the 
mortgage. 

“For the purposes of this section, the Administrator shall, in accordance with 
the regulations to be prescribed, determine the types of personal property which 
shall not be includible as part of the mortgage security under this section.” 

If you or any member of the committee desires any further information re- 
garding our point of view on this subject, please feel free to call upon me, 

Respectfully yours, 
JOHN C. HAZEN, 
Vice President—Government. 


NATIONAL FARMERS UNION, 
Washington, D.C., April 2, 1957. 
Hon. JoHN J. SPARKMAN, 
Chairman, Senate Subcommittee on Housing, 
Senate Office Building, Washington, D. C. 

DeAR SENATOR SPARKMAN: I am taking this means of urging a special provision 
in the legislation on housing to provide for a program of research in functional, 
long-lasting, and usable farm buildings—residences and service buildings—and 
in well-planned rural communities. 

Democratic government, we believe, is closely tied to widespread ownership 
of farmland and decent housing by the farm families of the Nation. We believe, 
also, that well-designed functional farm homes, well-planned rural communities, 
and low-cost service buildings can be a positive force for keeping farm families 
on the land, thereby making stronger the growth and development of family-type 
agriculture. 

We do not view farm-housing research, farm-housing credit, or better planned 
rural communities as the panacea to the farm problem. Realistically, we real- 
ize that good farm homes and service buildings and well-planned rural com- 
munities cost money which, no matter how liberal credit may be or how much 
the research, is available only through increased farm income. We have been 
and are intensely interested, however, in upgrading the quality, design, and liv- 
ability of farm homes through a program of research and education. We are 
also cognizant of the need for research with respect to farm service buildings. 
In comparison to urban and city standards, building methods, building mate. 
rials, and design are outdated in rural areas. 

We are of the opinion that research is needed in the whole area of rural com- 
munity development. In keeping with our interests in improving rural archi- 
tecture, we have conferred with a practicing architect, Mr. Eugene Sternberg, 
2364 East Third Avenue, Denver, Colo., whose work has been almost exclusively 
in rural areas. Because I am convinced that Mr. Sternberg’s approach to the 
matter of research in farm housing and in community development is sound, I 
am quoting directly from a statement he has sent me: 

‘1, Within the Housing and Home Finance Agency, it seems that a new divi- 
sion should be established which would have as its concern housing and planning 
in farm areas and rural communities. This division’s task would be threefold: 
Mducational, which could be through traveling exhibitions, of good work accom- 
plished in different parts of the country; lectures, seminars, and conferences 
in different regions by qualified men whose heart and interest lies in the rural 
areas. The second aspect would be the establishment of mobile architectural 
and planning clinics in rural areas available at nominal cost to individual 
farmers, groups, and small communities. These clinics would be staffed with 
technical and financial experts. The third aspect would be the building of exper- 
imental units in different parts of the country, completely furnished and avail- 
able for exhibition. The division would also sponsor the preparation of complete 
architectural and engineering drawings of different types of housing for different 
regions, with such complete and simplified details that farmers could build all 
or part themselves with little experience. 

“The whole subject is a vastly neglected one: A field in which very few people 
with vision and experience are engaged. There are so many possibilities for 
improvement; i. e., the establishment of just one outstanding school of rural 
architecture and rural planning would be a good beginning and give status to 
this aspect of architectural practice. If $500,000 would be available every year 
to a school of that kind, a great deal could be accomplished. The graduates of 
such a school would be drawn from many rural areas and would, I am sure, go 








970 HOUSING AMENDMENTS OF 1957 


back to their own regions to establish themselves as leaders in the field of housing 
and planning. 

“2. We have been in correspondence with almost all the agricultural experi- 
ment stations throughout the country. We found the most constructive results 
of the very extensive research they have undertaken have been published in 1956 
by the University of Lilinois Press under the title of ‘Contemporary Farmhouses: 
Fiexiplan 71204.’ This is the only example we have found so far which pre. 
sents a beginning of modern thinking as applied to rural buildings. 

“Almost all the hundreds of pamphlets we have received from the other eol- 
leges present no new thinking, merely very practical and accepted ways to con- 
struct usable but unimaginative buildings of all types needed on the farm. Too 
much time and energy have been spent surveying the minutest details of what 
people think they need in the way of space for various activities and tasks. To 
finance more of the same kind of research without creative and imaginative 
direction would be of little value. 

“3. As very, very few of the competent architects, engineers, and city planners 
are working in rural areas, one of the important requirements for effective edu- 
cation and research in farm housing is the attraction of some really first-class 
personnel to undertake future projects if they are to be channeled through the 
land-grant colleges. 

“4, Additional research is needed to determine the functional requirements of 
each type of building, to find means of reducing construction labor, and to test 
structures and materials to meet new and higher standards. All this to obtain 
more building for less money. We feel that what is needed is to create in dif- 
ferent regions of the country an architecture which fits into the environment, has 
some character and uniqueness, with an intimate and truly contemporary feeling. 
This cannot be achieved through the local lumberyards or through an inadequately 
staffed agricultural college. In most small communities it is very difficult to 
achieve with the existing pattern of financing.” 

The Secretary of Agriculture is making only restricted use of the funds avail- 
able for title V, rural-housing loans under the Housing Act of 1949. Only $123 
million have been loaned as of March 22, 1957, with only 3 months left in the 
fiscal year. 

In order to liberalize the eligibility requirements for these loans, with the objec- 
tive being to step up activity under the program, I urge amending the Housing 
Act of 1949 as follows: 

“The Housing Act of 1949, as amended, is amended as follows: 

“In subsection 501 (c) strike out the words ‘upon terms and conditions which 
he could reasonably be expected to fulfill’ and insert in lieu thereof ‘at an interest 
rate not in excess of the rate authorized under section 502 (a) of the title.’” 

Possibly this amendment will provide the leverage farm families need to obtain 
the kind of administration of the title C housing-plan program which Congress 
envisioned when it passed the Housing Act of 1949, and when they appropriated 
$450 million in 1956 for use in making farm-housing loans through June 30, 1961. 

Please accept my personal thanks for the interest and support you have given 
the title V housing-loan program in the Senate Subcommittee on Housing. I 
appreciate deeply the support given last year by members of the Senate Banking 
and Currency Committee to the $450 million appropriation for farm-housing loans 
under title V of the Housing Act of 1949. 

We respectfully request that this letter be made a part of the record of the 
hearing of the Subcommittee on Housing. 

Sincerely, 
JAMES G. Patron, President. 


NATIONAL LUMBER MANUFACTURERS ASSOCIATION 
Washington, D. C., April 3, 1957. 
Hon. JOHN SPARKMAN, 
Chairman, Subcommittee on Housing, 
Senate Committee on Banking and Currency, 
Washington, D. C. 

DeAR SENATOR SPARKMAN: The lumber-manufacturing industry is greatly con- 
cerned over the present tight-money situation with respect to FHA-insured and 
VA-guaranteed loans. Our industry’s product—lumber—is the primary material 
of the home-building industry, and home building is the most important single 
market for our product. As a result of this close relationship, our industry’s 
economic position follows closely the trend in home building. The low level 


cient + ii 








ing 


ari- 
ts 
056 
QS; 
re- 


he 


cee ae 2 leit cel re nats chmaantin tis 


ta a i at 


HOUSING AMENDMENTS OF 1957 971 


of housing starts which began last year was reflected in a 7 percent decline from 
the previous year in lumber consumption, and resulted in the closing down of 
many operations and serious unemployment in many areas. 

In recognition of this problem and in the belief that the arbitrary limitation 
of allowable interest rates under the FHA and VA programs was a primary 
cause of the housing slowdown, the executive committee of the National Lumber 
Manufacturers Association adopted the following resolution: 

“The present authorized rate of interest on FHA and VA insured loans is in- 
adequate to attract the mortgage money necessary to maintain a high level of 
home building throughout the country. We urge that steps be taken to assure 
the availability of mortgage money by permitting realistic interest rates in the 
light of existing economic conditions and removing other arbitrary limitations 
which discourage home building.” 

The crisis which developed last year was alleviated somewhat on December 4, 
1956, when the FHA increased the allowable interest rate on insured loans to 
h percent, and it was generally expected that Congress would take the necessary 
action to clear the way for a full resumption of VA housing shortly after the 
convening of the new Congress in January. However, both the House Veterans’ 
Affairs Committee and the House itself have rejected proposals to increase the 
VA maximum rate from 414 to 5 percent. Not only bas there been a failure to 
relieve the tight mortgage money market, but the decision of the House has 
actually aggravated the problem. In addressing himself to this development, 
Albert M. Cole, the Housing Administrator, recently stated : 

“The effect of failure to act promptly on this question, in my opinion, is to 
knock out a prop from under the housing market at a critical time in the home- 
puilding season. The effect on home builders will be serious. They will be 
unable to make firm plans for the rest of the year, and as each day passes the 
situation will become more difficult.” 

The objectives of the FHA and VA programs cannot be realized when allow- 
able interest rates are frozen at levels which do not attract investment capital. 
To solve the problem, Congress should either raise the maximum permissible 
rate or establish a reasonable formula which would permit administrative adjust- 
ment of the rates upward or downward, in accordance with the trend in the 
money market. We believe that such a formula would stimulate once again 
considerable interest in this type of investment and go far toward solving the 
present lethargic state of the home-building industry. 

Despite our deep concern with the credit available for home building, we are 
opposed to direct Government loans for this purpose. We believe that such a 
program places the Federal Government in direct competition with private 
lending institutions and discourages rather than encourages them to expand 
and extend their lending activities in the home-mortgage field. Moreover, 
direct Government loans at best would be only an artificial stimulant. To 
achieve any lasting effect, they would have to be continued at an ever-increasing 
rate and eventually they would lead to complete dependence on Government 
credit, increase Government spending, and delay the time when taxes can be 
reduced. 

Proposals have been offered which would divert a portion of the trust funds of 
the national service life insurance to purchase VA-guaranteed loans. The House 
Veterans’ Affairs Committee has not adopted these proposals, and we strongly 
urge that the Senate reject any such proposals. NSLI funds are invested in 
Government obligations. To the extent that these funds are diverted, the 
Treasury will be required to replace the withdrawals, thereby further aggravat- 
ing management of the public debt, which already imposes an annual interest 
charge in excess of $7 billion on the taxpayers of the country. And, finally, with 
the existence of a fiduciary relationship there is a serious moral question in any 
investment of these funds in the purchase of mortgages at prices above the 
market value. 

The construction industry in all its ramifications provides employment for a 
large segment of our population. It is important that the industry be healthy 
and prosperous if the country is to enjoy a thriving economy with a high level of 
employment. This goal, we believe, can best be reached through competitive 
private enterprise, and we urge that every possible barrier to the free operation 
of that system, including any arbitrary ceilings on interest rates, be removed as 
promptly as possible. 

We believe that any fair appraisal of the present mortgage-money situation 
will clearly demonstrate the need to make guaranteed and insured home mort- 
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gages more competitive with other investments and more attractive to the lender. 
We urge that your committee take prompt action to achieve that result. 
Respectfully yours, 
Water M. LeuTHoLp, President, 





NATIONAL RETALL FURNITURE ASSOCIATION, 
Washington, D. C., March 26, 1957, 
Hon. JoHN J. SPARKMAN, 
Chairman, Subcommittee on Housing, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 


Deak SENATOR SPARKMAN: As you no doubt recall, last year the Committee on 
Banking and Currency considered an amendment to the housing bill, 8. 3855, 
which would have excluded from the mortgage security in FHA- insured loans 
certain rapidly wasting assets. 

This matter is covered in Senate Report No. 2005, “Housing Amendments of 
1956,” from which we quote: 


“RAPIDLY WASTING ASSETS 


“The committee considered a suggested amendment to section 203 (b) of the 
National Housing Act, relating to sales housing constructed as security for FHA- 
insured home mortgages, which reads as follows: 

“ *To be eligible for insurance under this section a mortgage shall— 

* “Not include as mortgage security items which are not an integral part of the 
real estate unless such items substantially protect or improve the basic livability 
or utility of the property and continue to enhance the security and value of the 
property for the duration of the mortgage period. The Administrator shall de- 
velop a list of items of household equipment and furnishings which shall not be 
eligible for inclusion as part of the valuation of an insured mortgage under this 
section for use on a uniform basis by all regional and local offices of the Federal 
Housing Administration.’ 

“This amendment was intended to prevent the inclusion, as security for an 
FHA-insured mortgage, of rapidly wasting assets which do not continue to en- 
hance the security and value of the property for the duration of the mortgage 
period. The committee is quite concerned that the inclusion of rapidly wasting 
assets may not be in the best interests of homeowners purchasing houses with 
FHA-insured mortgage loans. However, the committee was uncertain of the 
total effects of the proposed amendment and decided to withhold action until 
additional information can be obtained.” 

As you know, the committee asked the Federal Housing Administration to 
study the proposed amendments and report its findings and recommendations 
to you. We understand that this has now been done. We presume that the 
FHA report will be discussed during the current housing hearings. 

Retail homefurnishings merchants support the general objective of Federal 
housing legislation. However, they also believe that the executive branch, when 
formulating operating policies to carry out this legislation, has a responsibility to 
keep the following general principles in mind: 

1. That primary consideration should be given to what is best in the long- 
run interests of homebuyers, at the same time as the direct needs and inter- 
ests of builders, mortgagees, and manufacturers are taken into account. 

That operating policies and regulations should not be adopted which 
have the effect of unnecessarily weakening or disrupting long-established 
channels of distribution of home goods to consumers. 

.3. That situations of unfair competition should not be created by operating 
policies and regulations which build up other industries, such as home build- 
ing, as competitors to established retailers with the aid of Federal authority 
and public funds. 

With reference to these principles, the following specific comments are made: 

We believe that Federal Government financial guaranties based on public funds 
should be used to foster “more house for the money.” It seems to us that a 
builder’s job is to build as much house for the money as he can. When he loads 
the initial cost of the house with large amounts of mechanical equipment, he 
subtracts from the amount of real house that can be built for a given price. 

It is the policy of the Federal Housing Administration to accept as mortgage 
security in any area the equipment suggested to them by local builders, mort- 
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gagees, and equipment manufacturers. The desires of builders, mortgagees, or 
equipment manufacturers for equipment to be included as part of the mortgage 
security do not seem to us to be sufficient justification for approving its inclusion, 
if the mortgage involves a Federal guaranty and use of publie funds. 

We think that sound real-estate-financing principles should not be abused. It 
does not seem to be sound real-estate financing to include as part of the security 
on 25- or 30-year mortgage an item having a relatively short life and high rate 
of depreciation. On the other hand, we believe it is a sound financial principle 
that equipment should be paid for befcre the end of its useful life. The terms 
of payment should fit the life-use expectancy of the product. They should bear 
a sound relationship to the rate of depreciation. 

We also believe that operating policies and regulations in the Federal housing 
program should measure up to sound social and economic policy. In our epinion, 
it is not good economic policy to encourage consumers to buy fast-depreciating 
equipment on long real-estate-mortgage terms. 

It does not seem to be either good social policy or good economic policy for the 
Federal Government to foster a system of payment for fast depreciating items 
which cause consumers to pay, for example, $800 or $900 in interest over 30 
years on a thousand dollars worth of mechanical equipment with a life expec- 
tancy of only 10 to 15 years. 

“Loading the house with extras to make it sell fast” should not be stimulated 
or condoned by a governmental agency, (@) when it is not in the best long-run 
interest of the home buyer and (0b) when it creates unfair competition with the 
aid of Federal authority and public funds to long-established distribution 
channels. 

We also draw your attention to the fact that the faith of the American people 
in the integrity of the Federal Government is such that the term “FHA-approved” 
causes them to believe that such approval is antomatically consistent with their 
long-run interests as consumers. 

But if the sole basis for giving FHA approval is the desires of local builders 
and mortgagees on one hand, and, on the other, FHA’s primary need to protect 
its mortgage-insurance fund, then the inevitable result is that the best long-run 
interests of the American home buyer, and the publi¢ in general, are overlooked 

We believe that FHA is going to be subjected to growing pressure to liberalize 
the items which may be included in the mortgage security, as it becomes more 
difficult to sell homes. In this situation, there is an increasing responsibility, 
in our opinion, for Congress to protect the American home buyer's interest, in- 
cluding his pocketbook, from the impact of a fight for survival among builders, 
mortgagees, and manufacturers. 

Furthermore, there is a responsibility to the public as a whole not to stinrulate 
overbuying by consumers on credit by offering consumers durable goods on long- 
duration, mortgage-credit tern The result of these long terms is to build up a 
threat to the future stability of the economy by selling too far into the future. 

There probably has never been a time in which consumer durable goods have 
been sold so far into the future and consumers’ incomes mortgaged so far into 
the future. This situation has been created by the practice of selling relatively 
short-life equipment on long-duration-mortgage terms 

As one close observer of this situation has pointed out, “If a cold economie wind 
starts blowing we will be able to pull out of our depression much faster if we 
are not sold too far into the future.” Conversely, we believe that, if we are sold 
too far into the future, the trough of the depression will be that much deeper 
and take that much longer to pull out of. 

We respectfully urge your committee to take these views into consideration 
when analyzing the report you have received from the Federal Housing Admin- 
istration in connection with the proposed amendment to the National Housing 
Act relating to rapidly wasting assets. 

Yours very truly, 
DEREK BROOKS, 
Vanager, Washington Office 
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Cuicaao, ILL., March 21, 1957, 
Hon. JOHN SPARKMAN, 


Subcommittee on Housing, Senate Banking and Currency Committee, 
United States Senate, Washington, D. C.: 

The National Association of Real Estate Brokers passed the following reso. 
lution at their midwinter conference: 

“Rtesowed, That the Voluntary Home Mortgage Credit Program (VHMCP) 
be continued with the following provisions in order to operate at a maximum 
effectiveness. 

“The Government lending program, both direct and indirect, must be on a 
competitive basis with the mortgage market as a whole. The returns from 
mortgage investments in Government-insured loans must be competitive with 
similar forms of investment, and returns must be responsive to changing market 
conditions. A member of the National Association of Real Estate Brokers should 
be appointed to the national committee and a member on each regional sub- 
committee.” 

FEORGE S. Harris, 
President, National Association of Real Estate Brokers. 


(A similar telegram was sent to Senators Fulbright and Douglas.) 


Cuicaco, ILL., March 20, 1957. 
Hon. Paut H. DovucGtas, 


Senate Office Building, Washington, D. C.: 
Chicago Mortgage Bankers Association urges consideration of increase to 
reasonable interest rate Federal Housing Act, sections 207, 218, 220, and 222. 


> he 


H. Hoyt THompson, President. 


UNITED STATES SENATE, 
Washington, D. C. March 21, 1957. 
Hon. JOHN SPARKMAN, 
Chairman, Housing Subcommittee, 
Banking and Currency Committee, 
United States Senate, Washington, D. C. 

Dear SENATOR SPARKMAN: §,. 1531, which is presently before the Banking 
and Currency Committee, would permit Louisiana to purchase the Forest Glen 
housing project, identified as LA-—16011 and LA-16012, from the Housing and 
Home Finance Administrator, for $300,000. The Forest Glen project was origi- 
nally built by the Federal housing authorities, on land supplied by the State of 
Louisiana without cost to the Federal Government, to take care of critical needs 
for defense during the war days. 

By a generalized agreement it was provided that after the war’s end the Fed- 
eral Government would buy the land or the State government would buy the 
buildings on mutually agreeable terms, with some consideration being given to 
Louisiana’s foregoing of ground rent charges. 

S. 1531 was originally passed as H. R. 5512, 84th Congress, but Louisiana dia 
not make the first installment in time under the provisions of the bill and a sub- 
sequent extension. A few days ago, however, an agreement, proposed by the 
Public Housing Administration relative to the Forest Glen project, was approved 
by the Governor of Louisiana. It has been mailed, together with a voucher for 
$100,000 for the first installment, to the Public Housing Administration. 

In view of the above, I would very much appreciate it if the committee would 
give early consideration to S. 1531. 

With kind regards, I am 

Sincerely yours, 
RUSSELL B, LONG. 


STATEMENT OF JOHN G. STEINLE, GARDEN Ciry, N. Y. 


Chairman Rains and members of the subcommittee, I appreciate very much 
the opportunity to present this statement in support of an amendment to title 
IV of the Housing Act of 1950, as amended, which authorizes loans to educa- 
tional institutions to provide housing for their students. I respectfully urge 
your subcommittee to include in the bill which you report an amendment pro- 
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yiding that hospitals operating schools of nursing and hospitals approved for 
internships will be eligible for loans under this title IV. 

As a Management consultant to institutions, I have made substantial research 
into the problems of nursing education. Also, I am the consulting editor of Hos- 
pital Topics, a trade journal directly concerned with the problem of nursing 
education. 

At the outset, I want to bring to the attention of your subcommittee the 
anomalous situation which exists under the existing legislation. Currently 
there are about 1,100 State-approved schools of nursing. They fall roughly into 
2 classes: First, educational institutions directly operated by hospitals; second, 
separate educational institutions affiliated with hospitals to provide a full cur- 
riculum of nursing education. The first group includes the vast majority of 
nursing schools; the second group includes the lesser number. Under the pres- 
ent law, the second group is eligible to obtain housing loans, but the first and 
jarger group is not. 

The number of schools of nursing has declined from 1,884 in 1930 to 1,083 in 
1956. The educational quality of the schools has increased as indicated by the 
fact that in 1924 only 54 percent of the hospital schools had full-time instruc- 
tors. In 1950, 92 percent had full-time teachers. 

The cost of nursing education in hospital schools is borne entirely by the 
hospitals. Today, the work contribution of the student nurse to the hospital 
is very restricted. Twenty years ago the student nurse performed much valu- 
able service in providing patient care. Today, with increased standards of edu- 
cation, the student performs only those tasks as often as necessary to obtain 
educational experience. 

Approximately 84 percent of the nurses in the various Government agencies, 
including the Armed Forces, were trained in hospital schools of nursing. The 
number of nurses employed by Federal agencies has multiplied sevenfold since 
1930—from 4,703 to 31,164. 

In 1956, in New York State, there were 60,317 female graduates from high 
schools. Of this number 4,626 or 7.7 percent enrolled in schools of nursing. 
Following is the distribution of students entering programs of nursing: 


meeeatas pono (71.6 peregeey ik ke os eee 
Collegiate programs (19.4 percent) __ LE sea ee 899 
Associate degree programs (38 percent) -___- Se ey cae ae es Sa ee, eee 137 


The New York State Board of Examiners of Nurses estimate that the percent- 
age of girl high-school graduates who will enter nursing will increase to 9.6 per- 
cent by 1960. The number of graduates is conservatively estimated to increase 
to 73,000 by 1960. Thus, according to this official source there will be 7,000 
qualified nursing students in New York State. This is an inerease of 51 percent 
in 3 years. 

Recently Hospital Topics made a study of the physical facilities of 483 hospital 
schools of nursing. The plants studied were located east of the Mississippi. The 
most appalling conditions were found to exist in the residences or dormitories 
that house student nurses: 

22 percent of the residences are in nonfireproof buildings. 
An additional 21 percent were obsolete, with 1 or more of the following 
defects: 
Insufficient toilet and other plumbing. 
Inadequate and dangerous wiring. 
More than 2 students in at least 20 percent of the rooms. 
No elevators in a building of 3 or more floors. 
Inadequate classroom facilities. 
Less than 6 percent of the total space for common purpose and recrea- 
tion, such as lobby, rumpus room, and auditorium. 

In discussion with hospital boards of trustees, I find that many consider the 
problem of providing sufficient funds for facilities for nursing education their 
No. 1 problem. Hospital boards are willing and able to continue the costly 
operation of hospital schools, but are unable to provide the immediate capital 
funds and expand the facilities. This is the only profession where one of the 
employers—the hospital--assumes the major responsibility for professional 
education. 
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SUMMARY 


1. The schools of nursing operated by hospitals represent a bulk of nursing 
education in this country. 

2. The demand for nursing education by high-school graduates will increage. 
The projected need for facilities is great. 

3. Present living quarters for student nurses is often inadequate, and in » 
percent of the facilities is dangerous. 

4. While hospitals are willing and able not only to operate schools of nursing 
but also to expand them to meet the demand for more nurses, the hospitals 
cannot make the capital investment necessary for such expansion without low- 
cost Government loans. 

5. The operation of these schools is essential to national defense. The ma- 
jority of militarily employed nurses are provided by hospital schools of nursing, 

I strongly urge that your subcommittee include in the housing bill which you 
report a section which would provide as follows: 

“Section 404 (b) of the Housing Act of 1950, as amended, is amended by strik. 
ing out ‘and (2)’ and inserting in lieu thereof ‘(2) any hospital operating a school 
of nursing approved by the appropriate State authority, or any hospital approved 
for internships by recognized authority, if such hospital is either a public hos. 
pital or a private hospital, no part of the net earnings of which inures to the 
benefit of any private shareholder or individual, and (3’; and by striking ont 
‘in clause (1)’ and inserting in lieu thereof ‘in clause (1) or clause (2)’.” 


MArkK BUILDERS, 
Detroit, Mich., March 5, 1957. 
Senator CHARLES FE. PortrTer, 
Senate Office Building, Washington, D. C. 

DEAR SENATOR PoTTER: Please be advised that by way of background, Mark 
Builders is a Michigan copartnership with offices in Detroit, Mich., consisting 
of B. R. Hilleboe, Royal Oak, Mich., Leonard Pinter, Huntington Woods, Mich, 
and Stanley Pinter, Detroit, Mich. 

All three are World War II veterans and belong to the Builder’s Association 
of Metropolitan Detroit, National Association of Home Builders, Michigan Asso- 
ciation of Home Builders, Detroit Real Estate Board, and National Association 
of Real Estate Boards. 

We wish to point out that these organizations are democratic organizations 
and, therefore, any statements that come from them are based on a majority 
rather than a unanimous vote. 

We would actively like to go on record as saying we personally believe there 
is a great deal of inflation in the home-building industry in the Detroit area. 
We feel very strongly that you cannot set new, records, in number of units built 
each year, and not ultimately effect an adjustment. We believe prices in all 
phases of real estate are high and need adjusting. Also, at our present rate of 
eonstruction, we are far surpassing any inventory and progress in sewer and 
water development in the Detroit metropolitan area, which is necessary to the 
health, welfare, and safety of the people in the State of Michigan. 

We wish you would pass on to Senator Olin Teague and the Veterans’ Affairs 
Committee our sentiments in that we think they are right on their stand in the 
VA interest rate. We also feel that any World War II veteran has had ample 
time to purchase a home under the VA program. 

Incidentally, we are not soliciting your vote one way or the other when this 
measure comes up, as you undoubtedly get a completed picture to base your judg- 
ment on whereas we are merely a small segment. But we did feel it our duty, 
in view of the overwhelming publicity to the effect that we must raise the VA 
interest rate to survive, to inform you of our own personal experience in the 
Detroit metropolitan area. 

Inflation is still here and we do not need VA to house Detroit—just better 
values. 

If you deem it necessary you may use our name and letter, as this is an open 
and honest opinion. Again, may I ask you to pass on to Senator Teague that 
as veterans we have the utmost confidence in what he and his committee are 
doing. 

Very truly yours, 
MARK BUILDERS, 
By E. R. Hiixesor, Partner. 
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TYLer, TEx., February 7, 1957. 
Hon. LYNDON B. JOHNSON, 
Senate Office Building, Washington, D. C. 

DEAR SENATOR: For the past year the members of the Home Builders Asso- 
ciation of Tyler have been very much concerned with the tight mortgage market 
and the resulting loss in housing starts in the Tyler and the Texas areas. 

This tight market has resulted in an unhealthy situation for thousands of 
wage earners in the Tyler area who are either directly or indirectly dependent 
upon the construction of new homes for their livelihood. 

The National Association of Home Builders, upon the advice of the various 
members throughout the United States, of which the Tyler Association is a 
member, has made several recommendations to the Congress that, if put into 
operation, should relieve this restricting situation. The association at Tyler 
has thoroughly studied these recommendations and, naturally being familiar 
with this critical mortgage financing problem in Texas and Tyler, are firmly 
convinced that the recommendations are realistic and will go far toward helping 
the industry. We are also firmly convinced that the resolutions now in com- 
nittees are inadequate to meet present needs. 

Strongly believing the above, the members of this association have adopted 
a resolution which sets forth our recommendations on this matter and urgently 
request that you give it your worthy consideration. We know from your actions 
in the past that you are as concerned about this financing shortage as are we 
in the building industry. We therefore feel, that recommendations from us 
at the grass roots, so to speak, will be of great interest to you. 

Thanking you for your consideration and assistance and assuring you of 
our continued cooperation, we are 

Sincerely, 
HoME BUILDERS ASSOCIATION OF TYLER, 
By J. G. Powers, President 


Resolution adopted by the Home Builders Association of Tyler, Tex., in the 
interests of relieving the restrictive forces now curtailing the home-building 
industry of the city of Tyler and the State of Texas 


Now, therefore, be it resolved, That the Home Builders Association of Tyler, 
Tex., being of the opinion that neither Senate Resolution 38, introduced by the 
Honorable Senator Capehart, and House Joint Resolution 209, introduced by 
the Honorable Brent Spence, are adequate to meet the needs of the home- 
building industry for funds through Federal National Mortgage Association, 
and realizing that a serious situation now exists through the shortage of 
mortgage financing and the resulting restrictions on building and real estate 
markets, and further realizing the hardships that this existing shortage is 
causing to the thousands of working men and women in the Tyler, Tex., com- 
munity who are dependent on the construction of new homes for their livelihood, 
we therefore believe it our duty to make known this situation to our duly elected 
representatives in the United States Congress so that they may take the neces- 
sary action for the solution of this problem: It is further 

Resolved, That the Home Builders Association of Tyler, Tex., recommend to 
the member of the Texas delegation to the United States Congress, as the most 
practical course to follow for the good of the home-building industry, the three- 
point program as adapted by the National Association of Home Builders, at its 
annual meeting in Chicago, Lll.,: to wit: 

1. VA interest rate: As quickly as possible, the present VA 4% percent ceiling 
should be eliminated to set the rate on a parity with FHA, which would pro- 
vide administrative flexibility in the future. 

2, Increase FNMA secondary market funds: Unless Congress acts at once, 
FNMA will be completely out of funds to purchase mortgages. Its authority to 
issue debentures, and thus obtain funds from the private money market, should 
be increased quickly by $2.5 billion. This should be done by increasing its 
Treasury-owned stock by $250 million. The Treasury’s power to buy FNMA 
debentures should also be increased by $2.5 billion. The $15,000 mortgage 
amount limit on FNMA purchases should be eliminated. 

3. Expand FNMA special assistance funds: There is already in existence 
4 special assistance function within FNMA designed to alleviate emergency 
conditions in the mortgage market. The two above-recommended actions, namely 
increase of VA interest rate and increase of FNMA secondary market funds, 
will not alone be sufficient to alleviate the state of emergency which now exists 
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in the mortgage market. This is especially true in the remote areas and ip 
field of lower priced housing for families of moderate to low income. 

We therefore recommend an increase of $2 billion in FNMA special assistance 
which funds are for the purchase of mortgages under FHA section 203 anq 
VA section 501 in geographic areas, and market ranges where funds have not 
been avilable on reasonable terms. These funds are to be used under such 
conditions, to be established administratively, as will assure equitable and ef. 
fective distribution throughout the country. The objective should be to achieye 
the maximum result in improving the mortgage market in those areas where 
mortgage money is not available or is available only at excessive discounts, 
Moreover, these funds should be used only to provide for purchase of mortgages 
on new housing at a net price to the seller of not less than 98 percent. This 
resolution adopted in the interest of the home building industry for the city of 
Tyler, Tex., and the State of Texas by unanimous vote of the board of directors 
of the Home Builders Association, of Tyler, Tex.; acting upon the direction of 
the membership of the association. 

Done this the 7th day of February 1957 at Tyler, Tex. 

J. G. Powers, President. 
Ropert McAteer, Vice President. 
RUSSELL ADAMS, Secretary. 


WASHINGTON, D. C., March 26, 1957, 
Hon. JOHN J. SPARKMAN, 
Chairman, Housing Subcommittee, 
Senate Banking and Currency Committee. 
Washington, D. C. 

DEAR SENATOR SPARKMAN: Again we appeal to your committee to institute 
and/or direct to be instituted a workable housing program for the middle-income 
single person (including the independent elderly )—especially business, profes- 
sional and retired women. 

My colleagues and 1 have advocated a preventive self-help housing program 
for this segment of our population for 10 years, and we have made a great deal 
of progress as regards research, organizing, financing, and planning. 

One bottleneck is the lack of an established financial plan which will be satis- 
factory to Single persons and which they can afford. 

We have found little or nothing in this new field being done by the housing 
agencies and therefore it has been necessary for our staff to work out a plan. 

After much research and work, we have set up a type of mutual trust with 
which we have proved that the single-person family can work, but which should 
have congressional sanction, or the equivalent, in order that sufficient money 
will be encouraged to come forth, enabling us to establish a national demonstra- 
tion model. 

We have been most encouraged several times to work out such a program under 
the cooperative section 213 of the National Housing Act. but about the only types 
of housing now being built under this section are family and/or luxury housing 
units, and the single middle-income woman is financially unable to take advan- 
tage of such housing. 

If the cooperative section of the National Housing Act is to benefit single 
persons (as was the intent of Congress in 1950 when it added subsection (g) to 
section 213 extending its provisions specifically to include single persons), it 
would seem that certain things must be done, and I itemize here some points for 
your consideration : 

1. In some way builders will have to be encouraged to build small units designed 
for 1-person occupancy. We find that most middle-income single persons do not 
want or need a separate bedroom. The total area required by law for living 
accommodation for a single person should he snbstantially less than family 
accommodation, and Congress should make sure that this differentiation in 
requirement is made immediately. The vast majority of single persons do not 
wish to double-up or live with another single persons. (Single persons are 
individualists, by choice or otherwise. This is why they are already living 
alone. ) 

2. We would like to point out most emphatically that designing housing for 
the single person is at the same time designing housing for the independent 
elderly person, and vice versa. Appreciation of this fact should stimulate interest 





vv 
in 
th 
th 


9 


m 


pl 
al 
us 
as 


th 





re 
1d 
Ot 
*h 
f- 


rs 
of 


te 


ng 


th 
ld 
ey 


a- 
er 


ng 
(n- 


rle 
to 


re neem aT 


woe 


rea cbc 


HOUSING AMENDMENTS OF 1957 979 


e 


jn such building, in view of the very great and growing need of housing for the 
elderly and the present governmental and civic recognition thereof. 

3, Smaller downpayments (equity requirements) must be permitted. Why 
should a GI have to put down so much less cash when he usually has a wife and 
possibly children to house, while the single person needs but a room? Yet, if 
the system has worked so satisfactorily with regard to veterans, why should 
it not work equaily well for others? It is here that the question of single (and 
particularly elderly) single women being poorer credit risks has obviously had 
great influence. We therefore emphasize that a system of third-party financing 
must be encouraged, but we do not believe that the type of third-party financing 
that is being discussed so much now will be permanently successful. Outright 
gifts from churches and foundations are not true third-party financing, but 
charity. The cure for this problem is in our trust agreement, outlined in our 
statement of last year to your committee. After another year’s working of our 
housing trusts plan, we are even more Convinced that it will meet the needs 
generally recognized. 

4, We would like to see pension and retirement funds brought into the housing 
field and we have done some educating along this line during the past 5 years. 
The officials of one very large union recently said they would be willing to put 
up $2 million of their pension funds if someone like the United States Govern- 
ment would put up $1 million; the total of the $3 million to be used to finance 
a national model on a revolving fund loan basis for housing specially designed 
for single persons, including elderly single persons. This should serve as a good 
idea for both Government officials as well as officials of groups who are in charge 
of pension and retirement funds and who are possibly looking for a way to break 
through into the housing field. Why would it not be a good idea for the Govern- 
ment to offer to match such funds as these on a dollar-for-dollar basis—at least 
until the revolving fund plan has taken root and can stand on its own feet? 

5. If the cooperative section of the National Housing Act is to help people get 
housing for which they can afford to pay, it should be expanded and specific rules 
and regulations for the single-person family should be written for purposes of 
guidance. My colleagues and I once again offer our services in helping to do this 
important piece of work. 

6. Furthermore, we would be glad to see the present Special Assistant for 
Cooperative Housing made Commissioner of Cooperative Housing and provided 
with an adequate staff of persons who are truly dedicated to the cause of co- 
operative or mutual housing. The legislation written by Congress in 1956 in 
connection with the appointment of a Commissioner for Cooperative Housing 
in sympathy with the intent of Congress should also apply to his staff. Most of 
the time during the last several years that we have been endeavoring to do some- 
thing under this section of the act, there has been a staff of seldom more than 
2 or 3 persons in the national cooperative office—including the Assistant Com- 
missioner, himself. 

7. It should be made clear or reiterated in some way that trusts are specifically 
provided for as must legislation under section 213 of the National Housing Act, 
and that if it is not thought advisable to draw up a workable trust form for 
use by prospective groups, at least it should be made obligatory to consider and 
assist in perfecting a trust form submitted by applicants. We have given much 
thought to such trusts and we are convinced that we have devised a trust system 
which could prove most efficient and absolutely the right idea for our program. 

8. Clear-cut differences between a trust under the cooperative section and a 
straight stock program should be listed, and the advantages of each should be 
fully set forth. 

9. So tong as single persons are forced by circumstances to live in housing 
beyond their means, more and more persons will be in the lower income bracket 
as the years go on, instead of continuing to be financially independent. Thus, 
there will be created more of the present urgent necessity of providing housing 
for low-income elderly persons—because nothing was done in advance to pre- 
vent it from happening. The same can be said of those other single people forced 
to live below their standards, as they are now, for lack of housing suitable to 
their needs and pocketbooks. What could be worse on the morale, well-being 
and economic status of our great middle class which constitutes the heart of 
America ? 

10. It is quite clear that there are several million single persons (including 
the independent elderly) even now needing our housing which is specially 
designed for them, structurally and financially. The construction of this housing 
Will provide production-line work for thousands of people across the Nation for 
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years to come. AS a matter of fact, it is doubtful if they could ever catch up 
with the present urgent need before rebuilding will be necessary. 

I call to your attention the excellent picture of the great need of housing for 
the single and elderly person in income and housing, a Senate staff report dated 
January 24, 1957. Attached is a listing of quotations from mayors who specifi. 
cally mentioned single persons. Please read and reread the quotation from the 
mayor of Pittsburgh, Pa. This is typical of many of our major cities today 
and the same is true even in smaller cities. 

You will note that the quotations on the attached sheet are from 10 cities, 
Since Income and Housing was distributed, I have received another very interest. 
ing letter from Mayor Erastus Corning 2d, of Albany, N. Y. In part it says; 
“I am very much in accord with all efforts to provide housing for single people 
here in Albany; it is, in my opinion, principally important for single elderly 
people of moderate to low income.” 

A conservative estimate of the need from a national standpoint is 2 million 
single persons, but we are ready to work it out on a basis of 1,000 for each 
congressional district. If there are 500 congressional districts in the United 
States, then the immediate program would be to help 500,000 single persons, 
We believe it would be possible to provide housing, under our plan, at the rate 
of 50,000 a year. At this rate, the 500,000 persons would be housed within 10 
years from the beginning of the first construction. (The tenants are likely to be 
replaced on an average once in every 10 years, making a total housed of 2,500,000 
in 50 years. 

We realize, of course, that this may sound like an ambitious program to some, 
It is, but it should be done. 

My colleagues and I sincerely hope that you will see to it that something is 
done in the near future to help groups such as ours. Why should any group 
desiring to meet a national need be forced to operate on a “shoestring”? A na- 
tional revolving fund loan of $10 million, or even less, would be sufficient to 
pump-prime the housing of 500,000 worthy citizens (which amounts to $20 each). 

Sincerely yours, 
JENCY PRICE HOUSER, 
National Legislative Representative, 
The Cause of Housing for Single Persons. 


{Extracts from Income and Housing, a U. 8S. Senate staff report dated January 24, 1957) 


(Compliments of Mrs. Jency Price Houser, National Legislative Representative, 
The Cause of Housing for Single Persons—Of All Ages) 


Pittsburgh, Pa.: “For the limited income, unattached person the main sources 
of housing have been roominghouses and low-grade hotels (essentially flop- 
houses), both of which are, more often than not, health and safety hazards. 
With the recent changes in public-housing regulations a scattered few may 
achieve good housing, but again the limited size of the program prevents any 
real solution. Within the city of Pittsburgh along there are some 20,000 un- 
attached adults, considerably more than half of whom are found occupying 
markedly substandard dwellings.” 

Seattle, Wash.: “Elderly people, particularly singles, on fixed retirement in- 
comes, have great difficulty finding suitable private housing. Little existing 
housing is available within their means and as yet no new housing has been 
built suitable to their needs and incomes.” 

Sacramento, Calif.: “A critical need in Sacramento which is being brought to 
the surface is need for decent, safe, and sanitary housing for single persons in- 
cluding single householders. Due to the fact that the Federal Housing Admin- 
istration provides no form of mortgage insurance for other than family units, 
it is most difficult to find risk capital for the construction of such needed units. 

“A survey of residents of a redevelopment project of 761 families and single 
householders and 1,000 single persons indicates that 49 percent had income of 
less than $3,000 per year, rent being paid was from $30 to $60 per month and 
single and aged householders can only afford to pay $30 to $35 per month.” 

Syracuse, N. Y.: “The situation is particularly acute for single elderly per- 
sons on old-age assistance, who are allowed only $8 a week by the local welfare 
department for rental. The amount of this stipend leaves single elderly persons 
little choice but to go into substandard quarters.” 

Nashville, Tenn.: “Others include one group of particular concern, and that 
is the single-person family which applies in about all income levels but, especially 
as with families, it is the lower and middle-income group that needs most help.” 
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Malden, Mass.: “Before tenants in the housing for the elderly were admitted, 
q home investigation was made of each applicant. About 40 percent of the 
applicants were single, over 65 years of age, living in 4-, 5-, 6-room apartments 
in which in many cases only 2 rooms were being used. This also ties up housing 
for families with small children, as these older people would like to get smaller 
apartments but have no place to go where they can get their present accom- 
modations.” , ee 

Medford, Mass.: “For built-up cities such as Medford, an all-out urban 
renewal program as currently authorized by law, would result in greatly im- 
proved housing conditions, especially among the older properties, and would do 
much toward alleviating the housing needs of single individuals to include the 
elderly and the minority groups.” 

Atlantie City, N. J.: “This would include separated, divorced, and widowed 
mothers with children, single-person families, aged couples, ete. The present 
levels of rents and sales prices are above the means of these groups, as well as 
a large segment of middle-income population group in the community.” 

Irvington, N. J.: “In our opinion, more low-rent housing should be built. 
Also provisions be made for couples and single persons over the age of 65.” 

Wilmington, N. C.: “I am firmly of the opinion that additional low-rent 
public facilities should be made available for low-income elderly single persons 
and elderly couples between the ages of 50 and 75. Our number of applications 
for persons and families of this kind is continually growing and we have no 
facilities for taking care of them except in very limited numbers.” 

Senator SparKMAN. Senator Clark has asked Senator Morse to 
appear and be heard, so we will recess until 11:30 a. m. tomorrow 
morning. 

Senator SparKMAN. The staff has prepared tables giving the latest 
figures on nonfarm residential construction for March 1957, and the 
first quarter of 1957, and other comparative information on this 
subject. 

It will go in the record. 

(The tables referred to follow :) 


TABLE 1.—Number of new nonfarm dwelling units started March 1957 























| Change, March 1956-57 
Private housing ! March 1957 Bieren Tle to S 

Number Percent 

Annual rate (seasonally adjusted) ...........__.| 880, 000 1, 094, 000 | —214, 000 | —19.6 
Actual starts: | 

i ela cals ui ols acca 75, 500 | 93, 900 —18, 400 | —19.6 
Conventionally financed.................-- 52, 900 56, 300 | —3, 400 | —6.0 
TN ccs ann sn sahadnenss es 11, 400 20, 600 | —9, 200 —44. 6 
UND s wacinnecesncmamnans o------| 11, 200 17,000 | —5, 800 —34.2 
ee ee ea Le ep 9, 700 | 16, 700 | —7,00|  —420 
I UN screens amuse 1, 500 | 300 +1, 200 | +400. 0 


| 





'In addition to private starts, 7,500 units of military housing (Capehart) were started in March 1957. 
These are classified hy the Bureau of Labor Statistics as public. 
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TABLE 2.—Number of new nonfarm dwelling units started first quarter, 1957 





























cP ty ete ‘ er 
Private housing ! Ist quarter lst quarter Change, Ist quar 
1957 1956 | 1056-87 
—_————— | 
Number Percent 

Annual rate (seasonally adjusted) .............- 933, 000 1, 138, 000 — 205, 000 —181 
Ply a a I date el Re a 200, 200 244, 600 —44, 400 ~18] 
—|____—__|—— fsaessididonts 
Conventionally financed. .-..............-..- 188, 700 140, 600 —1, 900 -13 
I a 33, 300 60, 900 — 27, 600 —45.3 

ei ners altel a a ld ltr hE | 28, 200 43, 100 —14, 900 Th 
FHA 1 to 4 family.............--..-.------ | 25,500] 42.000| —16,500 | = 30.4 
SE co cneceneenananhentaes-eny 2, 700 1, 100 +1, 600 | +145. 


1 In addition to private starts, 12,800 units of public housing were started in Ist quarter, 


TABLE 3.—Number of new nonfarm dwelling units started 1947-57 


| 


Total Private Public 
| | 
I ste ines Renmei saetaatntent haaedhcspgants 849, 000 845, 600 | 3, 400 
1948__ sities | 931, 600 | 913, 500 | 18, 10 
ER enh kec Od <ntgicda dram tela abn a i ; 1, 025, 100 | 988, 800 36, 300 
Gee ce nee) eee ete. ae 4 7 : 1, 396, 000 | 1, 352, 200 43, 800 
1951..... Sh Me Re 8d ee ed dents 1, 091, 300 | 1, 020, 100 | 71, 200 
1952___ Se ae daicty sige hasunisieenaLwwnsdoc 1,127,000 | —_1, 068, 500 58, 500 
ities sae 1, 103, 800 | 1, 068, 300 35, 500 
SSS A pe eT eli heck smite a8 1, 220, 400 | 1, 201, 700 | 18, 700 
ete eek Eee te 7 1, 328,900 | 1, 309, 500 19, 400 
ch hibl dah het be y book dsl 1, 120, 800 | 1, 097, 200 | 23, 600 
Monthly starts at annual rate, private only, 1957: | 
SE abd scadesht bined dcndnncsdewdss $bbb aS dnc nk dudaddlaukuncVecedsus 5, G0, OO f..26hh. LS 
I pando cerisceniinaeiah i“ . “ GER, GEO | .cichccnees 
March....-..-.- oe = 880, 000 


TABLE 4.—Trend in FHA-insured and VA-guaranteed applications for new home 
units * 


APPLICATIONS RECEIVED FOR 1 TO 4 FAMILY UNITS 


| Correspond- | Change from previous year 





Current 
month 


ing month 
in previous 


year Number Percent 
SOO isindamisangacesadngapnednpssouscunagy 16, 900 | 24, 300 —7, 400 —30.4 
Sa ne : 16, 200 26, 400 —10, 200 —38.6 
DO a4 cpccscencctengees | 13, 400 23, 100 —9, 700 —42.0 
aa eee 13, 300 19, 200 —5, 900 —30.8 
November. --.--- ; 10, 000 16, 300 —6, 300 | —39.0 
I ices 7, 700 13, 400 —5,700 | —42.0 
ET tidivincccoountagabows 10, 500 15, 600 | —5, 100 | —32.3 
PUTT écitucewocus in 2, 100 18, 500 —6, 400 | —34.6 
BOR. enecean 16, 200 | 24, 900 —8, 700 | —35.0 


VA-GUARANTEED HOUSING—APPRAISAL REQUEST 


8 FOR PROPOSED UNITS 


1956—July-_... 34, 600 51, 400 —16, 800 —32.7 
August 36, 500 56, 000 —19, 500 —34.8 
September - - - -- 30, 000 | 45, 100 —15, 100 —33.4 
October . ‘ 29, 700 43, 100 —13, 400 —31.2 
cis 21, 900 | 30, 400 —8, 500 —27.9 
December. 19, 000 24, 900 —5, 900 —23,6 

1957—January-- . 18, 900 | 29, 300 —10, 400 —365, 4 
February .... 20, 200 37, 100 —16, 900 —45.8 
March- 19, 500 37, 500 —18, 000 —48.0 


(Whereupon, at 1 
a.m. Wednesday, Apri 


9-9 


ae ae 


! Home units are dwelling units in 1 to 4 family structures, 


- 


op. m., 
1 3, 1957.) 


the hearings were recessed until 11:30 
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WEDNESDAY, APRIL 3, 1957 


Unirep Strares SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
SUBCOMMITTEE ON HovstNe, 
Washington, D.C. 

The subcommittee met, pursuant to recess, in Room 301, Senate Office 
Building, at 11:35 a. m., ’ Senator Joseph S. Clark presiding. 

Present: Senator Clark. 

Also present : Senator Morse. 

Senator CLark. The committee will be in order. 

Senator Morse, we are very happy to welcome you here as a witness 
on the housing bills which this committee is now considering. 

I should like the record to show that I have requested the chairman, 
the distinguished junior Senator from Alabama, to permit the hearing 
to be held this morning in order to hear from Senator Morse about a 
tour he and I took of some of the blighted areas in the District of 
Columbia yesterday as part of our duties as members of a subcommit- 
tee of the Committee on the District of Columbia, of which the dis- 
tinguished Senator from Oregon is chairman, a Senate committee 
dealing primarily with the problem of school lunches. 

I was so impressed by what we saw, the impact of what we saw on 
the need for legislation which is now before this committee, that I 
asked Senator Morse if he would be willing to appear, and asked the 
chairman if he would be willing to permit the heari ings to be reopened. 

Both of my colleagues were gracious enough to answer those ques- 
tions in the affirmative e, and Senator Morse is here as a result this 
morning. 

Senator, we have pending before this committee bills which cover 
almost every facet of the problem of housing—shelter, urban redevel- 
opment, interest rates, Government participation, and assisting in 
increasing the number of housing starts, the whole field with which 
you are, of course, so thoroughly familiar. 

The record is full of statistics and opinions. I felt that here yester- 
day we had seen at first-hand conditions in the Nation’s C apital such 
that, in my judgment, unless something is done by the 85th Congress 
to step up appropriations, to step up authorizations for urban-renewal 
projects, to step up reer ae for public-housing units, and to 
make credit more readily available to private builders so that houses 
can be built for families of moderate income, we are going to see what 
is a shocking and distressing ¢ ondition continue yet another year. 

Without attempting to guide you in what you wish to tell this com- 
mittee, Senator, 1 would be grateful to you indeed if you would relate 
what I have just said about the problem in the District of Columbia as 
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you have come to know it so well through your service on the District 
Committee, and even more recently during the last few weeks as chair. 
man of the Subcommittee on the School Lunch Program. 


STATEMENT OF WAYNE MORSE, A UNITED STATES SENATOR FROM 
THE STATE OF OREGON 


Senator Morsr. Senator Clark, may I say at the outset that you 
have honored me very much by inviting me to come here and testify 
beforé your committee, and I welcome the opportunity. 

I did not request to testify before because I knew that you, as the 
author of the bill, of which I am one of the cosponsors, are handling 
the situation in wonderful style, and my testimony on the bill itself 
was not needed. 

I am happy, however, as chairman of the Public Welfare Subcom- 
mittee of the District. of Columbia Committee, to add my testimony 
to this record from the standpoint of human factors involved. . 

But before I turn to that, I would like to make this brief mention 
of the history of this kind of legislation that has been within my 
personal experience. As I have said, I am one of the cosponsors of 
S. 1694, of which the chairman of this subcommittee, the Senator 
from Pennsylvania, is the author. It is a basically sound bill, and 
I heartily endorse it before this committee. Both the author and the 
cosponsors have made clear that we are willing to consider any 
amendments to the bill that do not in any way destroy the objective 
of the bill. 

The bill, S. 1694, is very much like the Lehman bill of 1956, S. 3158, 
of the 84th Congress, of which I was also one of the cosponsors. The 
record ought to show, as it probably already does, that the Housing 
and Home Finance Agency and the Treasury were against the Leh- 
man bill and filed adverse reports against the bill. 

I also want to say, by way of introduction to my remarks, that 
the administration, I think, is making a great mistake in refusing to 
let housing out from under the tight money policy, despite serious 
depressing effects that that policy is having both on housing and on 
the lumber industry and other supplying industries. I shall insert 
in the record toward the end of my testimony this morning recent 
statements that I have made in regard to the effect of the administra- 
tion’s tight money policy on the lumber industry in my State, which 
I think explains in no small measure the fact that the State of Oregon 
today is an unemployment disaster area. 

We have the highest unemployment in the Nation, and one of the 
main reasons for it is lumber is down—and when I say “down,” I 
mean down. We have lumber mill after lumber mill that is not mov- 
ing a saw. And I think one of the primary reasons for it is because 
construction across the country is down, housing is down. And I 
just cannot understand the failure of the administration to recognize 
this fact. 

The administration, on the other hand, has come forward with 
some very bad proposals for action, in my judgment, in this field, 
when it suggests increasing the Veterans’ Administration’s mortgage 
rate from 414 to 5 percent and makes the same move on FHA as it 
did last year. 
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And the increase of the interest rates did not help, as far as FHA 
is concerned. Oh, it might have helped some lenders a little, but 
it did not increase money available for home buying. T o the con- 
trary, it restricted the availability of it, as the FHA experience shows. 

I wanted to say that, Mr. Chairman, by way of introduction, be- 
cause we have a very important public policy question here that the 
Congress should do something about, and that the people, in the last 
analysis, must decide. And I think they will in 1958, if we do not 
something about it before 1958. 

Now, 1 want to talk about the problem for a few minutes, Mr. 
Chairman, from the standpoint of the human factors involved. Par- 
ticularly when a politician so testifies, he is bound to be subjected 
to the charge of critics that, to say the least, he is a sentimentalist if 
not one that is seeking to play politics with sentimental considerations. 

But, Mr. Chairman, that never deters me in my dedication to what I 
think is my primary responsibility as a legislator, and that is to 
translate into legislation human values. And I want to stress it be- 
cause if I say nothing else in testimony this morning that I would have 
the public take note of, it would be this: 

This system of government of ours, known as a system of govern- 
ment that promotes political and economic freedom for the individ- 

ual, was designed, if you will read your constitutional debates, to 
sromote the general welfare of people. The wealth of America is its 

yuman wealth, the wealth of America is not materialism. And if it 
ever becomes the objective of this country of ours to place materialism 
first, then historians in the not too distant future will be writing books 
about the “Decline of the American Civilization.” 

Oh, I know, you can say these are broad generalities that I am 
pointing out as the premises for my testimony. They are unanswer- 
able truths, because they are great ideals, and therefore great prac- 
ticalities, because the only practicality is an ideal put to “work. 

And so in the Senate I am constantly resisting the expediences and 
compromises of ideals. I am constantly resisting the selfish legisla- 
tive proposals that seek to subordinate human values to material ob- 
jectives and selfish gains. 

And if you will take those premises, Mr. Chairman, and apply them 
now to the legislative problem be fore this committee, you get a little 
better idea of why the Senator from Oregon has taken the position he 
has taken on public housing. Because, you see, public housing, in my 
judgment, is a great strenethener of a private enterprise system. 
Why, if you did not have public housing—and you need much more of 
it—how do you suppose you would take care of the underprivileged 
people that have available to them in some places too little, although 
mm some places public housing such as you and I saw yesterday. Why, 
your charity bills, your welfare bills would be so much more. 

But let me tell you, the cost in taxes that you may finally end up 
with by way of net costs will be small, and, in fact, we have vet to see 
whether we are going to end up with any net cost in ‘the public housing 
program. But the charity costs to the American people would be so 
many times greater than any net tax costs that if you wanted to look 
at it from the standpoint of so-called hard, cold business approach, 
public housing demands support from the C ongress. 
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But I want to take you to the situation in the District of Columbia, 
Let me make very clear, I know that what we saw yesterday can be 
duplicated in many areas of America in congested cities; but I want 
to stress it in the District of Columbia because we have the duty, it 
seems to me, as the Congress, to at least try to set examples in the 
Capital City of the Nation. We certainly have the duty, so long 
as we maintain this stranglehold on self-government in the District of 
Columbia by denying it to fellow Americans, of at least giving them 
decent service, which I respectfully say we are not doing in many 
phases of District of Columbia governmental life. Certainly in the 
phase of slum clearance we are doing a wretched job—too little, too 
late—and we ought to move rapidly to keep pace with our moral obli- 
gations, 

And so I return to a very brief statement on a moral obligation, Mr, 
Chairman, because in my judgment this is not an empty obligation; 
it is a very real one. As legislators, we should be judged in history, 
as far as our record is concerned, by the record we make in living 
up to moral obligations. 

[ want to talk about public housing for a while as a moral obligation 
of the Congress, because unless you have it, you are not going to al- 
leviate the conditions we saw yesterday. Private enterprise will 
never do it. 

And I have gone through a political “crucible,” Mr. Chairman, 
where I have been opposed by so-called private enterprise groups be- 
cause of the kind of testimony I give this morning. I just came 
through a historic campaign in which public housing was one of the 
issues. 

Senator CrarK. Perhaps the Senator would forgive an interrup- 
tion? 

Senator Morse. I will be very glad to have the interruption. 

Senator Cirark. May I remind him of the striking contrast between 
the private enterprise house we saw yesterday which was being sold 
for $9,900 to a citizen with, I believe it was 9 children and a job at 
$220 a month at St. Elizabeths Hospital, and the situation we saw al- 
most across the street, a public housing project. 

Senator Morse. A dramatic incident, Mr. Chairman; but not only 
that, the house that was being sold for $9,900 should be condemned. 

IT have a little farm out here in Poolesville, Md., and I want to tell 
you, I have a barn with box stalls in it and lights and running water, 
and if you put a little heat in that barn it would be a much more fit 
place to house that family than the house that is being sold to them 
for $9,900. That is what you are up against. 

And we saw other houses yesterday that, let me tell you, my hog 
house on my farm, with a little heat in it—it has running water and 
lights too—and a little water hose on it for few hours, plus the heat, 
and moving furniture in it, that hog house would be a much better 
place to house families than many of the places we saw yesterday— 
within sight of the Capitol dome. In fact, one picture was taken 
vesterday with the Capital dome in the foreground, and these hovels 
in the background, with alleys lined with stinking outdoor toilets, 314 
or 4 blocks from the Capitol dome. 

Congresswoman Green, of Oregon, went with us in the morning 
and said she had recently returned from Jamaica where she had in- 
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vestigated slum conditions, and she saw nothing as bad in Jamaica as 
ye saw Within 3 to 6 blocks of the Capitol Building of the United 
States of America. Then you get some idea why I talk about moral 
values, Why I talk about the human equation. 

Senator CiarK. Would the Senator contrast that with the situa- 
tio we found in the public housing units? 

Senator Morse. I want to do that in relation to public housing. 

But first let me point out what we found in regard to so-called 
private enterprise in this area yesterday. We found family after 
family paying $18 a week; you see, that gets up to $90 a month some 
months for disgr aceful hovels with outside toilets, within a stone’s 
throw of the Capitol of the United States. 

We saw family after family paying from $53 to $90 a month rent 
for hovels that ought to be condemned. As I have said, room after 
room with plaster off, no heat except little oil burners that they bring 
inand for which they buy the oil themselves. 

Senator Crark. Senator, if those houses were condemned, where 
would the people be able to go? 

Senator Morse. Well, that. was pointed out yesterday. They would 
just have to go farther out to similar hov els until the condemners 
eatch up with them too. Y ou see, this just becomes a vicious circle; 
although we cannot get beyond the District line, which is another 
problem, but which is a problem that makes it all the more impor- 
tant, in my judgment, that we have additional public housing within 
the District: We saw many white people living in shameful quarters 
yesterday, so do not get the idea that these are 100 percent colored 
people. Although if they were, I would be as ardent in my advocacy 
for public housing as I am for public housing for both whites and 
colored. 

But, you see, you just have to face up to the ugly fact that these 
colored people cannot move out of the District, and stay within the 
netropolitan area of Washington, D. C. They can move out of the 
District and go a long way away, back to areas of the South or to 
areas of the North, but various covenants and restrictions in outlying 
areas make it impossible for them to really find suitable living quarters 
adjacent the District. 

Senator Crark. Despite the fact that the Supreme Court of the 
United States has held that such covenants are not enforcible. 

Senator Morse. That is right. It shows the lag between the law 
and its administration, with which we in the Senate are all familiar. 

But let me take you to the public housing units that you and I 
inspected yesterday. Remarkable, because you hear it said so often, 
“Oh, what good does it do to build public housing units for these 
people ? They do not know how to take care of them if you move 
them in.” 

Now, I asked the following question yesterday of one of the social 
workers from the southwest communty, “What problems do you have 
with these people in public housing units? Do you have many cases 
where they do not know how to take care of the unit?’ 

And she said, “Well, you have a case now and then where they have 
to be educated as to how to live in a decent household, because they 
have never had the experience in all their lifetime either as adults 
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or as children, but the overwhelming majority of them rise to the 
benefits that society makes available to them.” 

And you and I saw that yesterday. We went into some public. 
housing units, families, where we would not have hesitated at all to 
have lingered and spent a sociable evening, if we had had the time, and 
enjoyed a meal; because they were clean, well-kept houses, in spite 
of the great economic handicaps that their occupants are confronted 
with. 

And so we had in these public housing units, the typical one that 
we visited was a two-bedroom unit with a living room and a bath and 
a kitchen, and with a very decent bathroom and facilties, very fine 
kitchen facilities; and the standard rent for that unit was $53 9 
month, including the light and the heat and the utilities. And all 
you have to do, if we could only get the Members of Congress to do it: 
all you have to do is to walk into one of those units and converse with 
the occupants of one of those units, and then go across the street, 
as you say, or down the alley into the hovels and converse with the 
occupants of the hovels, and you see the difference between hope and 
despair. You see the difference between the psychological strength- 
ening that is given to these people in the public housing units, and 
the psychological weakening that the others are subjected to by per- 
mitting a slum condition to exist where they have to live in these 
worse than hog-house dwellings. 

Now let me make one more point, then I will take the next question. 
I want to say something. Yes; it is critical. Somebody ought to be 
critical of it. But it is not, in my judgment, representative of the 
social consciousness of most of the real-estate men I know. But the 
fact is you do have property owners, you do have property owners 
that are apparently willing to exploit the unfortunate. And to think 
that for some of these hovels there is collected $35, $45, $55, $70; 
$18 a week, adding up to $90 a month in some cases, for rent. And 
this is an awful phrase to use, now, but there is no answer to it: They 
are entitled to rent control. They are entitled to rent control from 
a Government that has the clear moral duty to see to it that he eco- 
nomically strong do not exploit the economically weak; because when 
the economically strong do that, they tear down the very essence of 
free government. 

And these “rent gougers” are the real subversives in Washington, 
D. C.; and I hold no brief for other types of subversives, but let me 
tell you that selfish economic interests that exploit human beings 
by charging the kind of rents we found yesterday for these hovels 
are subversive to good government. They endanger good govern- 
ment. And they make Communists. They are the cause of develop- 
ing dangerous types of radicalism. 

So those of us who are of the liberal frame of mind and believe in 
government by law and believe in the protection of the rights of the 
individual, follow a course of action in the Congress of the United 
States where we try to impose reasonable regulations that will pro- 
tect the private enterprise rights of business and at the same time live 
up to the duty of government to prevent them from exploiting the 
economic weak. 

And so I want to say this, further, Mr. Chairman. You know, we 
are often charged as politicians by unthinking people as being a bit 
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demagogic. It is the kind of statement that I now make, which by 
some will be called demagogic, but not by anyone who knows me. We 
are about to approach Eastertime, where we rededicate ourselves as 
individuals, if we are Christians, to the Christian tenets. Those of 
other faiths, interestingly enough, also are about to approach their 
holy days w here they "rededic: ite themselves. No matter what the 
religion is—it is a very interesting religious phenomenon—as we see 
the birth of new life again in the spring of the year, religions all recog- 
nize it, and it calls for a renewal of faith and a rededication to spir- 
jitual teachings. 

And I like a public housing bill with the moral obligations of those 
teachings. And with one tenet that no politician in the Congress can 
successfully rebut—and that is that we are our brother’s keeper. 

3ut we are doing a mighty poor job of keeping our brothers within 
a stone’s throw of the Capitol of the United States. We are either 
immoral or unmoral about it. We are either asocial or just guilty of 
atroeious, wishful forgetfulness. 

Senator Ciark. Senator, I wonder—of course, I concur with your 
pomt of view completely—but you are familiar with the fact that 
recent legislation has confined the total amount of public housing 
starts for this and followi ing fiscal year to 35,000 units for the entire 
country. There has been testimony in this record that New York 
State needs 25,000 units a year for 10 years. There is testimony that 
Philadelphia needs 70,000 units right now and could absorb them at 
the rate of 10,000 units a year. 

The Mavor of Chicago testified yesterday that he felt Chicago, at a 
minimum, could take 5,000 units of public housing a year for the 
foreseeable future. 

Would you be willing to express any rough opinion as to the need 
for public housing in the District of Columbia ? 

Senator Morse. Well, first I wanted to express my opinion in regard 
to its need in the Nation as a whole. I have said publicly many 
times—I repeat it in the statement I am now going to ask to be made 
part of the record—that there should be a minimum of 225,000 units 
for the next few years, per year. 

That is how great I think this moral obligation is. 

And in the long run, let me say it will prove to be of tremendous 
economic benefit to our whole economy. It is going to result in the 
rehabilitation of human values to the point that you are going to find 
it is a good, selfish, economic investment in terms of future tax laws; 
because as you rehabilitate a human being and put him back in the 
position where he can be an earning citizen, he pays off—if you want 
to talk about it with that kind of cold realism: He pays off. And he 
pays off into the Treasury of the United States. 

And so I would like to insert at this point, wihout taking the time 
to read it, Mr. Chairman, a statement that I made to the people of 
my 7s in a radio broadcast on March 27, in which, interestingly 
enough, I discussed this public-housing matter, and I cannot improve 
upon it by anything more that I can say on that phase of it, and I 
would like to have it made a part of my statement. 

Senator Crark. The statement will be admitted and made a part 
of the Senator’s testimony at this point. 

(The statement referred to follows:) 
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WEEKLY Rapio BROADCAST 
March 27, 1957 


My report to you today on the activities of Congress deals with a matter that 
is of major interest to every Oregonian—his pocketbook. 

If you are a lumber-mill operator, or a logger, or a small retailer operating in 
a community where the lumber industry predominates, or if you work for an 
employer who is in any of these businesses, or if you are a housewife in a family 
whose income comes from one of these sources, you are directly affected by what 
I am going to discuss. 

To most of us the terms “interest rate” and “fiscal policy” are pretty dull, 
bringing to mind long columns of numbers, adding machines, and bank windows, 
But they are at the bottom of something very important to us—our jobs, our 
take-home pay, and the balance sheets of the retail stores on our main streets. 

I do not have to tell you that Oregon is not doing very well in this department, 
You know when your income is dropping without my having to list a lot of 
statistics to prove it, but I want to give a few as a means of showing where the 
trouble really lies and what should be done about it. 

The bulletin of the State unemployment compensation commission comes to my 
desk every month. The report for February shows unemployment up over a 
year ago in almost every county. In Lane, for example, the summary says that 
unemployment during the month was “at the highest level in recent years and 
at the month’s close was still substantially above last year’s level.” The Grants 
Pass office reported that “jobs generally remained scarce and unemployment 
was above last vear’s level.” Klamath Falls reported 45 percent more unem- 
ployment than for the same period last year. From Union and Wallowa 
Counties the report states that unemployment continued to rise in February 
and reached the maximum for the year. Harney County reported a 25 percent 
increase in unemployment claims over last year. 

In nearly every case, the explanation for increased unemployment is the 
same—layoffs in the lumber industry and the failure of mills and processors to 
return to normal operating levels for this time of year. And the reason for the 
depressed state of the lumber industry is very largely that term “interest rate.” 

The chief market for Oregon lumber is housing. New housing starts are now 
at their lowest level since February 1949, simply because interest rates are too 
high to enable low- and middle-income home builders to build. The need for 
new homes is there. Our population continues to require far more new homes 
than are being built, but the construction business is being priced out of the 
market by the cost of borrowing and, with it, Oregon’s lumber industry. 

The effects are being felt in other Oregon industries because what happens 
to our lumber business reaches out just like the ripples from a stone dropped 
into a pond. This year, the income for each person in Oregon was $10 below 
the national average; in 1952 it was $97 above the national average. That 
relative decline in the money received and available for spending in the State 
has affected all our busineses. 

In fact, Oregon business has gotten it both going and coming from increased 
interest rates. Small business itself must pay so much more to borrow money 
that half the small and medium-sized companies, which had bank credit lines 
in March of 1955, had been cut off by March of 1956. So an Oregon businessman 
has not only suffered from the interest rate as it affected the housing and lumber 
industries—which are his customers—but as it affected his own ability to borrow. 

I have fought against the rising interest rate since the very day in 1953 when 
it was announced—just 9 days after the new administration took office. I was 
fearful of the impact it would have on our prosperity and, unfortunately, these 
misgivings have been borne out. Yet, despite all of the opposition put up 
against this policy and despite the fact that time and experience have proved 
we were right to oppose it, the administration has done nothing to reverse it. 

Therefore, I have been working for some alternate means of regaining a high 
level of housing starts and of helping small businesses to stay in operation. One 
means is an increase in the number of housing units for public housing. Last 
year the administration proposed an unrealistic 35,000 units a year. The Senate 
voted for 135,000 units a year and I vigorously supported that figure. 

Strong opposition from the administration prevented final approval of the 
135,000 units and the meager number favored by the administration prevailed. 
We must have a minimum of 225,000 public housing units started each year if 
we are to meet the needs of those in the lower income brackets for decent housing. 
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We also need an increase in the number of special public housing units for the 
elderly. 

I am working on two legislative measures aimed at raising the number of 
homes built by those in the middle and lower income brackets. One has already 
peen introduced by Senator Clark of Pennsylvania and would supplement exist- 
ing FHA mortgage funds. FHA has helped families in the upper third of the 
income scale almost exclusively. Our bill would provide additional funds for 
low-interest rate mortgage loans to those in lower brackets. The other proposal 
Iam working on, and which I hope to introduce shortly, would make available 
for direct housing loans, at a reasonable rate of interest, a part of the social- 
security fund, which is now invested entirely in Government bonds. 

Until we have more money for direct loans at a rate of interest which the 
average American family can afford, I see little prospect that the level of new 
housing starts can be raised to a point where it will help the Oregon lumber 
industry. Testimony to congressional committees is that the trend of construc- 
tion is still downward, and that the outlook is for not more than 850,000 housing 
starts this year. We cannot permit an industry so basic as home building to 
suffer this setback from the 1.4 million new houses that were built in 1950. It is 
my hope that these bills will help the industry regain the 1950 level of construc- 
tion, or surpass it.” 

Senator Morse. Now, as to the District of Columbia, Mr. Chair- 
man, I certainly think that we ought to proceed to provide an appro- 

riation for a minimum for this next year of 10,000 units, and I think 

am erring in the direction of understatement if at all. But let us 
get on with 10,000 units, and let us build 10,000 units for the next 5 
years, and I think we will help in this matter of slum clearance and 
this matter of keeping up with our moral obligations. 

Senator Crark. The Senator means 10,000 units a year; does he 
not? 

Senator Morse. Ten thousand units a year for 5 years, as the first 
immediate step. 

Now, there is another phase of this problem that I want to talk 
about, Mr. Chairman, if I may, and I have a prepared statement that 
I want to read. I know the administration will disapprove of it, on 
the basis of its record, but I think somebody ought to put this in the 
record. 

I think there is a great need to revamp Fannie May. And I would 
like to read this, if I may. 

In 1957, builders have stated that new housing starts may fall to 
800,000—some 20 percent below 1956. 

This decline in the rate of new homes production comes on the heels 
of the greatest single annual increase in the population of the United 
States. The 3 million population increase in 1956 set an all-time rec- 
ord, at the same time that housing production was falling to its low- 
est level in the past 5 vears. 

We need to provide housing for the 1.5 million couples that will 
marry this year. We need to provide more shelter for the parents 
that will have 4 million new babies born this year. 

In the next 10 years we must have 16 million new homes for Ameri- 
cans to move into. 

By 1967 we must have 7.5 million new homes to meet the demands of 
our growing population. We must have an additional 7.5 million 
homes for replacement of substandard and demolished homes. We 
must have 1 million additional homes for our rapidly growing old-age 
population. , 

These are minimum estimates of our housing needs by 1967. 

Where will these homes come from ? 
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_ To produce housing we must have adequate financing at reasonable 
interest costs. 

But in the past 5 years we have seen a steady rise in financing 
charges for new homes. The result has been that a moderate income 
family wishing to buy a home today under the VA or the FHA must 
pay an extra $2,500 to $3,000 in total financing charges over the life 
of a 30-year $10,000 mortgage compared to 1952. 

The shortage of housing credit has given rise to a widespread dis. 
count practice » which is inflating the cost of new housing. 

Fewer and fewer moderate priced homes are being constructed 
under the FHA and VA, and more and more homes are being financed 
conventionally with second and third mortgages. 

Under the Housing Act of 1950, we created the Federal National 
Mortgage Associ ation which was supposed to provide support to the 
VA and FHA mortgage market. It was supposed to help support the 
financing of various special-assistance housing programs for middle 
income and minority groups. 

When the Republicans took over, the first thing they did was to 
convert the FNMA into a conservative mortgage bi ee institution. 
Under the new FNMA, instead of supporting the FHA and VA 
mortgage market, they were forbidden to pay prices for mortgages in 
excess of the market price. In actual practice, following the Hous- 
ing Act of 1954, FNMA announced price schedules that were below 
the market aver: iges then prevailing in a substantial number of areas, 
For months after the passage of the Housing Act of 1954 there were 
no sales of mortgages to FNMA. 

What happened thereafter was that as the housing market tight- 
ened in mid-1955 and thereafter, the mortgage discounts operated to 
bring FNMA’s prices in line with market prices. Since then, 
FNMA, instead of supporting the mortgage market, has, in setting 
its purchase prices, followed the market down. 

Uiiler the new FNMA, each mortgage seller was required to buy 
stock in an amount not less than 3 percent of the unpaid principal 
amount of the mortgage. This was a neat device whereby the facil- 
ity would ultimately be turned over to private hands, as the charter 
provided. 

Now, Mr. Chairman, who pays for this stock investment? Any 
banker or builder will tell you that ultimately it comes out of the 
pocket of the home buyers. They are putting up the funds which will 
enable the private bankers to take over this facility. FNMA’s invest- 
ment fee has since been reduced to 2 percent but the home buyer is 
still paying the 2 percent. 

FNMA had a capital stock of $109 million until we recently passed 
legislation authorizing them to increase their capital by an additional 
$50 million. Over 90° percent of the total capital of FNMA has been 
provided by the Treasury. And FNMA is authorized to borrow up 
to 10 times its capital stock, the proceeds of which are to be used for 

secondary mortgage market support operations. 

What has F NMA done with this Tre: asury credit and with this sub- 
stantial borrowing authority? Has it helped the average citizen ob- 
tain moderate priced housing at reasonable interest costs? The 
answer is that FNMA has operated mainly to provide liquidity for 
the mortgage bankers. 
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FNMA is now buying the recently increased FHA 5-percent mort- 
gages below par. ‘Their announced purchase price ranges from 97 to 
99, VA’s are being purchased at discounts ranging from 93 to 96. 

FNMA since 1954 has declared $669,533 in div idends on Treasury- 
held preferred, and $147,660 on privé itely held, common stock. It 
has set aside in undistributed profits whic ‘h will one day be available 
to the stockholders, $2,269,570. 

FNMA has paid to the Treasury $3,309,619 in taxes on its profits. 

In computing its profits tax li: ibility, the Treasury does not permit 
FNMA to deduct its mandatory preferred stock payment which is the 
equivalent of interest paid to the Treasury for its capital. Treasury 
requirements for FNMA plus the m: arket rates it must pay when it 
borrows, make it impossible for FNMA to perform its function of 
providing support to the mortgage market in such a way as to insure 
reasonable financing charges. 

It is time to put ‘FNMA back to the status it was in before 1954. 

I should like to see FNMA be required to support the FHA and VA 
mortgage market at par. I should like to see FNMA step up its 
special assistance support activity so that middle income co-ops and 
minority housing may get reasonable financing. 

We must act soon to stimulate homebuilding or we may be faced 
with a serious housing slump which will affect the entire economy. 

The FHA and the VA should abandon their recent efforts to restrict 
activity under their programs by issuing overly rigid regulations. 
The FHA income to sales-price ratios are becoming inc reasingly re- 
strictive. VA regulations requiring VA final compliance report after 
an FHA final compliance report is making it more and more onerous 
for builders. 

There are other restrictive regulations recently issued, all pointing 
toward further cutbacks under FHA and VA programs which are not 
consonant with the professed desire of this administration to see a 
higher level of Komebitidine, 

‘And I close, subject to your questions, by saying this, Mr. Chairman. 
If you ask me to tell you what I think is the greatest check on unde- 
sirable movements in this country, on subversive activity, the greatest 
check on any form of radicalism, I will tell you what it is—private 
home ownership in the city, and family farm ownership in the coun- 
try, and decent housing conditions for those that cannot own their 
own homes. That is the greatest check. 

Give me a country in ‘which the people either own their homes or 
live in decent homes, and I will give you a country that you do not 
have to worry about in regard to its political stability. I will give 
you a country then that has gone a long way in living up to the moral 
obligati ions and the human equation that I have t: alked about here this 
morning. 

It is not easy ; it has got to be done, though, Mr. Chairman, if we are 
really going to be, in my opinion, represent: utives of a free people, 
dedicated and practicing the dedication of trying to put into legisla- 
tive form human-welfare legislation under the general-welfare clause 
of the Constitution. 

Thank you very much. 
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Senator Crark. Thank you very much, Senator, for your inspiring 
testimony, which I hope will be carefully considered by all members 
of the committee before we report out the desired legislation. 

I do not want to detain you unduly, but I would, if I may, like to 
ask you just one or two questions. 

Senator Morse. Go right ahead. 

Senator CiarK. I would like first, if I may, to place in the record 
a couple of facts, a few facts about this District situation, and perhaps 
ask you to comment on them. 

I have before me the annual report of the National Capital Housin 
Authority for the fiscal year ended June 30, 1955, which, the sta 
advises me, is the latest report from the Authority. On the cover, 
the objective of the Authority is stated : 


A city rid of all its slums, a city with good dwellings for all its people. 


In the body of the record statistics are set forth indicating that 
under the 1950 census, 12.4 percent of the total supply of housing in 
the District was substandard buildings, a total of 26,555; that the 
minimum population housed in such dwellings at that time was 
72,480. 

I think we can probably both agree that the situation is little, if any, 
better now than it was then. 

Senator Morse. With the influx, may I say, of increased population 
of low-income groups, I would be very much surprised if it is not 
considerably worse than that. 

Senator CiarK. And so would I, Senator. 

I would like to put in the record what has been done in the public- 
housing field in the District. There are presently under manage- 
ment, the staff advises me, 5,292 units. There are 612 under 
construction, and site has been cleared for 456 more. Advanced 
planning has progressed on 1.571 additional, and there are 1,500 
more authorized for which no site has yet been selected; or a total 
authorized of 4,139 units, and a total authorized and constructed of 
9,431 units. 

Senator, I think you are familiar generally with the situation with 
respect to urban redevelopment in the District. I would point out 
that there are major projects, at least in the mind’s eye, and some of 
them underway, in both the Southwest and Northwest sections of the 
District, and that those redevelopment projects are perhaps one of 
the major sources of additional sites for public housing in the Dis- 
trict because the amount of vacant land is becoming less and less 
all the time. 

The Senator is familiar with the action of Mr. Cole of HHFA 
in cutting back the requested authorization for urban renewal for 
the country from the figure of $250 million recommended by Presi- 
dent Eisenhower to a figure of $175 million. 

The mayors of the United States, represented by their two agen- 
cies—the American Municipal Association and the United States 
Conference of Mayors—came in here last week and testified that Mr. 
Cole’s action was killing urban redevelopment in the United States. 

I am wondering, Senator, whether if we make the basic assump- 
tion that at least some of the urban-redevelopment and urban-re- 
newal projects for the District will inevitably be slowed down, if not 
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eliminated, by this cutback in authorization while perhaps some of 
them would be permitted to continue because they have received ap- 

roval, whether in your judgment that would not be a shocking 
additional blow to the objectives of the National Capital Housing 
Authority to rid the District of its slums and to provide the District 
with good dwellings for all its people? 

Senator Morse. Well, my answer is that Mr. Cole’s program 
makes a scrap of paper out of the report, and I speak respectfully. 
But, after all, we have the responsibility of stating what we think 
are the honest facts. I am not surprised at Mr. Cole’s course of 
action; I predicted it at the time of his appointment. When you 
appoint somebody with a record of being antipublic housing, you 
are not going to expect him to put forward much of a program for 
urban redevelopment. 

Senator Crark. There are those who call it “repeal by appoint- 
ment,” I believe ? 

Senator Morse. Well, you see, I speak quite nonpartisan about 
this, because I have belonged to both parties. And I do not know 
anybody in the Senate who can speak more nonpartisanly than I 
‘an. I want to point out that I predicted this course of action, and I 
pointed out what doubletalk it is for an administration to say it is 
liberal in human affairs but conservative in economic matters. And 
of course those are irreconcilable concepts, and this illustrates as 
clearly as anything I can state: You cannot separate the economic 
welfare of these people from the human values involved. And this 
is a good example of what the shortcomings of this administration 
are in the field of socioeconomic affairs. 

Senator Crark. Senator, I want to thank you very much for your 
willingness to take the time to give us this testimony. 

I do think the condition of the District, as well as the conditions 
all over the country to which you have referred, indicate that a 
erisis confronts us; and I hope the appropriate legislation will bt 
shortly forthcoming. 

Thank you very much. 

Senator Morse. Thank you very much. It was a pleasure to be 
here. 

Senator Crark. Senator Sparkman has asked me to announce the 
record will stay open for a week. He has suggested to the staff 
director that certain information be placed in the record, at the 
same point testimony appeared, if it is convenient to do so. 

The hearing is adjourned; this concludes the hearings of the Sub- 
committee on Housing. 

(Whereupon, at 12:22 p. m., the hearing was adjourned.) 
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